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REVENUE ACT OF 1963

TUESDAY, OCTOBER 15, 1963

U.S. SeNate,
CommIrrer oN FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:10 a.m., in roon 2221,
New Senate Office Building, Senator IHarry F. Byrd (chairman)
presiding.

Present : Senators Byrd; Long of Louisiana; Smathers, Anderson,
Douglas, Gove, Talmadge, Ribicofl, Williams, Carlson, Bennett, Mor-
ton, and Dirksen.

Also preseat : Llizabeth B. Springer, chief clerk.

The Craxraran. The committee will come to order.

The Chair recognizes the Senator from Tennessee, Senator Gore, in
a matter of personal privilege.

Senator Gore, Mr. Chairman, I have two matters to bring up. First,
I, along with, according to the press, other Senators, have recsived
another four-page letter from Henry Iford and Stuart T Saunders. I
would like to inquire if either of these gentlemen has asked to testify
on this hill.

The Cnamyan. Mrs, Springer?

Senator Gore. I would like to inquire if either Mr. Henry Ford or
My, Stuart T. Saunders has asked to {estify before this committee.

Mbrs, Sexixcer. No, sir,

Senator Gonrk. My, Chairman, I respectfully suggest that both re-
ceive a courteous invitation to testify.

The Cnamaran. Very well.

Senator Gore. Mr, Chairman, the Democratic National Committeo
has dispatched a seven-page telegram to Democratic leaders in several
counties in my State. The least I can say of it is that this is an attempt
at political intimidation. 1 am not sure it is an at attempt at a purge.
But the man who sent this telegram is Mr. Bill Keel, who by telophone
and otherwise s ideniified himself as an official of the Democratic
National Committee. I would like to submit to the committee my
vequest that he be invited to testify and explain by what authority ho
sent this telegram, to identify the aceuracy or inncenvaey of {he state-
ments he makes, and which he has asked to be widely publicized in my
State. [f an invitation does not suflice, then 1 will ‘ask the committeo
to subpena Mr., Keel,

Tho Cnamaran, It will e done.

Senator Gore. I should like to put the text of this telegram in the
rceord at this point, omitting the name of the recipient and the county

of the recipient,
1
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-('The text of the telegram, with name of recipient and county deleted,
follows:)

This is the suggested press release we discussed. DPlease have it copied and
taken to all newspapers, radio and TV stations. 'The release follows:

It i vital to 17496 families in * > * County who will receive an average
personal income increase of $436 a year that the tax cut be enacted now and
made effective as of January 1, * * * husinessman and Democratie leader,
said yesterday.

His statement :

“If we delay, as Senator Gore would have us do, we could be faced in short
order with an urgent need for emergeney measures,

“IImergeney measures arve makeshift measurves resulting in patchwork effee-
tiveness.

“1f we act now time is our ally.

“If we delay we stand alone.

“Leonomists, financial experts, nnd businessmen aeross the Nation have en-
dorsed the tax cut as a sound example of preventative medieine.

“We could be faced with the necessity for greater publie spending. The most
reasonable course ig (o permit the private sector of our economy to accelerate and
that is what the tax reduction would do.

“Across the connfry the Ameriean publie is overwhelmingly in favor of the
tax cut. (A recent Gallup poll revealed 60 percent of those interviewed were
for the {ax eut.)  Business favors it.

“I feel sure the people of * * * County and Tennessee stand solidly behind the
tax reduction.

“They know the high rate of unemployment. In §0 of our counties the unem-
ployment rate ranges from 10 to 20 percent.

“A tax cut by January 1 is essential.

“What affects the national economy nffeets Tennessee * ¥ * County.

“What benefits the national economy also benefits us.

“A tax cut would benefit the 804,000 families in Tennessee in the following
ways:

“Personal income in the State would increase by $39%0 million a year.

“Increased Stute and local revenues from the Federal tax increase would in-
crease State and loeal taxes in Tennessee by about $25 million, This should ecase
the demands ot the taxpayers by the State and loeal levels,

“Most of this money would be invested in the economy, spent for goods people
then could afford to buy.

“This accelerated demand for products would vesult in the expansion of busi-
ness and industry.

“This expansion would mean more jobs.

“More jobs means lower unemplovment, higher ewmployment. (There were
67,600 persons in Tenunessee out of work at last veport.)

“Iigher employment means a healthier county, State .and Nation, we cannot
afford heel dragging.

“Wa eannot afford to hang back.

“A tax reduction now means we have faced the problems of the cyclical nature
of recession and licked it.

“1nleey the tax ent is enacted now and unless the national economy is stimu-
lated, we run the risk of entering another recession cycle that would adversely
affect the residents of * * * Counly.

“Senator Albert Gore is making a most serious mistake in opposing the tax re-
dnetion. e should support it and do anyihing possible to speed its pnssage.

“The Senntor's opposition is not only contraiy to the best iaterests of the
people of * * * County but to 'Pennessee and the Nation as a «wvhole.

“x ® % County and Tennessee are not islands unto themselves,

“We feel Senator Gore, if he is properly to refleet the genuine desives of the
people of * * # County, must realize it too.

“Now is the time for construction, not obstruction.”

Senator Gore. T should like to read the first part of the telegram:

It is vital to the 17,490 families in * ¢ * County who will receive an average
personal income inerease of $436 a year that the tax cut be enacted now.
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. Now, Mr. Chairman, it is a serious thing for the national committee
of my party to say to the constituents of a county in my State that
if this bill passes, they will receive $436 a year increase in income,

I know that many people will receive a great increase in income after
taxes, but I am not aware that—at least I have not been aware that
the average family in a mountain county in Tennessee would receive
a $436 increase in income. 'This is just an example of what is con-
tained in this seven-page telegram wLich attempts political intimida-
tion of me and, so far as I know, might be the beginning of a purge.

So I would like to como to request that this man, Mr. Bill Keel,
be invited to testify and give all the details back of this telegram, in-
ciuding-any possible identification of the Treasury Department with
it. If he does not come by invitation, then he should be subpenaed.

The Criamraran. That will be done.

Senator Gore. Thank you, Mr. Chairman.

Senator Loxe. Mr. Chairman, I would just like that the record in-
dicate that any ellort to purge any Senator hased on his vote, would
not be correct; and my guess would be that the Democratic National
Committeo would give the Senator all the help that that committee
is capable of giving him, assuming he is a Democratic nominee, which
I am sure he will be. I would hope that the committee would not
presume, nor the Senate presume, that the matter to which he is re-
ferring is anything more than an undiplomatic act by an individual.

I would doubt very much if the Democratic Committee would be
responsible for the kind of conduct to which the Senator refers—that
is, any kind of insinuation that dire consequences would flow from
the Senate voting any other way than the way his conscience would
dictate. '

What he has introduced here is a wire, apparently, from a single
individual. I take it that is not a wire {from the National Committee.

Senator Gore. It is a wire from the oflice of the Democratic Na-
tional Committee.

The Cuamnran. All that the Senator from Tennessee is asking is
that he be brought before the committee, that he be invited to come
and if he does not come by invitation, that he be subpenaed. The
chairman thinks that is a reasonable request.

Senator Loxa. I have no objection to the request, Mr. Chairman,
I simply have not seen the telegram, but I would not be willing to
yresumo until I have had a chance to actually hear from those who

omake policy in the National Committee that any sort of intimidation
was intended,

Now, it may very well be that some individual membev of the com-
mitteo might draw his own conclusions and advocate something quite
different from what the committee suggested to him. I just would
not want the record to—I do not believe you can file charges against
somebody without a bill of particulars and insofar as the Senator
might want to malke charges against this particular person, I do not
believe he would want to conclude that the National Committee was
responsible for this wire or that the chairman of tho committee was
responsible for this wire until he has had an opportunity to find out
whether this is the thoughts of an individual or actually the views
of the committee.
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-~ Senator Tarsapee. Mr. Chairman, I have had the privilege of
reading the telegram addressed to the distinguished Senator from
Tennessee.

I do not know what authority this gentleman had to send the tele-
gram. He presumably spoke for his associates and those who employed
him in the Democratic National Comnittee.

To read the telegram in its entivety, one can only draw the conclusion
that it is an effort on the part of whoever sent the telegram and who-
ever was associated with him in that endeavor to bring political pres-
sure and coercion o the Senator from Tennessee.

It has been my pleasure to know the Senator from Tennessee very
well and I know t}lat he does not respond to pressure very readily.

I do not believe the members of the g‘enate Finance Committee, indi-
vidually or collectively, respond to pressure very readily. Of course,
all of us are subject to persuasion. I do not believe an effort to go
into the Senator’s State with a mass volume of telegrams of that type
and exhorting them to appeal to the press and the news media generally
is the type of situation that ought to be condoned by this committee.

The Crramyan. The committee will go into the matter thoroughly.

Senator Morron. Mr. Chairman, just as a matter of information,
I wonder where we can get four canaries for the four cats on this side
of the aisle to swallow,

Senator Gore. We did not get that over here.

Senator Morron. We are looking for four canaries for the four
cats on thisside of the aisle to swallow. :

The Criamaran. The Chair would like to make this statement:

The Senate Finance Committee today is starting public hearings on
ILR. 8363, to reduce individual and corporate income taxes and make
numerous other changes in the Federal Tax Code.

(H.R. 8363 isas follows:)

{1I.K. 8363, 88th Cong., 1st sess.]

AN ACT To amend the Internal Revenue Code of 1954 to reduce individual and corporate
income taxes, to make certain structural changes with respect to the income tax, and
for other purposes

Be it enacted by the Scnate and House of Represcnlatives of the United
States of America in Congress assembled,

SECTION 1. DECLARATION BY CONGRESS.

It is the sense of Congress that the tax reduction provided by thig Act through
stimulation of the economy, will, after a brief transitional period, raise (rather
than lower) revenues and that such revenue increases should first be used to
climinate the defieits in the administrative budgets and then to reduce the public
debt.  To further the objeetive of ohianining balanced budgets in the near future,
Congress by this action, recognizes the importance of taking all reasonable
meaus to restrain Government spending and urges the President to declare his
accord with this objective.

SEC. 2. SHORT TITLE, ETC.

(a) Syortr Trrre-~-This Act may be cited as the “Revenue Act of 1963,

(b) AMeENDMENT oF 1054 ConE—Ixcept as otherwise expressly provided,
whenever in this Act an amendment or repeal Is expressed in terms of an
amendment to, or repeal of, a section or other provision, the reference shalt be
considered to be made to a section or other provision of the Internal Revenue
Code of 1954.
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Title I—Reduction Of Income Tax Rates And Related
Amendments

PART I—INDIVIDUALS

SEC, 11f. REDUCTION OF TAX ON INDIVIDUALS,

(a) Inpivipuars Oraer Tuan IHeans or IHousenorps.—Subsection

(a) of

section 1 (relating to rates of tax on individuals other than heads of households)

is amended to read as follows:
“(a) RATES OF TAX oN INDIVIDUALS.—
“(1) 'I'AXABLE YEARS BEGINNING IN 1964,—Tn the case of a taxable year

beginning on or afrer January 1, 1964, and before January 1, 1963, there is
hereby impesed on the taxable income of every individual (ether than a
head of a household to whom subsection (b) applies) a tax determined in
accordance with the following table:

“If the taxal

ble income is:

The tax is:

Not over $500.
Over 8500 but not over $1,000
Over $1,000 but not over $1.500.
Over $1,500 but not over $2,000_
Over 32.000 but not over £4,000.
Over 84,000 but not over $6.000..
Over
Over
Over
Over

$5,000 hut not over $10,000_
10,000 but not over £12,000_
12,000 but not over $14,000.
Over $14,000 but not over $16,000_
Over $14.000 hut not over £18,000_
Over £18,000 hut not over $20,000.
Over $20,000 but not over 322,000
Over $22,000 but not over $26,000.
Over
Over
Over
Over
Over

38,000 but not over $44.000_
44,000 but not over £30,000-
50,000 but not over 860,000
Over $£60,000 but not over $70,000_
Over 370,000 but not over $80,000_ -
Over $80,000 but not over $90,000.. ... ..

“If the taxable income is:

Over $80,000 but not over $100,000___....
Over §100,000 but not over $200,000..__

Over $200,000. -

36,000 hut not over $5,000_ -

$26,000 but not over $32,000_ -
£32/000 but not over $38.000° -

16¢% of the taxable income.
$80, plus 16.5¢%_of excess over $500,
$162.50, plus 17.5% of excess over $1,000.
8250, plus 189, of excess over £1,500,
S340, plus 209 of excess over 32.000.
K740, plus 23.6¢% of excess over $4,000.
81,210, plus 2745 of excess over %6,000.
X1,750, plus 30.5% of excess over $8,000.
: plus 345 of excess over $10,000.
N plus 37.5%% of excess over §12,000.
8 plus 41¢% of excess over §14,nno.
< . plus 44.5¢% of excess over $16,000.
2.» 500, plus 47.56 of excess over $18,000,
$
&
A

$6,450, plus 50.5¢% of excess over &20.000.
$7.4680, plus 53.5% of excess over $22,000.
£9,600, plus 56% of excess over $£26,000,
$12.960, plus 58.:‘370 of excess over $32,000,
816,470, plus 619, of excess over $38.000.
£20,130, plus 63.5% of exeess over $44,000,
S23.940, plus 669 of excess over §50,000,
0,540, plus (8.5 % of excess over §60.000,
S37.490, plus 719 of excess over §70,000,
$44,400, plus 73.5¢ of excess over $80,000.

he tax is:

351,340, plus 759 of excess over $90,000.
§59,340, plus 706.0% of excess over
£100.000.

$135,840, 'plus 7765 of excess over
§200,000. S

“If the taxable income is:

“(2) TAXABLE YEARS REGINNING AFTER DECEMBER 31, 1964.—In the case of
a taxable year beginning after December 31, 1963, there is hereby imposed
on the taxable income of every individual (other than a head of a household
to whom subsection (b) applies) a tax determined in accordance with the
following table:
The tax is:

Not over $500 14% of the taxable income.

Over $500 but not over $1,000_ . ___ 870, plus 13% of excess over $500.

Over £1,000 but not over $1,500. - S145, plug 16% of excess over $1,000.
Over £1,500 but not over $2,000_ - 8225, plus 1745 of excess over $1,500.
Over $2,000 but not over $4,000. _— gﬂl(), plus 19¢5 of excess over $2,000.
Over $4,000 but not over $6,000- _— $690, plus 2245 of excess over $4.000,
QOver $6,000 but not over $8,000_ —— $1.130, plus 25% of excess over $6,000,
Over $8,000 but not over $10,000___.___ 81,630, plus 2895 of excess over $8,000,
Over $10,000 but not over $12,000._____. 2,190, plus 3265 of excess over §10,000.
Over $12,000 but not over $] 4,000 ____ $2.8380, plus 36% of excess over $12.000,
Over $14,000 but not over ilﬁ.ﬂnf) ______ $13.550, plus 39¢5 of excess over $14,000,
Over $1¢,000 but not over $18,000______ §4,330, plus 2% of cxcess over %16.000.
Over 314,000 but not over 420,000 ______ %3,170, plus 45% of excess over $18,000,
Over $20,000 but not over 1 2000 $6,070, plus 48% of excess over $20,000,
Over $22,000 but not over $26,000._____ $7.030, phug 60% of excess over $22.000.
Over $26,000 but not over $32,000_ ... $9.030, plus 535 of excess over %26.000.
Over 832,000 but not over S28,000. .. $12,210, plus 55% of excess over 832,000,
Over $38,000 but not over $44,000__ $15,510, plus 58%% of cexcess over $38,000.

“If the taxable income is.

Over $44.000 but not over §50,000_______
Over £30,000 hut not over $60,000__
Over $60,000 but not over $70,000__
Over £70,000 hut not over $80,000__
Over $80,000 but not over £8¢,000_ . -
Over £00,000 hut not over $100,000____._
Over S100000 o

The tax is:

S18.900, plus 609
22,600, plus 629

3,700, plus 64 %
1900, plus 66%

of excess over $4:4,000,

of excess over $50,000,

of excess over $60,000,

of excess over §70,000.
D

1,790, plus 689 of excess over $80,000,
8,590, plus 69% of excess over $00,000.
£55,490, plus 70% of excess over $100,000.”
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(b) Heaps or Houseuorps.—DParagraph (1) of section 1(b) (relating to
rates of tax on heads of households) is amended to read as follows:

“(1) RATES OF TAX,—

“(A) TAXABLE YEARS BEGINNING IN 19¢4.—In the case of a taxable

year beginning on or after January 1, 1964, and before January 1, 19635,

there is hereby impoxed on the ta\able income of every individual

the following table:

“If the taxable income is:

Not over $1,000

Over
Over
Over
Over

Over $

Over
Over

81,000 but not ove 22,00

$2,000 but not over $4,000
4,000 but not over $6,000
$6,000 but not over $8,000.
8,000 but not over $10.00
$10,000 but not over $12.000
$12,000 but not over $14,000_

“If the taxable income is:

Over
Over
Over
Over
Over
Over
Over
Over
Over
Over
Over
Over
Over
Over ¢
Over
Over
Over
Over
Over §
Over
Over §
Over §
Over §
Over

Over
Qver
Over

Over

$1:1,000 but not over $16,000_______
$16,000 but not over $18,000.
$18,000 but not over $20,000_
$20,000 but not over $22,000_
$22,000 but not over $24,000___
$24,000 but not over $26,000___
526,000 but not over 52‘; 000
828,000 but not over $32,000..
832,000 but not over $36,000_
§ 345,000 but not over $38,(]00--_
38,000 but not over 840,000_
40,000 hut not over $44,000___
$44,000 but not over 0
50,000 hut not over $
$52.000 but not ever $60. 000
£60,000 but not over $61,000_
$64,000 but not over 7().000_
$70.000 but not over $7¢,000_
76,000 but not over $80, 000-7"
§80,000 but not over E
88, 1000 but not over fm 000
90,000 but not over %
100,000 but not over $:20.009__
§120,000 but not over $110,000

140,000 but not over $160,000
160,000 but not over $180,000--
5180 000 but not over $200,000-.._.

$200,000 0 e

The tax is:

who is the head of a household a tax determined in accordance with

16% of the taxable income.

glhﬂ plus 17.5¢%

of excess over §1,000.

, plus 196, of exeess over &.!.000.

:$'715. _blus 2205 o

1,159, pl\m 21%
)1 (:1.), plus 27%
82,155, plus 2090
$2, 135, plus """

Th tax m.

33875, plus 34%
4 055, plus 37.5¢%

f axeoss over £4,000.

of excess over $6,000.
of excess over $8,000.
of excess over $10,000.
of excess over £12,000.

of excess over $14,000.
of exeess over 316,000,

54.30.), plus .59% of excess over $18,000.
85,583, plus 42.5¢5 of excess over $20,000,
$6,435, plus 43.5¢% of excesx over $22,000.
37,305, plus 43.5¢% of excess over $24,000.
88,215, plus 479% of excess over $26,000.
‘;9 155, plus 48.5% of excess nver $28,000.
1,095, plus 51.5% of excess over $32,000.
%13 155, plus 549 of excess over $36,000.
1-},.!1.». plus 544 of excess over $38,000
$lo 205, plus 567 of excess over $40,000.
17,0.,0. plus 53.5 ¢ of excess over $44,000.
$21,045, plus 59, .;% of excess over $50,000.
\22.2@, plus 61% of excess over $52,000.
$27,115, plus 625, of excess over $60,000.

5"9 a{)o plus 63. .rf .
S33,405, plus 656 of excers over $70,000,
337.305, plus 60% of excess over %76,000.

of excess over $64,000.

$39,9 45. plus G7 % of excess over $80,000,

05, plus 6965 of excess over $88,000.
24(. (‘.05 plus 69 .)% of excess over $00,000.
%03, (....), vlus 71% of excess over $100, .000.

$h T ,wio, plus 72.5
000.

% of excess over $120,-

82,335, plus 74% of excess over $140,000.
97,135, plus 7595 of excess over $160,000.
$112,135, plus 75.59% of excess over $180,-

000.
$127,235, plus 776
G00.

of excess over $200,-
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“(B) 'TAXABLE YEARS BEGINNING AFTER DECEMEER 41, 1964.—In the
case of a taxable year beginning after Decelnber 31, 1964, there is hereby
imposed on the taxable income of every individual who is the head of
a household a tax determined in accordance with the following table:

“If the taxahle income is: The tax is:
Not over $1,000 ——— 14% of the taxable income,
Over §1,000 but not over $2,000_ 5140, plus 1640 of excess over $1,000.

300, plus 18% of excess over §2.000.
660, plus 2097 of excess over $4,000.
1,060, plus 22¢% of excess over $6,000.
1,500, plus 25% of excess over $8,000.
2,000, plus 27% of excess over $10,000.

Over !2.000 but not over $+,000
Over §4.000 but not over $6,000
Over $6,000 but not over $8,000
Over $8,000 but not over $10,00
Over $10,000 but not over

Over $12,000 but not over $14,000_ 2,540, plus 31¢, of excess over $12.000,
Over 514,000 but not over $16,000_ 3,160, plus

Over §16,000 but not over $18,000 3,600, plus 30%0 of ex sy over $16,000,
Over $18,000 but not over $£20,000_ 4,100, plus 36<, of excess over $18,000.
Over $20,000 but not over $22,000_ 5,220, plus 40% of excess over $20,000,
Over %22,000 but not over $24,000_ 6,020, plus 41¢¢ of excess over & 22,000,
Over $24,000 but not over $26,000- 6,840, plus 43% of excess over $24,000,
Over 826,000 but not over $28,000 7,700, plus 459 of excess over § 26,000,
Over $28,000 but not over $32,000- 8,600, plus 46/% of excess over $28.000.

Over $32,000 but not over $36,000

) 10,440, plus 4895 of excess over $32,000.
Over §36,000 but not over $£38,00 2,:

12,360, prus 50% of excess over .236,000.
"

Over §38,000 but not over $40,000_ $13,360, plus 527 of excess over 38,000,
Over £40,000 but not over $44,000- 814,400, plus 53% of excess over 40,690,
Over £44,000 but not over $50,000_ $16.520, plus 55% of excess over $44,000).
Over $30,000 but not over $52,000._____ 19,820, plus 56% of excess over $50,000,

“If the taxable income is: The tax is:
Over $52,000 but not over $64,000 320,940, plus 68 of excess over $52,000.
(pver Sga000 but not over 370,000 51940, Dhia 8177 of exeess over 264,006,
v X - 876,000 < $31,440, S o excess over $70,000.
Over §76,000 but not over $80,000 35,100, plus 627, of excess over 76,000,
B SRR DL o v SRAMAL-CCTT e L ) o e s 000
ver X 1 v IR 2 excess over ,000,
Over $100,000 but not over $120,000---  $50.300, plus 66 of cxoeny oo 100,000,
Over ; 120,000 but not over $140,000____ 63,500, plus 67% of excess over $120,000,
Over ?140’000 but not over $160,000____ 76,900, plus 689 of excess over 140,000.

Over $160,000 but not over $180,000____ 3 90,500, plus 699% of excess over 160,000,
Over 150,000 T~ $104,300, plus = T0% of excess over

$180,000.
SEC. 112. MINIMUM STANDARD DEDUCTION.

(a) GENERAL RULE—Section 141 (relating to standard deduetion) is amended
to read as follows :

“SEC. 141, STANDARD DEDUCTION.

“(a) STANDARD DepteTION . —Except as otherwise provided in this section, the
standard deduction veferred to in this title is the larger of the 10-percent stand-
ard deduction or the minimum standard deduction. The standard deduction shall
not. exceed $1,000, except that in the case of a separate return by a married
ingﬂvidnal the standard deduction shall not exceed £500.

P @ r oy gragst

1y
r



8 REVENUE ACT OF 1963

L) PEN-PERCENT NEANDARD DEbucTIoN.--I'he 10-percent standard deduction
8 an amount equnl to 10 percent of the adjusted gross incomae,

“(e) MINIMUM SraNparn DepuorioN.—The minimum standard deduction 1s
an amount equal to the sum of—

(1) $100, multiplied by the number of exemptions allowed for the tax-
able yenr ag a deduction under gection 151, pluy

“(2) (A) 8200, In the case of a joint return of a husband and wife under
section 013,

‘(1) $200, in the case of a return of an individual who Is not mavried, or

“(0) $100, in the case of a separate return by a marrfed individual.

Y(d) MARRIED INDIVIDUAS KILING SEPARATE RETURNS.—Notwlthstanding sub-
section (a)—

“(1) The minimum standard deduction shall not apply In the case of a
separate return by a married individual if the tax of the other spouse iy
determined with regard to the 10-percent stundard deduction.

“(2) A married Individual filing a separate return may, if the minfmum
standard deduction 18 lesg than the 10-percent standard deduetlon, and if
the minimum standard deduction of hig spouse is greater than the 10-pereent
standard deduction of such spouse, elect (under regulations prescribed by
the Sceretary or hls delegate) to have his tax determined with regard to
the minimum standard deduction in lieu of belng determined with regarad
to the 10-percent standard deduction.”

(b) AMENDMENT OF SrcrioN 2.-~The second sgentence of section 2(a) (relat-
ing to tax in ease of JoInt return or return of surviving spouse) fs wmmended by
striking out “and scction 3” and Inserting in licu thereof *, section 3, and
section 141",

(¢) AMBENDMENTS OF SEOTION 144, —

(1) The first sentence of section 144(b) (relating to change of election
of standard deduction) is amended to read as follows: “Under regulations
prescribed by the Seeretary or his delegate, a ehange of eleetion with respect
to the standard deduction for any taxable year may be made after the filing
of the return for such year.”

(2) Sectlon 144 is amended by adding at the end thereof the following
new subsection:

‘‘(¢) CuAnce or InecrioN DEFINED—For purposes of this title, the term
‘vhange of election with respect to the standard deduction’” meansg—

“(1) a change of an election to take (or not to take) the standard
deduction;

‘(2) a change of an election to pay (or nol to pay) the tax under section
3;or

“(3) a change of an election under section 141(d) (2).”

(d) CONFORMING AMENDMENTS,

(1) Subpuaragraph (A) of sectlon 6212(c¢) (2) (relating to cross ref-
crences) I amended by steiking out “to take” and fnserting in leu therveof
“with respect to the”,

(2) Paragraph (3) of section 6504 (reluting to cross references) is
amended by stxlklug out “lo take” and inscerting in leuw thereof “with
respect to the”.

SEC. 113, RELATED AMENDMENTS,

(a) ReTIREMENT INCOME Creprr—Section 37(a) (relating to credit against
tax for retirement income) is amended by striking out “an amount equal to the
amount received by such individual as retirement income (as defined in sub-
section (c¢) and as limited by subsection (d)), multiplied by the rate provided
in section 1 for the first $2,000 of taxable income;” and inserting in lieu thercof
“‘an amount equal to 15 percent of the amount received by such individual as
reth;oment income (as defined in subsection (¢) and as lmited by subsection
(a)

(b) TAX oN NONRESIDENT ALIEN INpivibuarns.—Scction 871 (velating to tax
on nonresident alien individualg) is amended—

(1) By striking out “is more than $15,100, except that—" in subsection
(b) and inserting in licu thereof “ig more than $19,000 in the case of a tax-
able year beginning in 1964 or more than $21,200 in the case of a taxable
vear beginning after 1964, except that—".
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(2) By striking out the heading to gubsgectlon (a) und inserting in lieu
thereof the following:
“(n) No UNIrep StaTES BUSINESS—30 PERCENT TAX. ",
(%) By striking out the heading of subgection (b) and Ingerting in lieu
thereof the following:
“(b) No UN1rep 81ATES BUBINESBS—IREGULAR TAX.—",
.BEC, 114, CROSS REFERENCES TO TAX TABLES, ETC.
(1) Yor optionnl tax §f adjusted gross income at less than 85,000, see sectlon 301

of this Act.
(2) For income tax collected at source, see section 302 of this Act.

PART 1I-——CORPORATIONS

8EC, 121, REDUCTION OF TAX ON CORPORATIONS,
Scctlon 11 (remtl,pg“to tax on corporations) f¥-amended to read as follows:

“SEC. 11, TAX IMPOSED, . ~
“(a) Corroy ATIONS IN GENERAL.— .lax is hereby impgged for cach taxable
year on the,faxable income of evefy corpyration. The tax shall constst of a
normal (ay” computed under sybsection (b) and a surtax colgputed under sub-
section (¢f. e ‘)
“(b) ll\om\uu, TAx~"The nopmal tax is equdl to the followhg percentage of
the taxgble incomet” N
£(1) 80 m-réont, in 1119, ase of / tdxable yg:{r };eglnnlng bxﬂ‘ore January
1,/1004, and el s / .
“(2) 22 pereent, in tl Lase p}‘ a taxable year bbginning aftpr December
a1, 1903.
(¢) Suu'mx.r—' ‘he surtgx (1§ ecqual to the Yollowing percentage of{the amount
by which the t: 'able'\ig}cul e ('C(:(]é,_tlle,ﬁlll‘tl exemption for rhe tgxable year:
“(1) 22 jlercent, “m\ he cage j’/ﬂ 9\} le year-béginning befgore January
f

1, 196+
"(2)' 28 parcent, injthe case sAble yenr beginning .aftér December
31, 1903, and hetore Janudry 1, 1966, ang /S~
abie year bem%nlng afteryDecember 31,

x(:}) 20 peteentyIn the eage of o'ty
1081, e

oses of thig subtitle, the suftax exemption
e amount detefmined m;&er section 1561
of certiin (cdntro]led corporations).

Ply to a corporation subject to a

for any taxable year is $25,000 or t
(relating b%surtnx exemptions in case!
“(e) lixogrrtoNs.—Subsection (a) s}u]l not ay
tax hnposed by—— T
“(1) section 594 (relating to mutual savings bank
ance business), }
“(2) subchapter_ I, (sec, 801 and followlng,
companles), e e
“(8) subchapter M (s6c.- 851 and-£ollowing, relating to regulated invest-
ment companies and real estate investment trusts), or
“(4) section 881(a) (relating to foreign corporations not engaged in
business in United States).” :
8EC. 122, CURRENT TAX PAYMENTS BY CORPORATIONS,
(a) INSTALLMENT PAYMENTE OF ISBTIMATED INCOME 'I'Ax BY CORPORATIONS.—
Section 6154 (relating to installment payments of estimated income tax by
corporations) is amended to read as follows:

“(d) ‘Sunrax ExeMprioN.—For pin‘l{)

conducting life insur-

relating to insurance
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“SEC. 6154, INSTALLMENT PAYMENTS OF ESTIMATED INCOME TAX BY CORPORA-

TIONS.

“(n) AMOUNT AND TIME For PAYMBENT or IJACH INSTALLMENT.~'The amount
of estimated tax (asg defined in section 6016(b)) with respect to which a declara-

tion 18 required under section G016 shall be paid as follows

“(1) PAYMENT IN 4 INSTALLMENTS.—If the declaration is filed on or before
the 16th day of the 4th month of the taxable year, the estimated tnx shall
be paid in 4 installments, T'he amount and time for payment of each Install-
ment shall be determined in accordance with the followling table

The following percentages of tho estimated tax shall be
, pald on tho 15th day of the—
‘It the taxable year begins In—

4thmonth | Gthmonth | 9thmonth | 12th month

1 1 25 25
4 4 26 25
9 9 25 25
14 14 26 26
10 10 26 26
22 22 26 25
26 26 25 25

“(2) PAYMENT IN 3 INSTALLMENTS,—If the declaration is filed after the
15th day of the 4th month and not after the 15th day of the 6th month of the
taxable year, and is not required by section 6074(a) to be filed on or before
the 15th day of such 4th month, the estimated tax shall be paid in 3
installments. The amount and time for payment of each installment shall
be determined in accordance with the following table:

The following porccntn{zos of tho esti-
mated tax shall bo paid on the 16th day
“If the taxabie year bogins in— of the—

6th month Oth month | 12th month

...... 114 25) 2614
54 2014 2614
....... 12 28 28
1834 2024 2034
...... 2514 3114 3114
1069 3 3214 }
1970 or any subsequont year... 3314 3314 3314

“(3) PAYMENT IN 2 INSTALLMENTS.—If the declaration of estimated tax
is filed after the 15th day of the 6th month and not after the 15th day of the
9th month of the taxable year, and 18 not required by section 6074(n) to be
filed on or before the 15th day of such 6th month, the estimated tax shall be
paid in 2 installments, The amount and time for payment of each installment
shall be determined in accordance with the following table:

The following percentages
of the estimated tax shall
be paid on the 15th day of

““I{ the taxable year begins in— the—

Oth month | 12th month

i QN 26 26
1065 ccameacnenannns - 20 20
1066 cacnancancnns [, 34 34
D R, 39 39
1968. . eeneeeremmaaseanan 44 44

IS aeae N .- c——— q7 47
1970 or ANY SUDSOQUENE JOAT . uceienacaacrenaneancncaceamcamiacennecannsamean 60 50
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“(4) PAYMENT IN 1 INSTALLMENT.—If tho declaration of estimated tax is
filed after the 1G6th day of the O9th month of the taxable year, and is not
required by section 6074 (a) to be filed on or before the 15th day of such 9th
month, the estimated tax shall be paid in 1 installment. The amount and
time for payment of the installment shall be determined in accordance with
the following table:

The following percontages of
““If the taxable year beging In— tho cstimated tax shall bo
pald on the 16th day of the
12th month

“(5) LATE FiLING.—If the declaration is flled after the time preseribed in
section 0074(a) (determined without regard to any extension of time for
filing the declaration under section 6081), paragraphs (2), (3), and (4) of
this subsection shall not apply, and there shall be pald at the time of such
flling all installments of estimated tax which would have been payable on
or before such time if the declaration had been filed within the time pre-
scribed in section 6074 (a), and the remaining installments shall be paid at
the times at which, and in the amounts in which, they would have heen pay-
able if the declaration had been so filed.

“(b) AMENDMENT OF DECLARATION.—If any amendment of a declaration is filed,
the amount of each remaining installment (if any) shall be the amount which
would have been payable if the new estimate had been made when the first
estimate for the taxable year was made, increased or decreased (as the case mmay
be), by the amount computed by dividing—

“(1) the difference between (A) the amount estimated of tax required to
be paid before the date on which the amendment is made, and (13) the
amount of estimated tax which would have been required to be paid before
such dlute if the new estimate had been made when the first estimate was
made, by

“(2) the number of installments remaining to be paid on or after the date
on which the amendment is made.

‘“(¢) AreLICATION 10 SHORT TAXABLE YEAR.—The application of this section to
taxable years of less than 12 months shall be in accordance with regulations
preseribed by the Secretary or his delegate.

“(d) INSTALLMENTS ’AID IN ADVANCE.—At the election of the corporation, any
installment of the estimated tax may be paid before the date prescribed for its
payment.”

(b) TIME FOR JTING DECLARATIONS OF I8TIMATED INCOME TAX nY CORPORA-
rroN8.—Section 6074 (relating to time for filing declarations of estimated income
tax by corporations) is amended to read as follows:

“SEC, 6074. TIME FOR FILING DECLARATIONS OF ESTIMATED INCOME TAX BY COR-
PORATIONS.

“(a) GENERAL RurE.—The declaration of estimated tax required of corpora-

tions by section 6016 shall be filed as follows:

“If the requirements of sectlon 6016 aro first met— The declaration shall be filled
on or before—

Lefore the 1st day of the 4th month of the taxable year. ..eeeeoaeeaaiaas th& lstth dg of tho 4th month of
ho taxable year,
aftor tho last day of the 3d month and before the 1st day of the 6th month | the 15th day of the 6*h month of
of the taxablo year, tho taxablo year,
after the last day of the 5th month and before tho 1st day of the 0th | the 15th day of the yth month of
month of the taxabloe year. the taxable year.
after tho last day of the 8th month and before the Ist day of the 12th | the 15th day of the 12th month
month of the taxable year., of tho taxable year,
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(b)) AMENDMENT.~AN amendment of a declaration may be filed In ay Inter-
val between installment dates preseribed for the taxable year, but only one
amendment may be filed in each such Interval,

“e) Suonrr Paxastr Year—"The application of thig section {o taxable years
of less than 12 months shall be In accordance with regulntions presceribed by
the Secretary or his delegate.”

(¢) FarLere By CorRPoRATIONS T'o DAY KsTIMATED INCOME TAX,—

(1) The last sentence of section 6655(¢) (2) (relating to perlod of under-
payment) Is amended to vead as follows: “IFor purposes of this pavag caph,
n payment of estimated tax on any installment date shall be considered
a payment of any previous underpayment only to the extent such payment
exceeds the amount of the installment determined under subsection (b) (1)
for such instatlment date”

(2) DParagraph (3) of section 6853(d) (relating to exception) is amended
to read as follows:

C(3) () An amount equal to 70 pereent. of the tax for the tuxable year
computed by placing on an annunlized basis the taxable Income

“(I) for the first 3 monihs of the taxable year, in the cense of the
installment required to be paid in the Ath month,

“(li) for the first 8 months or for the first & months of the taxable
year, in the cuse of the installment required to be paid in the 6th
month,

“(lif) for the flest. 6 months or for (he ficst 8 months of the taxnble
vear in the case of the Installment required to be paid in the 9th
month, and

“(lv) for the first 9 monthy or for the first 11 monthg of the taxable
year, in the case of the installment required to be paid in the 12th
month of the taxable year,

“(B) Ior purposes of this paragraph, the taxable income shall be placed
on an annualized basis by-—

“(i) multiplying by 12 the taxable income referred to in subparagraph
(A), and

Y1) dividing the resulting amount by the number of months in
the taxable year (3, §, 6, 8, 9, or 11, as the case muy be) referred o
In subparagraph (A).”

(d) Teenaican AMENDMENT~Scelion GO16(f) (relating to declarations of
estimated income tax by corporations) is amended to read as follows

“(f) Cross REFERENCE.—

“For provisions relating to the number of amendments which may bo filed, sco

sectlon 6071(h).”

SEC. 123, RELATED AMENDMENTS,

(n) TAx oN Muruarn INsSURaANCE CoMpanies (Orner I'naN Liek, re)—

(1) Subsection () of seetion 821 (relating to imposition of fax) s
amended {o read as follows :

“(a) IMPOSITION OF 'Fax.—A tax is hereby {mposed for each taxable year
beginuing affer December 31, 1963, on the mutual insurance compuany taxuble
income of every mutual insurance company (other than a life insurance company
and other than a fire, flood, or marine insurance company subject to the tax
imposed by section 831).  Such tax shall consist of—

“(1) Normarn rax.—A normal tax of 22 pereent of the mutual insurance
compnny taxable income, or 41 percent of the amount by which such taxable
income exceads §6,000, whichever is the lesser ; plus

“(2) Sunrrax.—A surtax on the mutual insurance company taxable income
computed as provided in section 11(¢) as though the mutual insurance
i“]’l(“l;l"','." taxable income were the taxable income referred to in section

c).

(2) Paragraph (1) of section 821(c¢) (relating to alternative tax for
certain small companies) is amended to read as follows ;

“(1) Imrposrriox oF rax.—In the case of taxable yearg beginning after
December 31, 1903, there {s hereby fmposed for each taxable year on the
income of ench mutual Insurance company to which this subsection applies
a tax (which shall be in licu of the tax imposed by subseection (a)) computed
ay follows: ’

“(A) NorMaArnL TAX.—A normal tax of 22 percent of the taxable in-

vestment income, or 44 percent of the amount by which such taxable
Income exceeds $3,000, whichever is the lesser ; plus
]



REVENUE ACTI' OF 1063 13

“(B) Sunrrax.—A surtax on the tuxable investment income computed
as provided in section 11(¢) as though the taxable investment income
were the taxable Income referred to in seetion 11 (¢) "

(h) Recrier or MINIMUM Disrrinurtons sy DoMesric CORPORATIONS.-—Sub-
section () of seetion 963 (relating to recelpt of minimwm distributions by do-
mestie corporations) is amended to read as follows :

“(bh) MINIMUM DISTRIBUTION ~—Ifor purposes of this seetfon, a minbmum distri-
bution with respeel to the carnings and profits for the taxable year of any
controlled forelgn corporation or corporations shall, in the ¢age of any United
Statey shareholder, be {8 pro ratn share of an amount determined in aecordance
with whichever of the following tables applies to the taxable year:

(1) TAXABLE YEARS BEGUINNING IN 1008,
The re«rllrcd minkium  dis-

“If the efMective forelgn {ax tribution of earnings and
rnte Is (percentage)— profits is (percentage)—

Under 10 e o e e e 00

10 or over but lesy than & 84

20 or over but less thun & 82

28 or over but less than i ™

34 or over but less (han 18

30 or over but lexs than . o

42 or over but less than - 40

44 or over hut less than - 27

46 or over but less than 47 14

47 OF OVel e e m et —— 0
“(2) TAXABLE YEARS BEGINNING TN 1064,—
The required minimum dis-

“If the effective foreipgn tax tribution of earnings and
rate I (percentage)— profits is (percentage)—
Under 10 e 87
10 or over but lesy than 19, - 843
19 or over but less than 27 _.__ - 70
27 or over but less than 33..__ - 79
33 or over but less than 37.... _— 03
37 or over but less than 40..._ - 63
40 or over but less than 42 e oo - 38
42 or over but less than 44 ... - 20
44 or over but legs than 40w oano —— - 13
4D O OVeTmm e o v 00 0 4 o e s e b 0

“(8) TAXABLE YEARS BEGINNING AFIER DECEMBER 31, 1004,
The required minimum dis-

“If the effective foreign tax tribution of earnings and
rate is (percentage)-—— profits Is (percentage)—

UnACr Qe 83

0 or over but less than 18- m—— 79

18 or over but less than 20 ool 70

2¢ or over but less than 320 e G9

32 or over but less than 30 ———— ¢3

a6 or over but less than 39_ e b1

40 or over but less than 41 37

41 or over but less than 42_ m————— 25

42 or over but less than 43. e a——— 14

43 OF OVOTla e e ————————— o

(c) AMENDMENT or SectioN 242.—Scction 242(a) (relating to deduction for
partially tax-exempt interest) is amended by adding at the end thereof the
following new sentence: “No deduction shall be allowed under this section for
purposes of any surtax imposed by this subtitle.”

PART III—EFFECTIVE DATES

S8EC. 131, GENERAL RULE,

Iixcept for purposes of section 21 of the Internal Revenue Code of 1934 (relat-
ing (o effect of changes in rates during a taxable year), the amendments made
by parts I and IT of this title shall apply with respect to taxable years beginning
after December 31, 1963.

SEC. 132, FISCAL YEAR TAXPAYERS.

Liffective with respect to taxable years ending after December 31, 1063,
subscction (d) of section 21 (relating to effect of changes in rates during a
taxable yecar) is amended to read as follows:

“(d) CriaANGES MADE BY REVENUE Aot OF 1903

‘(1) INmvinuars.—In applying subsection (a) to the taxable year of
an Individual beginning in 1963 and ending in 1964—

24-H32-—03-—pt, 1—--2
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“(A) the rate of tax for the period on and after January 1, 1964,
sghall be applied to the taxable income determined ag if part IV of sub-
chapter B3 (relating to standard deduction for individunis), as amended
by the Revenue Act of 1003, applied to taxable years ending after
December 31, 1963, and

“(B) section 4 (relating to rules for optional tax), as amended by
gugh Act, shall be applied to taxable years ending after December 31,

063,
In applying subsection (a) to a taxable year of an individual beginning in
1903 and ending in 1964, or beginning in 1964 and ending in 1965, the change
in the tax imposed under section 3 shall be treated as a change in a rate
of tax,
“(2) Conrorarions,—In applying subscction (a) to a taxable year of a
corporation heginning in 1903 and ending in 1964, if~—

“(A) the surtax exemptlon of such corporation for such taxable year
is less than $25,000 by reason of the application of section 1661 (relating
to surtax exemptions in case of certain controlled corporations), or

“(1B) an additional tax I imposed on the taxable income of such
corporation for such taxable year by section 1502(b) (relating to addi-
tional {ax in case of component members of controlled groups which elect
multiple surtax exemptions),

the change in the surtax exemption, or the imposition of such additional tax,
shall be treated as a change in a rate of tax taking effect on January 1, 19064,

Title II—Structural Changes
SEC, 201, DIVIDENDS RECEIVED BY INDIVIDUALS.

(n) REDUCTION OF 4 PERCENT CREDIT TO 2 PERCENT CREDIT FOR CALENDAR YEAR

1064, —
(1) GeNeERan RUreE—Section 34(a) (relating to general rule for credit
for dividends received) is amended by striking out “an amount equal to 4
percent of the dividends which are recelved after July 31, 1954, from domestie
corporations and are included in gross income” and inserting in lieu thereos :
“an amount cqunl to the following percentage of the dividends which are re-
cefved from domestic corporations and are included in gross income:
“(1) 4 percent of the amount of such dividends which are recelved before
January 1, 1964, and
“(2) 2 percent of the amount of such dividends which are received during
the calendar year 1964.”
(2) TLamrtatioNs.—Secction 34(b) (2) (relating to Hmitations on amount
of credit) is amended—
(A) by inserting “, or beginning after December 31, 1903" after
“1955" at the end of subparagraph (A), and
(B) by ingerting “, and beginning before January 1, 1904" after
“1054" at the end of subparagraph (B).

(b) REPEAL OF CREDIT FOR DIVIDENDS RECEIVED BY INDIVIDUALS.~Iiffcctive with
respect™to dividends received after December 31, 1964, section 34 (relating to
dividends received by individuals) is hereby repealed.

(¢) DoUuBLING OF AMOUNT OF PAnrtian IXCLUSION I'ROM (JROSS INCOME OF
Divinenps RECEIVED BY INDIVIDUALS.—Section 116(a) (relating to partial exclu-
sion from gross income of dividends reeceived by individuals) is amended by
striking out “$50” each place it appears and inserting in lieu thercof “§100".

(d) CONFORMING AMENDMENTS.—

(1) The table of scctions for subpart A of part IV of subchapter A of
chapter 1 is amended by striking out

“Sec. 34. Divicends recelved by indlviduals.”

(2) Section 35(h, (1) is amended by striking out “the sum of the credits
allowable under sections 33 and 34” and inserting in lieu thereof “the credit
altowable under seetion 33".

(3) Section 37(a) is amended by striking out “section 34 (relating to
credit for dividends received by individuals),”.

(4) Section 46(a) (3) is amended by striking out subparagraph (RB),
and by redesignating subparagraphs (C) and (D) as “(B)” and “(C)”,
respectlvely.
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(5) Section 684 (¢) (2) is amended by striking out “section 34 or”.

(6) (A) Section ¢42(a) is amended by striking out paragraph (3);

() Section 642 (1) is amended to read as follows:

(1) Cross REFERENCES,—

“sl) For disallowance of standard dcduction in case of estates and trusts, see
A(‘Cl on 142(h) (4)

“(2) For sneclnl rule for determining the time of rccelpt of dividends by a
henoflcinry under section 652 or 662, see section 116(c)(3).’

(C) Sectlon 116(e) is amended by adding at the end thereof the following
new paragraph:

*“(3) The amount of dividends properly allocable to a beneficlary under
seetion 632 or 662 shall be deemed to have been recelved by the benefliclary
ratably on the same date that the dividends were received by the estate or
trast.”

(7) Sectiton 702(a) (5) is amended by striking out “a eredit under section
34" and the comma after “section 116",

(8) Section 854(a) is amended by striking out “section 34(a) (relating
to credit for dividends received by individuals),” and the comma after
“secetion 116 (relating to an exclusion for dividends recelved by indi-
vidualg)".

(0) See lion 854 (b) (1) is amended by striking out “the credit under sec-
tlon 34(a),” and the comma after “secetion 116",

(10) Section &54(bh) (2) is mmended by striking out “the credit uunder
section 34, and the comma after “section 116",

(11) Seetion 8i7(c) is amended by striking out “section 34(n) (relating
to credit for dividends received by individuals),” and the comma after
":ls'e(-llon 116 (relating to an exclusion for dividends received by indi-
viduals)".

(12) Section 871(b) is amended by striking out “the sum of the credits
under sections 31 and 35” and inserting in lieu thereof “the credit under
section 35",

(13) Section 1375(b) is amended by striking out “section 34,” and the
comma after “section 37"

(14) Scectlon 601 l(a) is amended by striking out “34 or".

() BrrEcTIVE DaTES.—The amendments made by subsection (a) shall apply
with respect to taxable years ending after December 31, 1963. The amendment
made by subsection (b) shall apply with respect to tuxnble years ending after
December 31, 1964, The amendment made by subsection (c¢) shall apply with
respect to taxable years beginning after December 31, 1963. The amendments
made by subsection (d) shall apply with respect to dividends recelved after
December 31, 1064, in taxable years ending after such date,

SEC. 202, REPEAL OF REQUIREMENT THAT BASIS OF SECTION 38 PROPERTY BE
REDUCED BY 7 PERCENT; OTHER PROVISIONS RELATING TO INVEST-
MENT CREDIT.
(2) REPEAL OF REQUIREMENT THAT I3ASIS BE REDUCED.—

(1) IN eENERAL—Subsection (g) of section 48 (requiring that the basis
of section 38 property be reduced by 7 percent of the qualified investment)
is hereby repealed.

(2) INCREASE IN BASIS OF PROPERTY PLACED IN SERVICE BEFORE JULY 1,
1963, —

(A) The basis of any section 38 property (as defined in section 48(a)
of the Internal Revenue Code of 1954) placed in service before July 1,
1963, shall be increased, under regulations prescribed by the Secretary
of the Treasury or his delegate, by an amount equal to 7 percent of
tho qualified investment with respect to such property under section
46(c) of the Internal Revenue Code of 1954. If there has been any
increase with respect to such property under section 48(g) (2) of such
Code, the increase under the preceding sentence shall be appropriately
reduced therefor.

(B) If a lessor made the election provided by section 48(d) of the
Internal Revenue Code of 1954 with respect to property placed in service
before July 1, 1963—

(1) bsubpm‘agmph (A) shall not apply with respect to such prop-
erty, but
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(1) under regulations preseribed by the Secretary of the ''reasury
or his delegate, the deductions otherwise allowable under section
162 of such Code to the lessee for amounts pald to the lessor under
the lease (or, if such lessee has purchased such property, the basis
of such property) shall be adjusted In g manner consistent with
subparagraph (A).
(C) The adjustments under thig paragraph shall be made ns of the
first day of the taxpayer's flrgt taxable year which beging after June
30, 1063,
(3) CONFORMING AMENDMENTS,—
(A) 'The Inst sentence of section 48(d) (reluting to certain leased
property) is hereby repealed.
(B) Seetion 181 (relating to deduction for cevtain unused inyestiment
credit) Is hereby repealed,
(0) Secetion 1016(n) (10) (relating to adjustments to baslig) s
amended to read as follows
“(10) to the extent provided in sectlon 48(g) and in section 202(a) (2)
of the Revenue Act of 1063, In the case of property which is or hag been
section 88 property (as defined in section 48(a)) ;"
(D) The table of sections for part V1 of subchapter B of chapter 1
s amended by striking out the following :

“See, 181, Deducetlon for certatn unused Investinent credit.”

(Alt) FFrectIvE  pATE~Daragraphs (1) and (3) of this subscction shall
apply—
(A) In the case of property placed in service af(er June 30, 1963, with
respect to taxable years ending after such date, and
(B3) in the case of property placed in service before July 1, 1963, with
respect to taxable years beginning after June 30, 1963.
(b) Basis or CerraiN Leasep ProreErty 1o LESseE.—Daragraphs (1) and (2)
gflsocllon 48(d) (relating to certain leased property) are amended {o read as
ollows ¢
“(1) except ag provided in paragraph (2), the fair market value of such
property, or
“(2) if such property is leased by a corporation which is a member of an
afilinted group (wlthin the meaning of section 46(a) (5)) to another cor-
poration which is a member of the same afliliated group, the basis of such
property to the lessor.”

(¢) TREATMENT OF FLEVATORS AND IBCALATORS FOR PPURPOSES OF THE INVESY-

MENT CREDIT.—Section 48(a) (1) (relating to section 88 property) is amended—
(1) by striking out the period at the end of subparagraph (13) and insert-
ing in lieu thereof ¢, or ' and
(2) by adding after subparagraph (B) the following new subparagraph:
“(C) elevators and escalators, but only if—
“(1) the construction, reconstruction, or erection of the elevator
or escalator is completed by the taxpayer after June 30, 1963, or
“(i1) the elevator or escalator Is acquired after June 30, 1003,
and the original use of such elevator or escalator commences with
the taxpayer and commences after such date,”

(d) TREATMENT OF KLEVATORS AND ISS8CALATORS ror PURPOsStis Or SECTION
1245.—8ection 1245(a) (relating to gain from dispositions of certain depreciable
property) is amended—

(1) by striking out so much of paragraph (2) as precedes the second
sentence thereof and inserting in lieu thereof the following:
“(2) RecoMpUTED BASIS.—Kor purposes of this section, the term ‘recom-
puted basis’ means—
“(A) with respect to any property referred to in paragraph (3)
(A) or (B), its adjusted basis recomputed by adding thereto all adjust-
ments, attributable to periods after December 31, 1961, or
“(B) with respect to any property referred to in paragraph (3) (C).
its adjusted hasis recomputed by adding thereto all adjustments, at-
tributable to perlods after June 30, 1963,
reflected in such adjusted basis on account bf deductions (whether in respect
of the same or other property) allowed or allowable to the taxpayer or to
any other person for depreciation, or for amortization under gection 168.":
(2) by striking out the period at the end of paragraph (3) (B) and insert-

fng in Heu thereof “, ox'; and ,
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(3) by adding at the end of paragraph (3) the following new sub-
paragraph:

*(C) an elevator or an escalator.”

(¢) TREATMENT OF INVESTMENT CREDIT BY IPEDERAL REGULATORY AGENCIES,-—
It was the Intent of the Congress in providing an investment credit under
secetion 38 of the Internal Revenue Code of 19534, and it {8 the Intent of the
Congress in repealing the reduetion in basls required by section 48(g) of such
Code, to provide an incentive for modernjzation and growth of private industry
(including that portion thercof which s regulated). Accordingly, Congress
does not intend that any agency or Instrumentality of the United States having
Jurisdiction with respect to a taxpayer shall, without the consent of the tax-
payer, use—

(1) In the case of public utility property (as defined in section 46(¢)
(3) (13) of the Intérnal Revenue Code of 1954), more than a proportionate
purt (determined with reference to the average useful life of the property
with respeet to which the credit was allowed) of the credit agalnst tax
allowed for any taxable year by section 38 of such Code, or

(2) In the case of nny other property, any credit against tax allowed
by sectlon 48 of such Code,

to reduce such taxpayer's Federal income taxes for the purpose of establishing
the cost of service of the taxpayer or to accomplish a similar result by any
other method. '

(£) LrreCTIVE DATES.—

(1) 'The amendments made by subsection (b) shall apply with respect
to property possession of which is transferred to a lessee on or after the
date of ennctment of this Act.

(2) ‘I'he amendments made by subsection (¢) shall apply with respect
to taxable years ending after June 80, 1963.

(3) 'the amendments made by subsection (d) shall apply with respect
~ to dispositions after December 31, 1063, in taxable years ending after such
I date.

SEC. 203, GROUP-TERM LIFE INSURANCE PURCHASED FOR EMPLOYEES,

() INCLUSBION IN INCOME.—

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

“SEC. 79, GROUP-TERM LIFE INSURANCE PURCHASED FOR EMPLOYEES,

“(a) GeNeEraL Rurk.—There shall be Included in the gross income of an em-
ployee for the taxable year an amount equal to the cost of group-term life
insurance on hig life provided for part or all of such year under a policy (or
policies) carried dirvectly or indirectly by his employer (or employers) ; but only
to the extent that such cost exceeds the sum of—

“(1) the cost of so much of such insurance as does not exceed $30,000 of
protection, and

*(2) the amount (if any) paid by the employee toward the purchase of
such insurance.

“(b) lixcerrioNs.—Subsection (a) shall not apply to—

“(1) the cost of group-term life insurance on the life of an individual
which is provided under & policy carrled directly or indirectly by an em-
ployer after such individual has terminated his employment with such
employer and either has reached the retirement age with respect to such
employer or is disabled (within the meaning of paragraph (3) of section
213(g), determined without regard to paragraph (4) thercof),

(2) the cost of any portion of the group-term life insurance on the life
of an employee provided during part or all of the taxable year of the em-
ployee under which—

“(A) the employer ig directly or indirectly the beneficiary, or

“(B) a person described in section 170(c) is the sole beneflciavy,
for the entire period during such taxable year for which the employee
receives such insurance, and

“(8) the cost of any group-term life insurance which is provided under
a contract to which section 72(m) (3) applies.

“(¢) DETERMINATION OF Co8T OF INSURANCE.—

“(1) UNIForM PREMIUM TABLE METIHOD.—Ior purposes of this section and
chapter 24, the cost of group-term life insurance on the life of an employee
provided during any period shall be determined on the basis of uniform
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premjumy (computed on the basis of G-year age biackers) preseribed by
regulations by the Seeretary or his delegate.

*(2) onioy cosr METnoOb-—If the employer o elects (at such time and
In such manner as the Seeretary or hig delegate preseribes) with rvespecet to
any employee for any period, the cost of group-term life fnsurance on the
life of such employee shall (in lleu of belug determined under paragraph
(1) be determined on the basis of the average prembum cost under the
poliey for the ages included within the age bracket which would be applicable
to such employee under pavagraph (1), The preceding sentenee shall not
apply for purposes of determining the cost of Insurance provided under a
policy iff the premfum on such poliey i3 not computed on the basis of the
cost. of such Insuranee at the ages (or at the age bhrackets applienble under
paragraph (1)) of the individuats comprising the group,

(8) IIMPLOYED INDIVIDUALS OVER AGE 64.~-~In the case of an employee
who has attained age G4, the cost determined under puragraph (1) or (2), a8
the case may be, shall not. exeeed the cost which would be determined under
such paragraph with respeet to such individunl if he weve age 63."

(2) The table of seetions for part 11 of subchapter I3 of chapter 1 s
amended by adding at the end thereof the following

“See. 70, Group-term Hfe fnsurance purchased for employees”

(3) Scetlon 7700 (n) (20) (definfng employee) is nmended by streiking out
“For the purpose of applying the provisions of sectiong 104" and inserting
in lieu thercof “IFor the purpose of applying the provistons of geetions 79 and
218 with respeet to group-term life insurance purchased for employees, for
the purpose of applying the provisiong of sections 104,

(h) CErRPAIN CONTRIBUTIONS BY ISMPLOYEES FOR GROUP-TERM LIFE INSURANCE,~—
Part V1I of subchapter B of chapter 1 (relating to additional itemized deducetions
for individuals) Is amended by inserting after section 217 the following new
gection:

“SEC, 218, CERTAIN CONTRIBUTIONS BY EMPLOYEES FOR GROUDP-TERM LIFE IN-
SURANCE,

“In the case of an employee on whose life group-term life Insurance In excess
of $30,000 is provided for part or ail of the taxable year under a policy (or
polictes) enveled diveetly or indivectly by his employer (or employers), there shall
be allowed as a deduction for such taxable year an amount equal to the excess
(if any) of—

“(1) the amount paid by the employee toward the purchase of such
fusurance in exeess ot $30,000, over

“(2) the cost tdetermined in the manner provided by paragraph (1) of
gection 79(c), without regard to paragraph (3) thereof) of such jnsurance
in excess of $30,000.

For purposes of this scetion, there shull not be tuken into account any insurance
the cost. of which {8 execepted from the application of subsection (a) of section 79
by subsection (b) thereot,”

(¢) Wrrniotmina.—Section 3401(a) (relating to definition of wages) is
amended by striking out the period at the end of puragraph (13) and inserting in
lieu thereol *; or”, and by adding at the end thereof the following new
paragraph:

“(14) in the form of group-term life insurance on the 1ife of an employee,
but only to the extent (he cost of such insurance i3 not includible in the
employee’s gross income under section 7 (a). Ior purposes of this para-
graph, the extent to which the cost of group-term life insurance is includible
in the employee’s gross income under section 79(a) sball be determined as
if the employer were the only employer paying such employee remuneration
in the form of such insurance ; or”.

(d) Errecorive DaTes.—~The amendments made by subscetions (a) and (b)
shall apply with respeet to group-term life insurance provided after December
41, 1943, in taxable years ending after such date. The amendments made by
subseetion (o) shall apply with respect to remuneration paid after December
81, 1043, in the form of group-term life insurance provided after such date,
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SEC, 204, INCLUSION IN GROSS INCOME OF REIMBURSED MEDICAL EXPENSES TO
THE EXTENT THAT THE REIMOBURSEMENT EXCEEDS THE EXPENSES,
(n) GeENeraL Rure—DPart 1T of subchapter B of chapter 1 (relating to items
speclileally included in gross income) 1s amended by adding at the end thereof
the following new section :
SSEC, 80, REIMBURSEMENT OI' MEDICAL EXPENSES IN EXCESS OF SUCH EXPENSES,
“Notwithstanding any other provision of thig subchapter, amounts recefved
through aceident or health insurance for medlieal expenses shall be inceluded in
gross income to the extent. the aggregatie of such amounts received for any per-
somtd injury or sickness exceeds the aggregate amount. of the medical expenses
incurred by the taxpayer for such personal injury or sickness. Ifor purposes of
thig section, the term ‘medieal expensges’ means expenses for medieal eave as
defined in section 213(e), except that it does not Include amounts paid for
aceident or health insurance.”
(b) CreERricAL AMENDMENT~—'T'he tuable of sections for such part IT is nmended
by adding nt the end thereof the following :
“Sec, §0. Relmbursement of medical expenses in excess of such expenses.’

(c) "I'EOUNICAL AMENDMENT—Subsection (e) of section 105 (relating to the
defintidon of accldent and health plans) is amended by striking out “this seetion”
and Inserting in licu thereof “thiy section, scetlon 80,”,

(@) XErrrciive Date—The amendments made by this section shall apply to
taxable years beginning after December 31, 1063,

SEC, 205. AMOUNTS RECEIVED UNDER WAGE CONTINUATION PLANS.

(a) WAGE CONTINUATION PLANS.—T'he second sentence of section 105(d) (re-
Jating to wage continuntion plang) is amended o read as follows: *'I'he preceding
sentence shall not apply to amounts attributable to the first 30 calendar days In
such perlod.”

(b) Brreorive Date—"The amendment made by subsection (a) shall apply
to amounts attributable to periods of absence commencing after Deecember 31,
1963,

SEC, 206. EXCLUSION FROM GROSS INCOME OF GAIN ON SALE OR EXCHANGE OF
RESIDENCE OF INDIVIDUAL WHO HAS ATTAINED AGE 65,

(n) IN GENERAL-—Dart 1 of subchapter B of chapter 1 (relating to items
specifically excluded from gross income) is amended by redesignating section
121 as section 122 and by Inserting before such sectlon the following new section:
“SEC. 121, GAIN FROM SALE OR EXCHANGE OF RESIDENCE OF INDIVIDUAL WHO

HAS ATTAINED AGE 65,

() Gexeral Rute—At the election of the taxpayer gross Income does not
include gain from the sale or exchange of property if-—

“(1) the taxpayer las attained the age of 65 before the date of such
snle or exchange, and

“(2) during the 8-year period ending on the date of the sale or exchange,
such property has been owned and used by the taxpayer as his prineipal
residence for perlfods aggregating 5 years or morve.

(D) LAIMITATIONS,—

“(1) WHERE ADJUSTED BALES PRICE EXCEEDS $20,000.—If the adjusted sales
price of the property sold or exchanged exceeds $20,000, subsection (a)
shall apply to that portion of the gain which bears the same ratio to the total
amount of such gain as $20,000 bears to such adjusted sales price. For
purposes of the preceding sentence, the term ‘adjusted sales price’ has
the meaning assigned to such term by section 1034 (b) (1) (determined with-
out regard to subsection () (7) of thissection).

“(2) APPLICATION TO ONLY ONE S8ALH OR EXCHANGE—Subsection (a) shall
not apply to any sale or exchange by the taxpayer if an election by the tax-
payer or his spouse under subsection (a) with respect to any other sale or
exchange is in effect,

“(¢) IrLecriox.—An election under subsection (n) may be made or revoked at
nny thne before the expirntion of the period for making a claim for credit or
refund of the tax Imposed by this chapter for the taxable year in which the sale
or exchange occurred, and shall be made or revoked in such manner as the Secre-
tary or his delegate shall by regulations preseribe.  In the case of n taxpayer who
is married, an election under subgection (a) or a revoeation thereof may be
made only if his spouse Joins in such election or revocation,
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“(d) SPECIAL RULES,—

(1) PROPERPY HELD JOINTLY BY ITUSBAND AND WIFE.~Ior purposes of this
seetion, if——

“(A) property Is held by a husband and wife as joint tenants, tenants
by the entivety, or communlty property,

“(B) such hushand and wife make a joint return under section 6013
for the taxable year of the sale or exchange, and

) one spouse satisfies the nge, holding, and use requirements of
subsection (n) with respect to such property,

then both husband and wife shall be treated as satisfying the age, holding,
and use requirements of subsection (a) with respect to such property.

“(2) PROPERTY OF DECEASED 8POUSE~—Tor purposes of this section, In the
case of an unmarried individunl whose spouse iy deceased on the date of the
sale oy exchinnge of property, if—

“(A) the deceased spouse (during the 8-year period ending on (he date
of the sale or exchange) satistied the holding and use regquirements of
subsection () (2) with respect to snch propoerty, and

“(B) no election by the deceased spouse under subsection (a) is in
effect with respect to a prior sale or exchange,

then such individual shall be treated as satisfying the holding and use re-
quirements of subsection (a) (2) with respect. to such property.

“(3) TENANT-STOCKHOLDER IN COOPERATIVE HTOUSING CORPORATION,—Ior pur-
poses of this section, if the taxpayer holds stock as a tenant-stockholder (as
defined in section 216) in a cooperative housing corporation (as deflned in
such seetion), then—

“(A) the holding requirements of subsection (a) (2) shall be applied
to the holding of such stock, and

“(B) the use requirements of subsection (a) (2) shall be applied
to the house or apartment which the taxpayer was entitled to occupy
as such stockholder,

“(4) INVOLUNTARY CONVERSIONS,—I'or purposes of this section, the de-
struction, theft, seizure, requisition, or condemnation of property shall be
treated as the sale of such property.

“(5) I’ROPERTY USED IN PART AS PRINCIPAL RESIDENCE,—~In the case of prop-
crty only a portion of which, during the 8-year period ending on the date
of the sale or exchange, has been owned and used by the taxpayer ay hig
principal residence for periods aggregating b years or more, this section
shall apply with respect to so much of the gain from the sale or exchange
of such property as is determined, under regulations prescribed by the
Sccretary or his delegate, to be attributable to the portion of the property so
owned and used by the taxpayer. ,

“(0) DETERMINATION OF MARITAL S8TATUS.—In the case of any sale or
exchange, for purposes of thisg section—

“(A) the determination of whether an individual is married shall
be made as of the date of the sale or exehange; and

“(13) an individual legally separated from his spouse under a decree
of divorce or of separate maintenance shall not be constdered as married.

“(7) APPLICATION OF SECTIONS 1033 AND 10%4.~—In applying scctions 1033
(relating to involuntary conversions) and 1034 (relating to sale or exchange
of residence), the amount realized from the sale or exchange of property shall
be treated as being the amount determined without regard to this section,
reduced by the amount of gain not included in gross income pursuant to
an election under this section,”

(b) TEOHNICAL AND CLERICAL, AMENDMENTS.—

(1) Section 6012(c) (relating to persons required to make returns of
income) is amended to read as follows :

“(c) CerTAIN INCOME IDARNED ABROAD OR FROM SALE or RESIDENCE~—For pur-
poses of this section, gross income shall be computed without regard to the
exclusion provided for in section 121 (relating to sale of residence by individual
who has attained age 65) and without regard to the exclusion provided for in
section 011 (relating to earned income from sources without the United States).”

(2) The table of sections for part III of subchapter B of chapter 1 is
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is amended by striking out
“Sce. 121, Cross references to other Acts,”

and ingerting fn lieu thereof

“See, 121, Gain from sule or exchunge of restdence of individual who nas
attained age 65.
“Sce. 122, Cross references to other Acts.”

(3) Section 1033(h) (relating to involuntary conversionsg) fg amended by
adding at the end thereof the following new paragraph :

“(3) For exclusion from gross income of certain galn from Involuntary conversicn
of residence of taxpayer who has attnined nge 65, sco section 121,

(4) Sectlon 1034 (reluting to sale or exchange of residence) is amended
by adding at the end thereof the following new subsection :
“(k) Cnross REFERENCE.—

“For exclusion from gross income of certain gain from sale or exchange of
residence of taxpayer who has attnined age 65, see section 121,

(¢) Erreerive Date—~-The amendments made by this section shall apply to dis-
positions after December 81, 1003, in taxable yenrs ending after such date.

SEC. 207. DENIAL OF DEDUCTION FOR CERTAIN STATE, LOCAL, AND FORELGN TAXES.

(a) IN GENERAL—Subscctions (a), (b), and (¢) of scetion 101 (relating to
deduction for taxes) are amended to read as follows ;

“(a) GENERAL Rurk—Iixcept as otherwise provided in this section, the follow-
ing taxes shall be altowed as a deduction for the taxable year within which paid
or accrued:

‘(1) State and local, and foreign, real property taxes.

“(2) State and local personal property {axes.

“(8) State and local, and foreign, income, war profits, and excess profits
taxes,

“(4) State and local general sales taxes.

In addition, there shall be allowed as a deduction State and local, and foreign,
taxes not described in the preceding sentence which are paid or acerued within the
taxable year in carrying on a trade or business or an activity described in section
212 (relating to expenses for production of income),

“(b) DEFINITIONS AND SPECIAL RULES.—For purposes of this section-—

“(1) PERSONAL PROPERTY TAXES.—~The term ‘personal property tax’ means
an ad valorem tax which is imposed on an annual basis in respect of per-
sonal property.

“(2) GENERAYL SALES TAXES,—

“(A) IN GENERAL—The term ‘general sales ftax’ means a tax imposed at
one rate in respect of the sale at retail of a broad range of classes of
items,

“(1B3) SPECIAL RULES FOR F0OD, ETC.—In the case of items of food, cloth-
ing, medical supplies, and motor vehicles—

“(i) the fact that the tax does not. apply in respect of some or all
of such items shall not be taken into aecount in determining whether
the tax applies in respeet of a broad range of classes of items, and

“(i1) the fact that the rate of tax applicable in respect of some or
al of such items Is lower than the general rate of tax shall not be
taken into account in determining whether the tax Is imposed at one
rate.

“(C) ITEMS TAXED AT DIFFERENT RATES.—I3xcept in the case of a lower
rate of tax applicable in respect of an item described in subparagraph
(B) no deduction shall be allowed under this section for any general
sales tax imposed in respect of an item at a rate other than the general
rate of tax.

“(D) COMPENSATING USE TAXES.—A compensating use tax in respect
of an item shall be treated as a general sales tax.  For puarposes of the
preceding sentence, the term ‘compensating use tax’ means, in respect
of any item, a tax which—

“(1) is imposed on the use, storage, or consumption of such item,
and
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(i) is complementary to a general sales tax, but only if a de-
duction is allowable under subsection (a) (4) in respect of items
sold at retail in the taxing jurisdiction which a similar to such item.

“(19) SEPARATELY BPATED GENERAL 8ALES TAXES.—If the amount of any
general sales tax is separately stated, then, to the extent that the
amount so stated is paid by the consumer (otherwise than in connec-
tion with the consumer’s trade or business) to his seller, such amount
shall be treated as a tax imposed on, and paid by, such consumer.

“(8) STATE OR LOCAL TAXES-—A State or local tax includes only a tax
imposed by a State, a possession of the United States, or a political subdi-
vision of any of the foregoing, or by the District of Columbia,

“(4) IForeioN taxes—A foreign tax includes only a tax fmposed by ihe
authority of a foreign country,

‘“(¢) DepuorioN DENIED IN CASE OF CERTAIN TaxeEs.—No deduction shall be
allowed for the following taxes:

“(1) Taxes assessed against local benefits of a kind tending to increase
the value of the property assessed; but this paragraph shall not prevent
the deduction of so much of such taxes as is properly allocable to mainte-
nance of interest charges.

“(2) Taxes on real property, to the extent that subsection (1) requires
such taxes to be treated as imposed on another taxpayer.”

(b) TECHNICAL AMENDMENTS.—

(1) The first sentence of section 164 (f) (relating to payments for munici-
pal services in atomic energy communities) is amended by inserting “State”
before “real property taxes’”.

(2) Section 164(g) (relating to cross references) is amended to read as
follows :

“(g) Cross REFERENCES.—
“(1) For provisions disallowing any deduction for the payment of the tax im-
posed by subchapter B of chapter 3 (relating to tax-free covenant honds), see

section 1451.

“(2) For provigions disallowing any deduction for certain taxes, see section 275.”

1(8) (A) Part IX of subchapter B of chapter 1 (relating to items not
deductible) is amended by adding at the end thereof the following new
section:

“SEC. 275. CERTAIN TAXES.
“(a) GENERAL RULE—No deduction shall be allowed for the following taxes:

“(1) Federal income taxes, including—

“(A) the tax imposed by section 3101 (relating to the tax on employees
under the Federal Insurance Contributions Act) ;

*“(B) the taxes imposed by sections 3201 and 3211 (relating to the
taxes on railroad employees and railvoad employee representatives) ;
and

“(C) the tax withheld at source on wages under section 3102, and
corresponding provisions of prior revenue laws.

“(2) Iederal war profits and excess profits taxes.

“(3) Estate, inheritance, legacy, succession, and gift taxes.

“(4) Income, war profits, and excess profits taxes imposed by the author-
ity of any foreign country or possession of the United States, if the taxpayer
chooses to take to any extent the benefits of section 901 (relating to the
foreign tax credit).

“(H) Taxes on real property, to the extent that section 164(d) requires
such taxes to be treated as imposed on another taxpayer.

“(b) Cross REFERENCE,~—
“For disallowance of certain other taxes, see section 164(c).”"

(I3) The table of sectiong tor such part IX is amended by adding at the
end thercof the following @

“Sec. 275. Certaln taxes.”

(4) Paragraph (1) of section 535(b) (relating to adjustments to accumu-
lated taxable income) is amended by striking out “section 16£(b) (6)” and
inserting in lieu thereof “section 275(a) (4)”.

(3) 'The first sentence of paragraph (1) of section 545(b) (relating to ad-
justments to personal holding company taxable income) is amended by strik-
ing out “section 164(b) (6)” and inserting in lieu thercof “section 275
() (4. )
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(8) The first sentence of paragraph (1) of section 536(h) (relating to
adjustments to foreign personal holding company taxable income) is amended
by striking out “section 164(b) (6)” and inserting in lieu thereof section
275(n) (4)".

(7) Parvagraph (1) of section 901 (d) (relating to credit for taxes imposed
by foreign countries) is amended by striking out “section 164” and inserting
in lieu thereof “sections 164 and 275",

(8) Section 903 (relating to credit for taxes imposed by a foreign country
in lieun of income, ete., taxes) is amended by striking out “section 164 (b)”
andinserting in lien thereof “sections 164(a) and 275(a)".

(¢) Brreorive Date—The amendments made by this seetion shall apply to
taxable years beginning after December 31, 1963.

SEC. 208. PERSONAL CASUALTY AND THEFT LOSSES.

() LIMITATION ON AMOUNT OF CASUALTY ok THert Loss DepucrroN.—Section
165 (c) (3) (relating to losses of property not connected with trade or business)
is amended to read as follows:

*(3) losses of property not connected with a trade or business, if such
losses arise from fire, storm, shipwrecek, or other casualty, or from theft. A
loss described in this paragraph shall be allowed only to the extent that the
amount of loss to such individual arising from each casunalty, or from each
theft, exceeds $100. TFor purposes of the $100 limitation of the preceding
sentence, a hushand and wife making a joint return under section 6013 for
the taxable year in which the loss is allowed as a deduction shall be treated
as one individual. No loss described in this paragraph shall be allowed if,
at the time of filing the return, such loss has been claimed for estate tax pur-
poses in the estate tax return.”

(b) ErrrcrIivE DATE—The amendment made by subsection (a) shall apply
to logses sustained after December 31, 1963, in taxable years ending after such
date.

SEC. 209. CHARITABLE, ETC., CONTRIBUTIONS AND GIFTS.

(a) CERTAIN ORGANIZATIONS ADDED TO ADDITIONAL 10-PERCENT CHARITABLE
LaMITATION.—Section 170(b) (1) (A) (relating to limitation on amount of deduc-
tion for charitable contributions by individuals) is amended by striking out “or”
at the end of clause (iii), and by inserting after clause (iv) the following new
clauses; ’

“(v) a governmental unit referred to in subsection (c) (1), or

“(vi) an organization referred to in subsection (e¢) (2) which
normally receives a substantial part of its support (exelusive of
income received in the exercise or performaice by such organiza-
tion of its charitable, educational, or other purpose or function con-
stituting the basig for its exemption under section 501(a)) from a
governmental unit referred to in subsection (e¢) (1) or from direct
or indirect coniributions from the general publie,”.

(b) 5-YEAR CARRYOVER OF CERTAIN CHARITABLE CONTRIBUTIONS MADE BY COR-
PORATIONS.—-

(1) IN GENERAL.—Section 170(b) (2) (relating to limitation on amount

of deduction for charitable contributiong by corporations) is amended by
striking out the sentence following subparagraph (D) and inserting in lieu
thereof the following:
“Any contribution made by a corporation in a taxable year (hereinafter in
this sentence referred to as the ‘contribution year’) in excess of the amount
deductible for such year under the preceding sentence shall be deductible
for each of the 5 succeeding taxable years in order of time, but only to the
extent of the lesser of the two following amounts: (i) the excess of the
maximum amount deductible for such succeeding taxable year under the
preceding sentence over the sum of the contributions made in such year plus
the aggregate of the excess contributions which were made in taxable years
before the contribution year and which are deductible under this sentence for
such suceeding taxable year; or (ii) in the case of the first succeeding tax-
table year, the amount of such excess contribution, and in the case of the
gecond, third, fourth, or fifth succeeding taxable years, the portion of such
excess contribution not deductible under this sentence for any taxable year
intervening between the contribution year and such succeeding taxable
vear.”
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(2) CARRYOVERS IN CERTAIN CORPORATE ACQUISITIONS.—Paragraph (19) of
section 381(c) (relating to items of distributor or transferor corporation) is
amended to read as follows:

*(19) CHARITABLE CONTRIBUTIONS IN EXCESS OF PRIOR YEARS' LIMITA-
TI0NS.—Contributions mad-: in the taxable year ending on the date of distri-
bution or transfer and the 4 prior taxable years by the distributor or
transferor corporation in excess of the amount deductible under section
170(b) (2) for such taxable years shall be deductible by the acquiring cor-
poration for its taxable years which begin after the date of distribution or
transfer, subject to the limitations imposed in section 170(b) (2). In apply-
ing the preceding sentence, each taxable year of the distributor or transferor
corporation beginuing on or before the date of distribution or transfer shall be
treated as a prior taxable year with reference to the acquiring corporation’s
taxable years beginning after such date.”

(¢) FUTURE INTERESTS IN 1'ANGIBLE PERSONAL PROPERTY.—Section 170 (ve-
lating to chiaritable, etc., contributions and gifts) is amended by redesignating
subscetions {f) and (g) as subsections (g) and (h), respectively, and by insert-
ing after subsection (e) the following new subsection :

“(f) F'UTURE INTERESTS IN TANGIBLE PERSONAL PROPERTY.—Kor purposes of
this section, payment of a charitable contribution which consists of a future
interest in tangible personal property shall be treated as made only when all
intervening interests in, and rights to the actual pogsession or enjoyment of,
the property have expired or are held by persons other than the taxpayer or
those standing in a relationship to the taxpayer described in section 267(b).
TFor purposes of the preceding sentence, a fixture which is intended to be served
from the real properly shall be treated as tangible personal property. 'This
subsection shall not apply to any charitable contribution where—

“(1) the sole intervening interest or right is a nontransferable life interest
reserved by the donor, or

“(2) in the case of a joint gift by husband and wife, the sole intervening
interest or right {s a nontransferable life interest reserved by the donors
which expires not later than the death of whichever of such donors dies later.

For purposes of the preceding sentence, a fixture which is intended to be severed
the reserved life interest to the donee of the future interest shall not be treated
as making a life interest transferable.”

(d) EFFECTIVE DATES.—The amendinents made by subsections (a) and (b)
shall apply with respect to contributions which are paid (or treated as paid under
section 170(a) (2) of the Internal Revenue Code of 1954) in taxable years
beginning after December 31, 1963, The amendments made by subsection (¢)
shall apply to transfers of future interests made after December 31, 1963, in
taxable years ending after such date.

S8EC. 210, ONE-PERCENT LIMITATION ON MEDICINE AND DRUGS.

(2) GENERAT, RurE.—Subsection (b) of section 213 (relating to medical,
dental, ete., expenses) is amended by adding at the end thereof the following
new s?xtellce: “The preceding sentence shall not apply to amounts paid for the
care of—

“(1) the taxpayer and his spouse, If either of them has attained the age

of 65 before the close of taxable year, or

“(2) any dependent described in subsection (a) (1) (A).”

(b)) EBrrecrivé DATE—The amendment made by subsection (a) shall apply
to taxable years beginning after December 31, 1963,

SEC. 211. CARE OF DEPENDENTS,

(a) CniLp CARE ArLnowance—Section 214 (relating to expenses for care of
certain dependents) is amended to read as follows:

“SEC. 214. EXPENSES FOR CARE OF CERTAIN DEPENDENTS,

“(a) GENERAL Rure.—There shall be allowed as a deduction expenses paid
during the taxable year by a taxpayer who is a woman or widower, or is a
hushand whose wife is incapacitated or is institutionalized, for the care of one
or more dependents (as defined in subsection (d) (1)), but only if such care
is for the purpose of enabling the taxpayer to be gainfully employed.

“(b) LIMITATIONS.—~ |

(1) DOLLAR LIMIT.~— ’ .

“(A) Except as provided in subparagraph (B), the deduction under
subsection (a) shall not exceed $600 for any taxable year.

'
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“(B) The $600 limit of subparagraph (A) shall be increased (to an
amount not above $900) by the amount of expenses incurred by the tax-
payer for any period during which-—
“(1) the taxpayer had 2 or more dependents, and
“(ii) paragraph (2) does not apply.

“(2) WorkiNG wivEs.—In the case of a woman who is married, the dedue-

tion under subsection (a)—
“(A) shall not be allowed unless she files a joint return with her
husband for the taxable year, and
“(B) shall be reduced by the amount (if any) by which the adjusted
gross income of the taxpayer and her spouse exceeds $4,500.
This paragraph shall not apply to expenses incurred while the taxpayer's
husband is incapable of self-support because mentally or physically de-
fective.

“(3) HUSBANDS WITH INCAPACITATED WIVES.—In the case of a husband

whose wife is incapacitated, the deduction under subsection (a)—
“(A) shall not be allowed unless he flles a joint return with his wife
for the taxable year, and
“(B) shall be reduced by the amount (if any) by which the adjusted
gross income of the taxpayer and his spouse exceeds $4,500.
This paragraph shall not apply to expenses incurred while the taxpayer's
wife is institutionalized if such institutionalization is for a period of at
least 00 consecutive days (whether or not within one taxable year) or a
shorter period if terminated by her death.

““(4) CERTAIN PAYMENTS NOT TAKEN INTO ACCOUNT.—Subsection (a) shall
not apply to any amount paid to an individual with respect to whom the
taxpayer is allowed for his taxable year a deduction under section 151
(relating to deductions for personal exemptions).

“(e) SPECIAL RULE WHERE WIFE 18 INCAPACITATED OR INSTITUTIONATIZED.—In
the case of a husband whose wife is incapacitated or is institutionalized, the
deduction under subsection (a) shall be allowed only for expenses incurred
while the wife was incapacitated or institutionalized (as the case may be) for
a period of at least 90 consecutive days (whether or not within one taxable
year) or a shorter period if terminated by her death.

“(d) DErINITIONS.—Fo0) pnrposes of this section—

“(1) DrepeENDENT.—The term ‘dependent’ means a person with respect

to whom the taxpayer is entltled to an exemption under section 151 (e) (1)~
“(A) who has not at{ained the age of 18 years and who (within the
meaning of section 1562) is a son, stepson, daughter, or stepdaughter of
the taxpayer; or
“(B) who is physically or mentally incapable of caring for himself.

“(2) Winower.—The term ‘widower’ includes an unmarried individual
who is legally separated from his spouse under a decree of divorce or of
separate maintenance.

“INCAPACITATED WIFE.—A wife ghall be considered incapacitated only (A)
while she is incapable of earing for herself because mentally or physically
defective, or (I3) while she institutionalized.

‘(4) INSTITUTIONALIZED WIFE —A wife shall be considered institutional-
ized only while she is, for the pwi pose of receiving medical care or treatment,
an inpatient, resident, or inmate of a public or private hospital, sanitarium,
or other similar institution. )

“(5) DETERMINATION OF STATUS.—A womsn shall not be considered as
married 1f—

‘“(A) she is legally separated from her spouse under a decree of
divorce or of separate maintenance at the close of the taxable year, or
““(B) she has been deserted by her spouse, does not know his where-
abouts (and has not known his whereabouts at any time during the
taxable year), and has applied to a court of competent jurisdiction for
appropriate process to compel him to pay support or otherwise to comply
with the law or a judiclal order, as determined under regulations
prescribed by the Secretary or his delegate.”
(b) Erreorive DATE~The amendment made by subsection (a) shall apply to
taxable years beginning after December 81, 1963,
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° SEC. 212, MOVING EXPENSES,
(n) DEDUOTION ALLOWKRD FOR MoVING EXPENSES.—
(1) Part VII of subchapter B of chapter 1 (relating to additional itemized
deductions for individuals) is amended by redesignating section 217 as
section 219 and by inserting after section 210 the following new section:

“SEC. 217. MOVING EXPENSES,

“(a) DebuctioN ALLoweD.—There shall be allowed as a deduction moving
expenses paid or incurred during the taxable year in connection with the com-
men;{:ement of work by the taxpayer as an employee at a new principal place of
work.

‘(b) DEFINITION OF MOVING EXPENSES.—

#(1) IN 6ENERAL.—For purposes of this section, the term ‘moving expenses’
means only the reasonable expenses—

“(A) of moving household goods and personal effects from the former
residence to the new residence, and

“(B) of traveling (including meals and lodging) from the former
residence to the new place of residence.

“(2) INDIVIDUALS OTHER THAN TAXPAYER.—In the case of any individual
other than the taxpayer, expenses referred to in paragraph (1) shall be
taken into aceount only if such individual has both the former residence and
the new residence as his principal place of abode and is a member of the
taxpayer’s household.

“(c) CONDITIONS FOR ALLOWANCE—No deduction shall be allowed under this
section unless—

(1) the taxpayer’s new principal place of wwork—

“(A) is at least 20 miles farther from his former residence than was
his former principal place of work, or

“(B) if he had no former principal place of work, is at least 20 miles
from his former residence, and

“(2) during the 12-month period immediately following his arrival in the
general location of his new principal place of work, the taxpayer is a full-
time employee, in such general location, during at least 39 weeks.

“(d) RULES FOR APPLICATION OF SUBSECTION (¢) (2).—

“(1) Subsection (¢) (2) shall not apply to any item to the extent that the
taxpayer receives reimbursement or other expense allowance from his em-
ployer for such item.

“(2) If a taxpayer has not satisfied the condition of subsection (e)(2)
before the time prescribed by law (including extensions thereof) for filing
the return for the taxable year during which he paid o> incurred moving
expenses which would otherwise be deductible under this section, but may
still satisfy such condition, then such expenses may (at the election of the
taxpns;er) be deducted for such taxabie year notwithstanding subsecction
(c) (2).

“(8) If—

“(A) for any taxable year moving expenses have been deducted in
accordance with the rule provided in paragraph (2), and
“(B) the condition of subsection (c¢) (2) is not satisfled by the close
of the subsequent taxable year.
then an amount equal to the expenses which were so deducted shall be in-
cluded in gross income for such subsequent taxable year,

“(e) DISALLOWANCE OF DEDUOTION WITH RESBPECT T0 REIMBURSEMENTS Nor
INCLUDED IN Gross INCOME.—No deduction shall be allowed under this section
for any item to the extent that the taxpayer receives reimbursement or other
expense allowance for such item which is not included in his gross income.

“(f) ReouraTIONS.—The Secretary or his delegate shall prescribe such reg-
ulations as may be necessary to carry out the purposes of this section.”

(2) The table of sections for part VII of subchapter B of chapter 1 is
amended by striking ouf—

“See, 217. Cross references.”
and inserting in lieu thereof the following :

“See, 217. Moving expenses. i
“Sec, 218, Certain contributions by employees for group-term life insurance..
“Sec, 219. Cross references.”
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(b) ApJusteEp GROSS INCOME.—Section 62 (defining adjusted gross income) is
amended by inserting after paragraph (7) the following new paragraph:

“(8) MoviNG EXPENSE DEDUCTION —The deduction allowed by section 217.”

(¢) WirHHOLDING.—Section 3401(a) (relating to definition of “wages”) is
amended by adding after paragraph (14) (added by section 203(c) of this Act)
the following new paragraph :

“(15) to or on behalf of an employee if (and to the extent that) at the
time of the payment of such remuneration it is reasonable to believe that a
corresponding deduction is allowable under section 217.”

(d) Erreorive DateEs.~—The amendments made by subsections (a) and (b)
shall apply to expenses incurred after December 31, 1963, in taxable years end-
ing after such date, 'The amendment made by subsection (e) shall apply with
respect to renumeration paid after December 31, 1963.

SEC. 213. INTEREST ON LOANS INCURRED TO PURCHASE CERTAIN INSURANCE AND
ANNUITY CONTRACTS,

(a) DISALLOWANCE oF INTEREST DEDpUCTION.—Section 264(a) (relating to cer-
tain amounts paid in connection with insurance contracts) is amended—

(1) by inserting after paragraph (2) the following new paragraph:

“(3) Except as provided in subsection (e), any amount paid or accrued
on indebtedness incurred or continued to purchase or carry a life insurance,
endowment, or annuity contract (other than a single premium contract or a
contract treated as a single premium contract) pursuant to a plan of pur-
chase which contemplates the systematic direct or indirect borrowing of
part or all of the increases in the cash value of such contract (either from
the insurer or otherwise).”

(2) by adding at the end thereof the following new sentence: “Paragraph
(3) shall apply only in respect of contracts purchased after August 6, 1963.”

(b) Exceprions.—Section 204 is amended by adding at the end thereof the
following new subsection :

“(e) ExceptioNs.—Subsection (&) (3) shall not apply to any amount paid or
accrued by a person during a taxable year on indebtedness incurred or continued
as part of a plan referred to in subsection (a) (3)—

“(1) if no part of 4 of the annual premiums due during the 7-year period
(beginning with the date the first premium on the contract to which such
plan relates was paid) is paid under such plan by means of indebtedness,

“(2) if the total of the amounts paid or accured by guch person during
such taxable year for which (without regard to this paragraph) no deduc-
tim}) would be allowable by reason of subsection (a)(3) does not exceed
$10 ] N

“(3) if such amount was paid or acerued on indebtedness incurred because
of an unforeseen substantial loss of income or unforeseen substantial in-
crease in his financial obligations, or -

“(4) if such indebtedness was incurred in connection with his trade or
business,

For purposes of applying paragraph (1), if there {s a substantial increase in the
premiums on a contract, a new 7-year period described in such paragraph with
respect to such contract shall commence on the date the first such increased
premium is paid.”

(¢) ErreoTIVE DATE.—The amendments made by this secuuu shall apply with
respect to amounts paid or accrued in taxable years beginning after December 31,
1963.

SEC. 214. EMPLOYEE 3TOCK OPTIONS AND PURCHASE PLANS,
. (a) IN GENERAL—Part II of subchapter D of chapter 1 is amended to read as
ollows :

“PART II—CERTAIN STOCK OPTIONS

“Sce. 421, General rules.
““Sec, 422, Qunllﬂed stock options.
“Sec. 423. Employee stock purchase plans.
“‘Sec. 424, Restricted stock options.
“Sec, 425. Definitions and special rules,
“SEC, 421, GENERAL RULES.
“(a) EFFEOT OF QUALIFYING TRANSFER.—If @ share of stock is transferred to an
individual in a transfer in respect of which the requirements of section 422(a),

423(a), or 424 (a) are met—
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“(1) except as provided in section 422(c) (1), no income shall result at
the time of the transfer of such share to the individual upon his exercise of
the option with respect to such shave;

“(2) no deduction under section 162 (relating to trade or business ex-
penses) shall be allowable at any time to the employer corporation, a parent
or subsidiary corporation of such corporation, or a corporation issuing or
assuming a stock option in a transaction to which gection 425(a) applies,
with respect to the share so transferred ; and

“(3) no amount other than the price paid under the option shall be con-
sidered as received by any of such corporations for the share so transferred.

“(b) EFFECT OF DIsQUALIFYING DisprositioN.—If the transfer of a share of
stock to an individual pursuant to his exercise of an option would otherwise meet
the requirements of section 422(a), 423(a), or 424 (a) except that there is a fail-
ure to meet any of the holding period requirements of section 422(a) (1), 423(a)
(1), or 424(a) (1), then any increase in the income of such individual or deduc-
tion from the income of his employer corporation for the taxable year in which
such exercise occurred atteibutable to such disposition, shall be treated as an
increase in income or a deduction from income in the taxable year of such indi-
vidual or of such employer corporation in which such disposition occurred.

“(¢) IXERCISE BY ESTATE.—

“(1) In oENERAL—IJ{ an option to which this part applies is exercised
after the death of the smployee by the estate of the decedent, or by a person
who acquired the right to exercise such option by bequest or inheritance or
by reason of the death of the decedent, the provisions of subsection (a) shall
apply to the same exteat as if the option had been exercised by the decedent,
except that—

“(A) the holding period and employment requirements of sections
422(a), 423(a), and 424 (a) shall not apply, and

“(B) any transfer by the estate of stock acquired shall be considered
a disposition of such stock for purposes of sections 428 (¢) and 424 (¢) (1).

“(2) DEDUCTION FOR ESTATE TAX.—If an amount is required to be included
under section 422(c) (1), 423(c), or 424(c) (1) in gross income of the estate
of the deceased employee or of a person described in paragraph (1), there
shall be allowed to the estate or such person a deduction with respect to the
estate tax attributable to the inclusion in the taxable estate of the deceased
employee of the net value for estate tax purposes of the option, For this
purpose, the deduction shall be determined under section 691(c) as if the
option acquired from the deceased employee were an item of gross income
in respect of the decedent under section 691 and as if the amount includible
in gross income under section 422(c) (1), 423(c), or 424(c) (1) were an
amount included in gross income under section 691 in respect of such item
of gross income.

‘“(3) BASIS OF SHARES ACQUIRED.—In the case of a share of stock acquired
by the exercise of an option to which paragraph (1) applies—

“(A) the basis of such share shall include so much of the basis of the
option as is attributable to such share; except that the basis of such
sharo shall be reduced by the excess (if any) of (i) the amount, which
would have been includible in gross income under section 422(e) (1),
423(c), or 424(c) (1) if the employee had exercised the option on the
date of his death and had held the share acquired pursuant to such
exercise at the time of his death, over (ii) the amount which is in-
cludible in gross income under such section ; and

“(B) the last sentence of sections 422(c) (1), 423(c), and 424 (¢) (1)
shall apply only to the extent that the amount includible in gross
income under such sections exceeds so much of the basis of the option
as is attributable to such share.

“SEC. 422. QUALIFIED STOCK OPTIONS.

“(a) IN GeENERAL—Subject to the provisions of subsection (e) (1), section
421(a) shall apply with respect to the transfer of a share of stock to an indi-
vidual pursuant to his exercise of a qualified stock option if—

“(1) no disposition of such share is made by such individual within the
3-year period beginning on the day after the day of the transfer of such
share, and : :

“(2) at all times during the period beginning with the date of the grant-
ing of the option and ending on the day 3 months before the date of such
exercise, such individual was an eniployee of either the corporation granting

!
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such option, a parent or subsidiary corporation of such corporation, or a

corporation or a parent or subsidiary corporation of such corporation issuing

or assuming a stock option in a transaction to which section 425(a) applies.
© “(b) QUALIFIED STOoCcK OPTION.—For' purposes of this part, the term ‘qualified
stock option’ means an option granted to an individual after June 11, 1963 (other
than a restricted stock option granted pursuant to a contract described in gection
424(c) (4) (A)), for any reason connected with his employment by a corporation,
if granted by the employer corporation or its parent or subsidiary corporation,
to purchage stock of any of such corporations, but only if—

‘(1) the option is granted pursuant to a plan which includes the aggre-
gate number of shares which may be issued under options, and the employees
(or class of employees) eligible to receive options, and which is approved
by the stockholders of the granting corporation within 12 months before or
after the date such plan is adopted ;

“(2) such option is granted within 10 years from the date such plan is
adopted, or the date such plan is approved by the stockholders, whichever is
earlier;

“(8) such option by its terms is not exercisable after the expiration of b
years from the date such option is granted ;

“(4) except as provided in subsection (c) (1), the option price is not less
than the fair market value of the stock at the time such option is granted;

“(5) such option by its terms is not exercisable while there is outstanding
(within the meaning of subsection (c)(2)) any 4ualified stock option (or
restricted stock option) which was granted, before the granting of such
option, to such individual to purchase stock in his employer corporation or
in a corporation which (at the time of the granting of such option) is a
parent or subsidiary corporation of the employer corporation, or in a prede- -
cessor corporation of any of such corporations;

“(6) such option by its terms is not transferable by such individual other-
wise than by will or the laws of descent and distribution, and is exercisable,
during his lifetime, only by him ; and

“(7) such individual, lmmediately after such option is granted, does not
own stock possessing more than § percent of the total combined voting power
or value of all classes of stock of the employer corporation or of its parent
or subsidiary corporation; except that if the equity capital of such corpora-
tion or corporations (determined at the time the option is granted) is less
than $2,000,000, then, for purposes of applying the limitation of this para-
graph, there shall be added to such § percent the percentage (not higher than
§ percent) which bears the same ratio to § percent as the difference between
such equity capital and $2,000,000 bears to $1,000,000.

“(c) SPECIAL RULES.—

(1) EXERCISE OF OPTION WHEN PRICE IS LESS THAN VALUE OF 8T0CK.—If a
share of stock is transferred pursuant to the exercise by an individual of an
option which fails to qualify as a qualified stock option under subsection
(b) because there was a failure in an attempt, made in good faith, to meet
the requirement of subsection (b) (4), the requirement of subsection (b) (4)
shall be considered to have been met, but there shall be included as compen-
sation (and not as gain upon the sale or exchange of a capital asset) in his
gross income for the taxable year in which such option is exercised, an amount
equal to the lesser of—

“(A) 150 percent of the difference between the option price and the
fair market value of the share at the time the option was granted, or
“(B) the difference between the option price and the fair market value
of the share at the time of such exercise.
The basis of the share acquired shall be increased by an amount equal to
the amount included in his gross income under this paragraph in the taxable
year in which the exercise occurred.

“(2) CERTAIN OPTIONS TBEATED AS OUTSTANDING.—FoOr purposes of sub-

section (b) (5)—
“(A) any restrlcted stock option which is not terminated before
January 1, 1965, and ..
“(B) any quallﬂed stock option granted after I une 11, 1963, .
shall be treated as outstanding until such option is exercised in full or ex-
pires by reason of the lapse of time. For purposes of the preceding sentence,
a restricted stock option granted before June 12, 1963, shall not be treated

24-532—63—pt. 1—3
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as outstanding for any period before the first day on which (under the terms
of such option) it may be exercised.

“(8) OPTIONS GRANTED TO CERTAIN SHAREHOLDERS.—For purposes of sub-
section (b) (7)—

‘“(A) the term ‘equity capital’ means—

‘(1) in the case of one corporation, the sum of its money and
other property (in an amount equal to the adjusted basis of such
property for determining gain), less the amount of its indebtedness
(other than indebtedness to shareholders), and

“(i1) in the case of n group of corporatlons consisting of a parent
and its subsidiary corporations, the sum of the equity capital of
each such corporations adjusted, under regulations prescribed by
the Secretary or his delegate, to eliminate the effect of intercorpo-
rate ownership or transactions among such corporntions;

““(B) the rules of section 425(d) shall apply in determining the stock
ownership of the individual: and

“(0) stock which the individual may purchase under outstanding
options shall be treated as stock owned by such individual.

If an Individual is granted an option which permits him to purchase stock
in excess of the limitation of subsection (L) (7) (determined by applying
the rules of this paragraph), such aption shall he treated as meeting the
requirement of subsection (b) (7) to the extent that.such individual could,
if the option were fully exercised at the time of grant, purchase stock under
such option without exceeding such limitation. The portion of such option
which ig treated as meeting the requirement of subsection (b) (7) shall he
deemed to be that portion of the option which is first exercised.

‘“(4) CFRTAIN DISQUALIFYING DISPOBITIONS WIIERE AMOUNT REALIZED IS
LESS TITAN VALUE AT EXEROISE,~—~If'—

“(A) an individual who has acquired a share of stock by the exercise
of a qualified stock option makes a disposition of such share within the
3-year perlod deseribed in subsection (a) (1), and

. “(B) such disposition is a sale or exchange with respect to which a
logs (if sustained) would be recognized to such individual, .
then the amount which is includible in the gross income of such individual,
and the amount which is deductible from the income of his employer corpo-
ration, as compensation attributable to the exercise of such optlon shall not
exceed the excess (If any) of the amount realized on such sale or exchange
over the amount paid for such share. .

“(5) CERTAIN TRANSBFERS RY INSOLVENT INDIVIDUALS.—If an Insolvent
individual holds a shar~ of stock acquired pursuant to his exercise of a
qualified stock option, and if such share is transferred to a trustee, recelver,
or other similar flduciary, in any proceeding under the Bankruptey Act or
any other similar insolvency proceeding, neither such transfer, nor any other
transfer of such share for the benefit of his creditors in such proceeding,
x(du)u(ll;-onstltute a ‘disposition of such share’ for purposes of subsection

a .
“8EC. 423. EMPLOYEE STOCK PURCHASE PLANS.

“(n) GENERAL RULE—S8ection 421 (n) shall apply with respect to the transfer
of a share of stock to an individual pursuant to his exereise of an option rranteq
after June 11, 1963 (other than a restricted stock option granted pursuant to
a plan deseribed in section 424(¢) (4) (B)), under an employee stock purchase
plan (as defined in subsection (b)) 1f— :

“(1) no disposition of such share is made by him within 2 years after the
date of the granting of the option nor within ¢ months after the transfer of
such share to him; and

“(2) at all times during the period beginning with the date of the grant-
ing of the option and ending on the day 8 months before the dato of such
exercige, he is an employee of the corporation granting such option, a parent
or subsidiary corporation of such corporation or a corporation or a parent or
subsidiary corporation of such corporation issuing or assuming a stock
option in a transaction to which section 425(a) applies.

v
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“(b) EMPLOYER STOOK PURCIHASE PLAN.—Ior purposes of this part, the term
‘employee stock purchase plan’ means a plan which meets the following re-
quirements:

“(1) the plan provides that options are to be granted only to employees
of the employer corporation or of its parent or subsldiary corporation to
purchase stock in any such corporations ;

“(2) such plan is approved by the stockholders of the granting corpora-
tion within 12 months before or after the date such plan is adopted ;

“(3) under the terms of the plan, no employee can be granted an option
if such employee, immediately after the optlon is grauted, owns stock pos-
gessing B percent or more of the total combined voting power or value of all
classes of stock of the employer corporation or of its parent or subsidiary cor-
poration. For purposes of this paragraph, the rules of section 425(d) shall
apply in determining the stock ownership of an individual, and stock which
the employee may purchase under outstanding options shall be treated as
stock owned by the employee ;

“(4) under the terms of the plan, options are to be granted to all employees
of any corporation whose employees are granted any of such options by
rensog %f their employment by such corporation, execept that there may be
excluded—

“(A) employees who have been employed less than 2 years,
“(B) employees whose customary employment is 20 hours or less per
week, : '
“(C) employees whose customary employment is for not more than &
months in any calendar year, and '

‘(D) officers, persons whose principal dutles consist of supervising
the work of other employees or highly compensated employees:

“(6) under the terms of the plan, all employees granted such options
shall Lave the same rights and privileges, except that the amount of stock
which may be purchased by any employee under such option may bear a uni-
form relationship to the total compensation, of employees, and the plan may
form relationship to the total compensation, or the basle-or regular rate of
compensation, of employees, and the plan may provide that no employee
may purchase more than & maximum amount of stock fixed under the plan;

“(6) ;mdel- the terms of the plan, the option price is not less than the
lesser of—

“(A) an amount equal to 85 percent of the fair market value of the
stock at the time such option is granted, or :

“(B) an amount which under the terms of the option may not be
less than 85 percent of the fair market value of the stock at the time
such option is exerciged ; . .

“(7) under the tenns 6f the plan, such option cannot be exercised after the
expiration of— -

“(A) b years from the date such optlon is granted if, under the terms
of such plan, the option price is to be not less than 85 percent of the
fair market value of such stock at the time of the exercise of the option,

or . .
“(B) 27 months from the date such option is granted, if the option
price is not determinable in the manner described in subparagaph (A) ;
“(8) under the terms of the plan, no employee may be granted an option
which permits his rights to purchase stock under all such plans of his em-
ployer corporation and its parent and subsidiary corporations to accrue at
a rate which exceeds $25,000 of fair market value of such stock (determined
at the time such option is granted) for each calendar year in which such
option is outstanding at any time. For purposes of this paragraph—

““(A) the right to purchase stock under an option accrues when the
option (or any portion thereof) first becomes exercisable during the
calendar year;

“(B) the right to purchase stock under an optlon accrues at the
rate provided in the option, but in no case may such rate exceed $25,000
of fair market value of such stock (determined at the time such option
is granted) for any one calendar year ; and
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“(B) a written plan adopted and approved before June 12, 1963,
wlgch)(as of June 12, 1963, and as of the date of the granting of the
option)—

(i) met the requirements of paragraphs (4) and (5) of section
423(b), or
*(il) was being administered in a way which did not discriminate
in favor of officers, persons whose principal duties consist of super-
vising the work of other employeces, or highly compensated em-
ployees.
“8EC, 425, DEFINITIUNS AND SPECIAL RULES.

“(a) CorrORATE REORGANIZATIONS, LiQuinations, K1c.—For purposes of this
part, the term ‘issuing or assuming a stock option in a transaction to which
section 425(a) applies’ means a substitution of a new option for the old option,
or an assumption of the old option, by an employer corporation, or a parent
or subgidiary of such corporation, by reason of a corporate merger, consolida-
t}(m, acquisition of property or stock, separation, reorganization, or liquidation,

(1) the excess of the aggregate fair market value of the shares subject
to the option immediately after the substitution or assumption over the
aggregate option price of such shares is not more than the excess of the
aggregate fair market value of all shares subject to the option immediately
hefore such substitution or assumption over the aggregate option price
of such shares, and

“(2) the new option or the assumption of the old option does not
give the employee additional benefits which he did not have under the
old option.

For purposes of this subsection, the parent-subsidiary rvelationship shall be
determined at the time of any such transaction under this subsection.

“(b) AcquisitioN oF NEwW STOCK.—Ior purposes of this part, if stock is re-
ceived by an individual in a distribution to which section 305, 354, 355, 356, or 1036
(or so much of section 1031 as relates to section 1036) applies, and such distri-
bution was made with respect to stock transferred to him up on his exercise of
the option, such stock shall be considered as having heen transferred to him
on hig exercise of such option. A similar rule shall be applied in the case of
a serles of such distributions. .

“(¢) DISPOSITION.—

“(1) IN GENERAL.—Except ag provided in paragraph (2), for purposes
of this part, the term ‘disposition’ includes a sale, exchange, gift, or a
transfer of legal title, but does not include—

“(A) a transfer from a decedent to an estate or a transfer by bequest
or inheritance;

“(B) an exchange to which section 354, 355, 356, or 1036 (or so
much of section 1031 as relates to section 1036) applies or

“(0) a mere pledge or hypothecation.

“(2) JoinT TENANCY.—The acquisition of a share of stock in the name
of the employee and another jointly with the right of survivorship or a
subsequent transfer of a share of stock into such joint ownership shall not
be deemed a disposition, but a termination of such joint tenancy (except
to the extent such employee acquires ownership of such stock) shall be
treated as a disposition by him occurring at the time such joint tenancy
is terminated.

“(d) ATTRIBUTION OF STOCK OwNERSHIP.—For purposes of this part, in apply-
ing the percontage lmitations of sections 422(b) (7), 423(b)(3), and
424(b) (3)—

“(1) the individual with respect to whom such limitation is being deter-
mined shall be considered as owning the stock owned, directly or indirectly,
by or for his brothers and sisters (whether by the whole or half blood),
spouse, ancestors, and lineal descendant ; and

“(2) stock owned, directly or indirectlv, by or for a corporation, partner-
ship, estate, or trust shall be considered as being owned proportionately
by or for its shareholders, partners, or beneficiaries.

“(e) PARENT CORPORATION.—For purposes of this part, the term ‘parent cor-
poration’ means any corporation (other than the cmployer corporation) in an
unbroken chain of corporations ending with the employer corporation if, at the
time of the granting of the option, each of the corporations other than the
employer corporation owns stock possessing 50 percent or more of the total com-
bined voiting power of all classes of stock in one of the other corporations in
such chain.
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“(f) SubpsipiArRy COBRPORATION.—For purposes of this part, the term ‘subsidi-
ary corporation’ means any corporation (other than the employer corporation)
in an unbroken chain of corpurations beginning with the employer corporation
if, at the time of the granting of the option, each of the corporations other
than the last corporation in the unbroken chain owns stock possessing 50 percent
or more of the total combined voting power of all classes of stock in one of the
other corporations in such chain.

“(g) SPECIAL RULE FOR APPLYING SUBBECTIONS (e) AND (f).—In applying
subsections (e) and (f) for purposes of section 422(a) (2), 423(a) (2), and
424(a) (2), there shall be substituted for the term ‘employer corporation’
wherever it appears in subsections (e) and (f) the term ‘grantor corporation’,
or the term ‘corporation issuing or assuming a stock option in a transaction to
which section 425 (a) applies, as the case may be.

‘“(h) MODIFIOATION, EXTENSION, OB RENEWAL OF OPTION.—

‘(1) IN gENERAL.—For purposes of this part, if the terms of any option
to purchase stock are modified, extended, or renewed, such modification,
extension, or renewal shall be considered as the granting of a new option.

“(2) SPECIAL RULES FOR SECTIONS 423 AND 424 OPTIONS.—

“(A) In the case of the transfer of stock pursuant to the exercise
of an option to which section 423 or 424 applies and which has been
g0 modified, extend, or renewed, then, except as provided in subpara-
graph (B), the fair market value of such stock at the time of the
granting of such option shall be considered as whichever of the following
is the highest:

‘(1) the fair market value of such stock on the date of the
original granting of the option,

“(ii) the fair market value of such stock on the date of the
making of such modification, extension, or renewal, or

‘(iif) the fair market value of such stock at the time of the
making of any intervening modification, extension, or renewal.

“(B) Subparagraph (A) shall not apply with respect to a modifica-
tion, extension, or renewal of a restricted stock option before June 12,
1963 (or after June 11, 1963, if made pursuant to a binding written
contract entered into before June 12, 1963), if the aggregate of the
monthly average fair market values of the stock subject to the option
for the 12 consecntive calendar months before the date of the modifi-
cation, extension, or renewal. divided by 12, is an amount less than 80
percent of the fair market value of such stock on the date of the orig-
inal granting of the option or the date of the making of any intervening
modification, extension, or renewal, whichever is the highest.

“(3) DEFINITION OF MODIFICATION.—The term ‘modification’ means any
change in theh terms of the option which gives the employee additional
benefits under the option, but such term shall not include a change in the
terms of the option— ’

(A) attributable to the issuance or assumption of an option under
subsection (a) ; or )

“(B) to permit the option to qualify under sections 422(b) (8), 423
(b) (9), and 424 (b) (2).

If a restricted stock option is exercisable after the expiration of 10 years from
the date such option is granted, subparagraph (B) shall not apply unless the
terms of the option are also changed to make it not exercisable after the ex-
piration of such period. o

“(i) Cross REFERENOES.—

“For provisions requiring the reporting of certain acts with respect t(; a qualified
stock option, options granted under employer stock purchase plans, or a restricted
stock option, see section 6039,” : )

(b) . ADMINISTRATIVE PROVISIONS.,— e .

(1) REPORTING REQUIREMENT FOR CERTAIN OPTIONS.—Subpert A of part IXI
of subchapter A of chapter 61 (relating to information returns) is amended
by renumbering section 6039 as 8040, and by inserting after section 6038
the following new section : . _

“S8EC. 6039. INFORMATION REQUIRED IN CONNECTION WITH CERTAIN OPTIONS.

“(a) REQUIREMENT OF REPORTING.—Hvery corporation—- -

“(1)" which in any calendar year transfers a share of stock to any person
pursuant to such person’s exercise of a qualified stock option or a restricted
stock option, or
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“(C) a right to purchase stock which has accrued under one option
granted pursuant to the plan may not be carried over to any other
option ; and

“(9) under the terms of the plan, such option is not transferable by such
individual otherwise than by will or the laws of descent and distribution,
and is exercisable, during his lifetime, only by him.

Tor purposes of paragraphs (3) to (9), inclusive, where additional terms are
contained in an offering made under a plan, such additional terms shall, with
respect to options exercised under such offering, be treated as a part of the
terms of such plan,

“(c) SPECIAL RULE WHERE OpTION PRICE 18 BETWEEN 85 PERCENT AND 100
PERCENT OF VALUE OF StocK.—If the option price of a shara of stock acquired by
an individual pursuant to a transfer to which subsection (a) applies was less
than 100 percent of the fair market value of such share at the time such option
was granted, then, in the event of any disposition of such share by him which
meets the holding period requirement of subsection (a), or in the event of
his death (whenever occurring) while owning such share, there shall be
-included as compensation, and not as gain upon the sale or exchange of a capital
asset) in his gross income, for the taxable year in which falls the date of such
disposition or for the taxable year closing with hig death, whichever applies,
an amount equal to the lesser of—

“(1) the excess of the fair market value of the share at the time of such
disposition or death over the amount paid for the share under the option,

or

“(2) the excess of the fair market value of the share at the time the
option was granted over the option price.

If the option price is not fixed or determinable at the time the option is granted,
then for purposes of this subsection, the option price shall be determined as if
the option were exercised at such time. In the case of the disposition of such
share by the individual, the basis of the share in his hands at the time of such
disposition shall be increased by an amount equal to the amount so includible
in his gross income.
“SEC. 424, RESTRICTED STOCK OPTIONS.

“(a) IN GENERAL.—Section 421(a) shall apply with respect to the transfer of
a share of stock to an individual pursuant to his exercise after 1949 of a re-
stricted stock option, if—

‘(1) no disposttion of such share is made by him within 2 years from the
date of the granting of the option nor within 6 months after the transfer
of such share to him, and

“(2) at the time he exercises such option—

“(A) he is an employee of either the corporation granting such option
a parent or subsidiary corporation of such corporation, or a corporation
or a parent or subsidiary corporation of such cornoration issuing or
assuming a stock option in a transaction to which section 425(a) applies,

or . .
“(B) he ceased to be an employee of such corporations within the
3-month period preceding the time of exercise.

“(b) RESTRICTED STOOK OpTION.—For purposes of this part, the term “re-
stricted stock option’ means an option granted after February 26, 1945, and before
June 12, 1963 (or, if it meets the requirements of subsection (c¢) (4), an option
granted after June 11, 1983), to an individual, for any reason connected with his
employment by a corporation, if granted by the employer corporation or its
parent or subsidiary corporation, to purchase stock of any of such corporations,
but only if—

“(1) at the time such option is granted—

‘““(A) the option price is at least 85 percent of the fair market value
at such time of the stock subject to the option, or

“(B) in the case of a variable price option, the option price (com-
puted as if the option had been exercised when granted) is at least 85
percent of the fair market value of the stock at the time such option is
granted ; .

“(2) such option by its terms is not transferable by such individual other-
wise than by will or the laws of descent and distribution, and is exercisable,
during his lifetime, only by him ;

“(3) such individual, at the time the option is granted, does not own
stock possessing more than 10 percent of the total combined voting power of

»
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all classes of stock of the employer corporation or of its parent or subsidiary
corporation. This paragraph shall not apply if at the time such option is
granted, the option price is at least 110 percent of the fair market value
of the stock subject {0 the option, and such option either by its terms is not
exercisable after the expiration of § years from the date such option is
granted or is exercised within one year after August 16, 1954, For purposes
of thig paragraph, the pre ovisiong of section 425(d) shall apply in determin-
ing the stock ownership of an individual; and

“(4) such optiton by its terms is not c\mdsnb]o nftor the expiration of 10
years from the date such option is granted, if such option has been granted
on or after June 22, 1954.

‘“(¢) SrECIAL RULES.—

“(1) OPTIONS UNDER WHICII OPTION PRICE IS BETWEEN 85 PERCENT AND 90
PERCENT OF VALUE OF 8TOOK.—If no disposition of a share of stock acquired by
an individual on his exercise after 1949 of a restricted stock option is made by
him within 2 years from the date of the granting of the option nor within 6
months after the transfer of such shave to him, but, at the time the restricted
stock option was granted, the option price (computed under subsection (b)
(1)) was less than 95 percent of the fair market value at such time of such
share, then, in the event of any disposition of such share by him, or in the
event of his death (whenever occurring) while owning such share, there
shall be included as compensation (and not as gain upon the sale or ex-
change of a capital asset) in his gross income, for the taxable year in which
falls the date of such disposition or of the taxable year closing with his death,
whichever applies—

*(A) in the case of a share of stock acquired under an option qualify-
ing under subsection (b) (1) (A), an amount equal to the amount (if
any) by which the option price is exceeded by the lesser of—

“(i) the fair market value of the share at the time of such dispo-
sition or death, or

“(ii) the fair market value of the share at the time the option
was granted ; or

“(B) in the case of stock acquired under an option qualifying under
subsection (b) (1) (B), an amount equal to the lesser of —

*(i) the excess of the fair market value of the share at the time
of such disposition or death over the price paid under the option,
or

“(ii) the excess of the fair market value of the share at the
time the option was granted over the option price (computed as
if the option had been exercised at such time).

In the case of a disposition of such share by the individual, the basis
of the share in his hands at the time of such disposition shall be increased
by an amount equal to the g&mount so includible in his gross income.

“(2) STOCKHOLDER APPROVAL.—Ior purposes of this section, if the grant
of an option is subject to approval by stockholders, the date of grant of
the option shall be determined as if the option had not been subject to
such approval.

“(3) VARIABLE PRICE OPTION.—For purposes of subsection (b) (1), the
term ‘variable price option’ means an option under which the purchase
price of the stock is fixed or determinable under a formula in which the
only variable is the fair market value of the stock at any time during
o period of 6 months which includes the time the option is exercised;
except that in the case of options granted after September 30, 1958, such
term does not include any such option in which such formula provides
for determining such price by reference to the fair market value of the
stock at any time before the option is exercised if such value may be
greater than the average fair market value of the stock during the calendar
month in which the option is exercised.

“(4) CERTAIN OPTiONS GRANTED AFTER JUNE 11, 1963.—For purposes of
subsection (b), an opti~rn granted after June 11, 1963, meets the require-
ments of this paragraph if granted pursuant to—

“(A) a binding written contract entered into before June 12, 1963,
or
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“(2) which in any ealendar year records (or has by its agent recorded)
a transfer of the legal title of a share of stock—

“(A) acquired by the transferor pursuant to his exercise of an option
deseribed in section 423 (¢) (relating to speclial rule where option price
is between 85 percent and 100 percent of value of stock), or

“(B) acquired by the transferor pursuant to his exercise of a re-
stricted stock option desecribed in section 424(c¢) (1) (relating to options
under which option price is between 85 percent and 95 percent of value
of stock),

shall, for such calendar year, make a return at such time and in such manner,
and setting forth such information, as the Seeretary or his delegate may by
regulations preseribe,  IFor purposes of the preceding sentence, any option which
n corporation treats as a qualified stock option, a restricted stock option, or an
option granted under an employee stock purchase plan, shall be deemed to be
sueh an option. A return is required by reason of a transfer described in para-
graph (2) of a share only with respect to the first transfer of such share by
the person who exercised the option.

(b)) SrartEMENTS To Be IPurnNisued 1o PERsoNs Wrrnr Respect 10 WHOM
INFORMATION Is IMurNisHED—Ivery corporation making a return under sub-
spetion () shall furnish to each person whose name is set forth in such return
a written statement setting forth such information as the Secretary or his dele-
gute may by regulations prescribe. ‘I'he written statement required under the
preceding sentence shall be furnished to the person on or before January 31 of
the year following the ealendar year for which the return under subsection (a)
was miude,

“() IDENTIFICATION OF STOoCK.—Any corporation which transfers any share
of stock pursuant to the exercise of an optien described In subsection (a) (2)
shall identify such stock in a manner adequate to carry out the purposes of
this section.

“(d) Cross REFERENCES,—

“For definition of—

“(1) The term ‘qualified stock option’, see section 422(b).
“(2) The term ‘employee stock purchase plan’, see section 423(b).
“(3) The term ‘restricted stock option’, seo section 424(b).”

(2) PENALTIES FOR FAILURE T0 FILE INFORMATION RETURNS.—Section
6652 (a) (relating to failure to fite certain information returns) is amended

to read as follows:

“(n) RETURNS RELATING TO PAYMENTS OF DIVIDENDS, Ii1C., AND CERTAIN TRANS-
rERS oI ST10cK.—In the case of each failure to flle a statement of—

“(1) the aggregate amount of payments to another person required by
section 6042(a) (1) (relating to payments of dividends aggregating $10
or more), section 6044 (a) (1) (relating to payments of patronage dividends
aggregating $10 or more, or section 6049(a) (1) (relating to payments of
interest aggregating $10 or more), or

“(2) the transfer of stock or the transfer of legal title of stock required
by section 6039 (relating to information in connection with certain options),

on the date presceribed therefor (determined with regard to any extension of time
for filing), unless it is shown that such failure is due to veasonable cause and
not to witlful neglect, thexe shall be paid (upon notice and demand by the Secre-
tary or his delegate and in the same manner as tax), by the person failing to
so 1lle the statement, $10 for each such statement not so filed, but the total
amount imposed on the delinquent person for all such failures during any
calendar year shall not exceed $25,000.”

(3) PENALTIES FOR FAILURE TO FURNISII STATEMENTS TO PERSONS WITH
RESPECT TO WHOM RETURNS ARE FILED.—Section 6078 (relating to fallure to
furnish certain statements) is amended—

(A) by striking out “section 6042(c),” and inserting in lieu thereof
“section 6039 (b), 6042(c),”; and

(B) by striking out “section 6042(a) (1),” and inserting in lieu
thereof *section 6039 (a), 6042(a) (1),".

(¢) TECHNICAL AMENDMENTS.—

(1) Section 402(n) (3) (B) (relating to taxability of beneficiary of em-
ployees’ trust) is amended by striking out “section 421(ad) (2) and (8)” and
inserting in lieu thereof “subsections (e) and (f) of section 425”.
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(2) 'The last sentence of subparagraph (13) of section (91(c¢) (2) (relating
Lo aliowance of deduction for estate tax in case of items constituting income
in respect of a decedent) iy amended to vead as follows: “Such net value
shall be determined with respect to the provisions of section 421(c) (2),
relating to the deduction for estate tax with respect to stock options to
which part IT of subchapter D applies.”

(d) CrLERICAL AMENDMENTS.—~-
(1) The table of parts for subchapter D of chapter 1 is amended by strik-
ing out
“Part II. Miscellaneous provisions,”
and inserting in lieu thereof the following:
“Part II, Certaln stock options.”

(2) The table of sections for subpart A of part 11 of subchapter A of
chapter 61 is amended by striking out
“See. 6039, Cross references.”

and inserting in lleu thereof :

*See. 6039, Information vequired in connection with certain options,
“Sec. 6040. Cross references.”

(e) LFrecTIVE DATE~—

(1) Except as provided in paragraph (2), the amendments made by this
section shall apply to taxable years ending after June 11, 1963,

(2) The amendments made by subsection (b) shall apply to stock trans-
ferved pursuant to options exercised on or after January 1, 1064,

SEC. 215. INTEREST ON CERTAIN DEFERRED PAYMENTS.

(a) IN GrNErsAL—DPart 1II of subchapter I3 of chapter 1 (relating to account-
ing periods und methods of accounting) fs amended by adding at the end thereof
the following new section :

“SEC, 483, INTEREST ON CERTAIN DEFERRED PAYMENTS.

“(a) AnMOUNT CONSTITUTING INTEREST—For purposes of this title, in the case
of any contract for the sale or exchange of property there shall be treated as
interest that part of a payment to which this section applies which bears the
stume ratio to the amount of such payment as the total unstated interest under
such contract bears to the total of the payments to which this section applies
which are due under such contract.

“(b) "TorAL UNSTATED INTEREST.—For purposes of this section, the term ‘total
unstated interest’ means, with respect to a contract for the sale or exchange of
property, an amount equal to the excess of—

“(1) the sum of the payments to which this section applies which are due
under the contraet, over

“(2) the sum of the present values of such payments and the present
values of any interest payments due under the contract.

For purposes of paragraph (2), the present value of a payment shall be de-
termined, as of the date of the sale or exchange, by discounting such panyment at
the rate, and in the manner, provided in regulations preseribed by the Secretary
or his delegate., Such regulations shall provide for discounting on the basis of
G-month brackets and shall provide that the present value of any interest pay-
ment due not more than 6 months after the date of the sale or exchange is an
amount equal to 100 percent of such payment,

‘“(¢) PAYMENTS T0 WIIICH SECTION APPLIES.—

“(1) IN GgENERAL.—IXcept as provided in subsection (f), this section shall
apply to any payment on account of the sale or exchange of property which
constitutes part or all of the sales price and which is due more than 6
months after the date of such sale or exchange under a contract—

“(A) under which some or all of the payments are due more than
one yenr after the date of such sale or exchange, and -

“(B) under which, using a rate provided by regulations prescribed by
the Secretary or his delegate for purposes of this subparagraph, there is
total unstated interest.

Any rate prescribed for determining whether there is total unstated interest
for purposes of subparagraph (B) shall be at least one percentage point
lower than the rate prescribed for purposes of subsection (b) (2).
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“(2) TREATMENT OF EVIDENCE OF INDEBTEDNESS.—For purposes of this sec-
tion, an evidence of indebtedness of the purchaser given in consideration for
the sale or exchange of property shall not be considered a payment, and any
payment due under such evidence of indebtedness shall be treated as due
under the contract for the sale or exchange.

“(d) PAYMENTS THAT ARV INDEFINITE AS T0 TIME, LIABILITY, OR AMOUNT.—In
the case of a contract for the sale or exchange of property under which the lia-
bility for, or the amount or due date of, any portion of a payment cannot be de-
termined at the time of the sale or exchange, this section shall be separately
applied to such portion as if it (and any amount of interest attributable to such
portion) were the only payments due under the contract; and such determina-
tions of liability, amount, and due date shall be made at the time payment of
such portion is made,

*“(e) CHANGE IN TERMS oF CoNTRACT.~—If the liability for, or the amount or
due date of, any payment (including interest) under a contract for the sale or
exchange of property is changed, the ‘total unstated interest’ under the contract
shall be recomputed and allocated (with adjustment for prior interest (including
unstated interest) payments) under regulations prescribed by the Secretary
or his delegate.

“(£) BXCEPTIONS AND LIMITATIONS.—

“(1) SaLEs PRICE OF $3,000 or LEss.—This section shall not apply to any
payment on account of the sale or exchange of property if it can be de-
termined at the time of such sale or exchange that the sales price cannot
exceed $3,000.

“(2) CARRYING CHARGES.—In the case of the purchaser, the tax treatment
of amounts paid on account of the sale or exchange of property shall be
made without regard to this section if any such amounts are treated under
section 163 (b) as if they included intcrest,

“(3) TREATMENT OF SELLER.—In the case of the seller, the tax treatment
of any amounts received on account of the sale or exchange of property shall
be made without regard to this section if no part of any gain on such sale or
exchange would be considered as gain from the sale or exchange of a capital
asset or property deseribed in section 1231,

‘“(4) SALES OR EXCHANGES OF PATENTS.—This section shall not apply to any
payments made pursuant to a transfer described in section 1235(a) (relating
to sale or exchange of patents).

*(5) AnnNvurTies.—This section shall not apply to any amount the liability
for which depends in whole or in part on the life expectancy of one or more
individuals and which coustitutes an amount received as an annuity to
which section 72 applies.” :

(b) CrLERIOAL AMENDMENT.—The table of sections for such part is amended
by adding at the end therof the following new item:

“Sec, 483. Interest on certain deferred payments.”

(¢) CerTAIN CARRYING CHARGES.~—The first sentence of section 163(b) (1) (re-
lating to installment purchases where interest charge is not separately stated)
is amended by striking out “personal property is purchased” and inserting in
lieu thereof “personal property or services are purchased”. -

(d) ErrFecTIVE DATES.—The amendments made by subsections (a) and (b)
shall apply to payments made after December 31, 1963, on account of sales or
exchanges of property occurring after June 30, 1963. 'The amendment made by
subsection (c) shall apply to payments made during taxable years beginning
after December 31, 1963.

SEC. 216. PERSONAL HOLDING COMPANIES,

(a) PERSONAL HorpiNG CoMPANY TAx RaTE-—Section 541 (relating to im-
position of personal holding company tax) is amended by striking out “tax
equal to” and all that follows and inserting in Heu thereof: “tax equal to
70 percent of the undistributed personal holding company income.”

(b) DEFINITION OF PERSONAL Horpine CoMpANY.—Paragraph (1) of section
542(a) (relating to the gross income requirement for personal holding com-
pany purposes) is amended to read as follows: :

“(1) ADJUSTED ORDINARY GROSS INCOME REQUIREMENT.—AL least 60 per-
cent of its adjusted ordinary gross income (as defined in section 543(b)
(2)) for the taxable year is personal holding company income (as defined
in section 548(a)), and”.

]
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(¢) ExcLubpEp CORPORATIONS,—

(1) DOMESTIC BUILDING AND LOAN ASSOOIATIONS.—Paragraph (2) of sec-
tion 542(c) (relating to corporations excepted from the definition of per-
sonal holding company) is amended to read as follows:

*(2) a bank as defined in section 581, or a domestic building and loan
association within the meaning of section 7701(a) (19) without regard to
subparagraphs (D) and (E) thereof;”.

(2) LENDING AND FINANCE COMPANIES.—Section 542(c) is amended by
striking out paragraphs (6), (7), (8), and (9), by renumbering paragraphs
(10) and (11) as paragraphs (7) and (8), and by inserting after para-
graph (5) the following new paragraph :

“(6) a lending or finance company if— )

“(A) 60 percent or more of its ordinary gross income (as defined in
section 543(b) (1)) is derived directly from the active and regular con-
duct of a lending or finance business;

*“(B) the personal holding company income for the taxable year
(computed without regard to income described in subsection (d) (3)
and income derived directly from the active and regular conduct of
a lending or finance business, and computed by including as personal
holding company income the entire amount of the gross income from
rents, royalties, produced film rents, and compensation for use of
corporate property by shareholders), plus the interest described in
section 543(b) (2) (C), is not more than 20 percent of the ordinary
gross income;

*“(C) the sum of the deductions which are directly allocable to the
active and regular conduct of its lending or finance business equals or
exceeds the sum of— '

“(i) 15 percent of so much of the ordinary gross income derived
therefrom as does not exceed $500,000, plus

“(ii) 5 percent of so much of the ordinary gross income derived
therefrom as exceeds $500,000 but not $1,000,000; and

“(D) the loans to a person who is a shareholder in such company
during the taxable year by o: for whom 10 percent or more in value
of its outstanding stock is owned directly or indirectly (including, in
the case of an individual, stock owned by members of his family as
defined in section 544(a) (2), outstanding at any time during such
year do not exceed $5,000 in principal amount ;”.

(3) SPECIAL RULES FOR SECTION 542(0) (6).—Section 542 i amended by
adding at the end thereof the following new subsection:

*“(d) SPECIAL RULES FOR APPLYING SUBSECTION (¢) (6).—

‘(1) LENDING OR FINANCE BUSINESS DEFINED.—

“(A) IN oENERAL.—Bxcept as provided in subparagraph (B), for
purposes of subsection (c¢) (6), the term ‘lending or finance business’
means a business of— ’

“(1) making loans, or
“(il) purchasing or discounting accounts receivable, notes, or
installment obligations.

“(B) ExceprioNs.—For purposes of subparagraph (A), the term
‘lending or finance business’ does not include the business of—

“(i) making loans, or purchasing or discounting accounts re-
ceivable, notes, or installment obligations, if (at the time of the
loan, purchase, or discount) the remaining maturity exceeds 60
months, or

“(ii) making loans evidenced by, or purchasing, certificates of
indebtedness issued in a series, under a trust indenture, and in
registered form or with interest coupons attached.

For purposes of clause (i), the remaining maturity shall be treated as
including any period for which there may be a remewal or extension
under the terms of an option exercisable by the borrower.

“(2) BusiNESS DEDUOTIONS.—For purposes of subsection (c)(6) (C), the
deductions which may be taken into account shall include only—

“(A) deductions which are allowable only by reason of section 162
or section 404, except there shall not be included any such deduction
in respect of compensation for personal services rendered by share-
holders (including members of the shareholder’s family as described in
section 544 (a) (2)), and ' o
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“(B) deductions allowable under section 167, and deductions allow-
able under gection 164 for real property taxes, but in either case only
to the extent that the property with respect to which such deductions
are allowable is used directly in the active and regular conduct of the
lending or finance business.

“(8) INCOME RECEIVED FROM CERTAIN DOMESTIC SUBRIDIARIES.—For purposes
subsection (c¢) (8) (B), in the case of a lending company which is authorized
to engage in and is actively and regularly engaged in the small loan business
(consumer finance business) under one or more State statutes providing
for the direct regulation of such business, and which meets the requirements
of subsection (c) (6) (A), there shall not be treated as personal holding
company income the lawful income received from domestic subsidiary cor-
porations (of which stock possessing at least 80 percent of the voting power
of all classes of stock and of which at least 80 percent of each class of
nonvoting stock is owned directly by such lending company) which are
themselves excepted under subsection (c) (6).”

(d) PersonAn HoLpine CoMPANY INcoME—Subsections (a) and (b) of
section 543 (relating to personal holding company income) are amended to read
as follows:

“(a) GENERAL RULE.—TFor purposes of this subtitle, the term ‘personal holding
company income’ means the portion of the adjusted ordinary gross income which
consists of :

“(1) DivipeEnps, Erc.—Dividends, interest, royalties (other than mineral,
oil, or gas royalties or copyright royalties), and annuities. This paragraph
shall not apply to—

“(A) interest constituting rent (as defined in subsection (b) (3)),

“(B) interest on amounts set aside in a reserve fund under section
511 or 607 of the Merchant Marine Act, 1936, and

“(C) a dividend distribution of divested stock (as defined in sub-
section (e) of section 1111), but only if the stock with respect to
which the distribution is made was owned by the distributee on Septem-
ber 6, 1961, or was owned by the distributee for at least 2 years before
the date on which the antitrust order (as defined in subsection (d)
of section 1111) was entered.

“(2) ReENnT8.—The adjusted income from rents ; except that such adjusted
income shall not be included if—

“(A) such adjusted income constitutes 50 percent or more of the
adjusted ordinary gross income, and

“(B) the personal holding company income for the taxable year
(computed without regard to this paragraph and paragraph (6), and
computed by included as personal holding company income copyright
royalties and the adjusted income from mineral, oil, and gas royalties)
is not more than 10 percent of the ordinary gross income.

“(3) MINERAL, OIL, AND GAS ROYALTIES.—The adjusted income from min-
eral, oil, and gas rovnltxes except that such adjusted income shall not be
include(l if—

“(A) such adjusted income constitutes 50 percent or more of the
adjusted ordinary gross income,

“(B) the personal holding company income for the taxable year
(computed without regard to this paragraph, and computed by including
as personal holding company income copyright royalties and the ad-
justed income from rents) is not more than 10 percent of the ordinary
gross income, and

“(C) the sum of the deductions which are allowuble under section
162 (relating to trade or business expenses) other than—

“(1) deductions for compensation for personal services rendered
by the shareholders, and
“(il) deductions which are specifically allowable under sections
other than section 162,
equals or exceeds 15 percent of the adjusted ordinary gross income.

“(4) COPYRIGHT ROYALTIES. —Copyrlght royalties except that copyright
royalties shall not be included if—

“(A) such royalties (execlusive of rovaltles received for the use of,
or right to use, copyrights or interests in copyrights on works created
in whole, or in part, by any shareholder) constitute 50 percent or more

of the ordinary gross income, ,
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“(B) the personal holding company income for the taxable year
computed—

“(i) without regard to copright royalties, other than royalties
received for the use of, or right to use, copyrights or interests in
copyrights in works created in whole, or iu part, by any shareholder
owning more than 10 percent of the total outstanding capital stock
of the corporation,

“(ii) without regard to dividends from any corporation in which
the taxpayer owns at least 50 percent of all classes of stock entitled
to vote and at least 50 percent of the total value of all classes of
stock and which corporation meets the requirements of this sub-
paragraph and subparagraphs (A) and (C), and

“(iii) by including as personal holding company income the
adjusted income from rents and the adjusted income from mineral,
oil, and gas royalties,

is not more than 10 percent of the ordinary gross income, and
*(C) the sum of the deductions which are properly allocable to such
royalties and which are allowable under section 162, other than—

“(i) deductions for compensation for personal services rendered
by the shareholders,

“(ii) deductions for royalties paid or accrued, and

“(iii) deductions which are specifically allowable under sections
other than section 162,

equtlls or exceeds 25 pﬂrcent of the amount by which the ordinary gross
income exceeds the sum of the royalties paid or accrued and the amounts
allowable as deductions under scection 167 (relating to depreciation)
with respect to copyright royalties.
For purposes of this subsection, the term ‘copyright royalties’ means
compensation, however designated, for the use of, or the right to use, copy-
rights in works protected by copyright issued under title 17 of the United
States Code (other than by reason of section 2 or 6 thereof) and to which
copyright protection is also extended by the laws of any country other than
the United States of America by virtue of any international treaty, conven-
tion, or agreement, or interests in any such copyrighted works, and includes
payments from any person for performing rights in any such copyrighted
work and payments (other than produced film rents as defined in paragraph
(5) (B)) received for the use of, or right to use, films. For purposes of this
paragraph, the term ‘shareholder’ shall include any person who owns stock
within the meaning of section 544.

“(5) PRODUCED FILM RENTS.—

“(A) Produced filin rents; except that such rents shall not be included
if such rents constitute 50 percent or more of the ordinary gross income.

“(B) For purposes of this section, the term produced filln rents’
means payments received with respect to an interest in a film for the
use of, or right to use, such film, but only to the extent that such inter-
est was acquired before substantial completion of production of such
film.

“(6) USE OF CORPORATION PROPERTY BY SHAREHOLDER.—Amounts received
as compensation (however designated and from whomsoever received) for
the use of, or right to use, property of the corporation in any case where,
at any time during the taxable year, 25 percent or more in value of the out-
standing stock of the corporation is owned, directly or indirectly, by or for
an individual entitled to the use of the prop-rty; whether such right is
obtained directly from the corporation or by means of a sublease or other
arrangement. This paragraph shall apply only to a corporation which has
personal holding company income for the taxable year (computed without
regard to this paragraph and paragraph (2), and computed by including
as personal holding company income copyright royalties and the adjusted
income from mineral, oil, and gas royalties) in excess of 10 percent of its
ordinary gross income. i

“(7) PERSONAL BERVICE CONTRACTS.—

“(A) Amounts received under a contract under which the coipora-
tion is to furnish personal services; if some person other than the cor-
poration has the right to designute (by name or by description) the
mdivndunl who is to perform the services, or if the individual ‘who is
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to perform the services is designated (by name or by description) in
the contract; and

“(B) amounts received from the sale or other disposition of such a
contract.

This paragraph shall apply with respect to amounts received for services
under a particular contract only if at some time during the taxable year
25 percent or more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for the individual who has performed,
is to perform, or may be designated (by name or by description) as the one
to perform, such services.

“(8) KSTATES AND TRUSTS.—Amounts includible in computing the taxable
income of the corporation under part I of subchapter J (sec. 641 and foliow-
ing, relating to estates, trusts, and beneficiaries).

“(b) DEeFINITIONS.—F0or purposes of this part—

“(1) ORDINARY GROSS INCOME.~—The term ‘ordinary gross income’ means
the gross income determined by excluding—

“(A) all gains from the sale or other dlsposltion of capital assets,
and

“(B) all gaing (other than those referred to in subparagraphs (A))
cfronl] l:;he sale or other disposition of property described in section
1231(b).

“(2) ADJUSTED ORDINARY GROSS INCOME.—The term ‘adjusted ordinary
gross income’ means the ordinary gross income adjusted as follows:

“(A) RENTs.—From the gross income from rents (as defined in the
second sentence of paragraph (3) of this subsection) subtract the
amount allowable as deductions for—

‘(1) exhaustion, wear and tear, obsolescence, and amortization,

“(1i) property taxes,

*(1il) interest, and

“(iv) rent.

to the extent allowable, under regulations prescribed by the Secretary
or his delegate, to such gross income from rents, The amount subtracted
under this subparagraph shall not exceed such gross income from
rents.

“(B) MINERAL ROYALTIES, ETC.—From the gross income from mineral,
oil, and gas royalties described in subsection (a) (3), and from the gross
income from working interests in an oil or gas well, subtract the amount
allowable as deductions for— )

‘(i) exhaustion, wear and tear, obsolescence, amortization, and
depletion,

“(il) property and severance taxes,

“(iii) Interest, and

“(iv) rent.

to the extent allocable, under regulations prescribed by the Secretary
or his delegate, to such gross income from royalties or such gross income
from working interests in oil or gas wells. The amount subtracted under
this subparagraph with respect to royalties shall not exceed the gross
income from such royalties, and the amount subtracted under this sub-
paragraph with respect to working interests shall not exceed the gross
income from such working interests.

“(C) InTEREST.—There shall be excluded—

“(i) interest received on a direct obligation of the United States
held for sale to customers in the ordinary course of trade or busi-
ness by a regular dealer who is making a primary market in such
obligations, and

“(1) interest on a condemnation award, a judgment, and a tax
refund.

“(3) ADJUSTED INCOME FROM RENTS.—The term ‘adjusted income from
rents’ means the gross income from rents, reduced by the amount subtracted
under paragraph (2) (A) of this subsection. For purposes of the preceding
gentence, the term ‘rents’ means compensation, however designated, for the
use of, or right to use, property, and the interest on debts owed to the cor-
poration, to the extent such debts represent the price for which real property
held primarily for sale to customers in the ordinary course of its trade or
business was sold or exchanged by the corporation; but does not include
amounts constituting personal holding company income under subsection

¢
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(a) (6), nor copyright royalties (as defined in subsection (a) (4)), nor pro-
duced film rents (as defined in subsection (a) (5) (B)).

“(4) ADJIUSTED INCOME FROM MINERAL, OIL, AND GA8 ROYALTIES.—The term
‘adjusted income from mineral, oil, and gas royalties’ means the gross in-
come from such royalties, reduced by the amount subtracted under para-
graph (2) (B) of this subsection in respect of such royalties.”

(e) ForeioN PERSONAL HoLpiNg CoMPANY INCOME AND STOCK OWNERSHIP,.—
Section 533 (relating to forelgn personal holding company income) and section
534 (relating to stock ownership) are amended to read as follows:

“SEC., 553. FOREIGN PERSONAL HOLDING COMPANY INCOME.

“(a) ForeleN PensoNAL IToLpiNg CoMPANY INcome—For purposes of this
subtitle, the term ‘foreign personal holding company income’ means that portion
of the gross income, determined for purposes of section 552, which consists of :

“(1) DivipENDS, ET0.~—Dividends, interest, royalties, and annuities. This
paragraph shall not apply to a dividend distribution of divested stock (as
defined in subsection (e) of section 1111) but only if the stock with respect
to which the distribution is made was owned by the distributee on September
0, 1961, or was owned by the distributee for at least 2 years before the date
on which the antitrust order (as defined in subsection (d) of section 1111)
was entered,

“(2) STOCK AND SECURITIES TRANSACTIONS.—Except in the case of regular
dealers in stock or securities, gains from the sale or exchange of stock or
securities.

“(8) CoMMODITIES TRANSACTIONS.—Gaing from futures transactions in
any commodity on or subject to the rules of a board of trade or commodity
exchange. This paragraph shall not apply to gains by & producer, processor,
merchant, or handler of the commodity which arise out of bona fide hedging
transactions reasonably necessary to the conduct of its business in the
manner in which such business is customarily and usually conducted by
others.

“(4) ESTATES AND TRUSTS8.—Amounts includible in computing the taxable
income of the corporation under part I of subchapter J (sec. 641 and follow-
ing, relating to estates, trusts, and beneficiaries) ; and gains from the sale
or other disposition of any interest in an estate or trust.

“(5) PERSONAL SERVICE CONTRACTS.—

“(A) Amounts received under a contract under which the corporation
is to furnish personal services; if some person other than the corpora-
tion has the right to designate (by name or by description) the individ-
ual who is to perform the services, or if the individual who is to per-
form the services is designated (by name or by description) in the
contract; and

“(B) amounts received from the sale or other disposition of such a
contract. o ’

This paragraph shall apply with respect to amounts received for services
under a particular contract only if at some time during the taxable year 25
percent or more in value of the outstanding stock of the corporation is
owned, directly or indirectly, by or for the individual who has performed, is
to perform, or may be designated (by name or by description) as the one to
perform, such services.

“(8) USE OF CORPORATION PROPERTY BY SHAREHOLDER.-—Amounts received
as compensation (however designated and from whomsoever recelved) for
the use of, or the right to use, property of the corporation in any case where,
at any time during the taxable year, 25 percent or more in value of the out-
standing stock of the corporation is owned, directly or indirectly, by or for
an individual entitled to the use of the property; whether such right is ob-
tained directly from the corporation or by means of a sublease or other
arrangement. This paragraph shall apply only to a corporation which has
foreign personal holding company income for the taxable year, computed
without regard to this paragraph and paragraph (7), in excess of 10 per-
cent of its gross income.

“(7) Rents.—Rents, unless constituting 50 percent or more of the gross
income. For purposes of this paragraph, the term ‘rents’ means compensa-
tion, however designated, for the use of, or right to use, property; but does
not include amounts constituting foreign personal holding company income
under paragraph (6).
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“(b) LiMITATION OoN GRoSS INCOME 1N CERTAIN T'RANSAOTIONS.—For the pur-
poses of this part—

“(1) gross income and forelgn personal holding company income deter-
mined with respect to transactions described in subsection (a) (2) (relating
to gains from stock and security transactions) shall include only the excess
of gains over logses from such transactions, and

“(2) gross income and foreign personal holding company income deter-
mineu with respect to transactions described in subsection (a) (3) (relating
to gains from commodity transactions) shall include only the excess of
gains over logses from guch transactions.

“SEC, 554, STOCK OWNERSHIP,

“(a) CoNsTRUCTIVE OwNERSHIP.—I'0or purposes of determining whether a cor-
peration is a foreign personal holding company, insofar as such determination
is based on stock ownership under section 552(a) (2), section 553(a) (5), ov
section 553 (a) (8)—

(1) STOCK NOT OWNED BY INDIVIDUAL—Stock owned, dirvectly or indirectly,
by or for a corporation, partnership, estate, or trust shall be considered as
being owned proportionately by its shareholders, partners, or beneficiaries.

“(2) FAMILY AND PARTNERSHIP OWNERsSHIP.—AnN individual shall be con-
sidered as owning the stock owned, directly or indirectly, by or for his family
or by or for his partner. For purposes of this paragraph, the family of an
individual includes only his brothers and sisters (whether by the whole or
half blood), spouse, ancestors, and lineal descendants.

“(3) OrprioNs.—If any person has an option to acquire stock, such stock
shall be considered as owned by such person. Ior purposes of this para-
graph, an option to acquire such an option, and each one of a series of such
options, shall be considered as an option to acquire such stock.

*(4) APPLICATION OF FAMILY-PARTNERSHIP AND OPTION RULES.—Paragraphs
(2) and (3) shall be appHed—

“(A) for purposes of the stock ownership requirement provided in
section 552(a) (2), if, but only if, the effect is to make the corporation
a foreign personal holding company ;

“(B) for purposes of section 553(a) (5) (relating to personal service
contracts) or of section 5653(a) (6) (relating to the use of property by
shareholders), if, but only if, the effect is to make the amounts therein
referred to includible under such paragraph as foreign personal holding
company income,

“(5) CONSTRUCTIVE OWNERSHIP AS ACTUAL OWNERSHIP.—Stock construe-
titely owned by a person by reason of the application of paragraph (1) or
(3) shall, for purposes of applying paragraph (1) or (2), be treated as
actually owned by such person; but stock constructively owned by an indi-
vidual by reason of the application of paragraph (2) shall not be treated
as owned by him for purposes of again applying such paragraph in order
to mak: another the constructive owner of such stock.

“(6) OPTION RULE IN LIEU OF FAMILY AND PARTNERSHIP RULE.—If stock may
be considered as owned by an individual under either paragraph (2) or (3)
it shall be considered as owned by him under paragraph (8).

“(b) CONVERTIBLE SEOURITIES.—OQutstanding securities convertible into stock
(whether or not convertible during the taxable year) shall be considered as
outstanding stock—-

(1) for purposes of the stock ownership requirement provided in section
552(a) (2), but only if the effect of the inclusion of all such securities is to
make the corporation a foreign persona? holding company ;

“(2) for purposes of section 553(a)(5) (relating to personal service
contracts), but only if the effect of the inclusion of all such securities is to
make the amounts therein referred to includible under such paragraph as
foreign personal holding company income ; and

*(3) for purposes of section 553(a) (6) (relating to the use of property
by shareholders), but only if the effect of the inclusion of all such securities
is to make the amouuts therein referred to includible under such paragraph
as foreign personal holding company income.

The requirement in paragraphs (1), (2), and i3) that all convertible securities
must be included if any are to be included shall be subject to the exception that,
where some of the outstanding securities are convertible only after a later date
than in the case of others, the class having the earlier conversion date may be
included although the others are not included, but no convertible securities

¢
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shall be included unless all outstanding securities having a prior conversion
date are also included.”
(f) DivibeNps-PAID DEDUCTION,—

(1) Paragraph (2) of section 816(b) (relating to special rulegs for
dividend defined) is amended to read as follows:

**(2) DISTRIBUTIONS BY PERSONAL JIOLDING COMPANIES,—

“(A) Inthe case of a corporation which—

“(i) under the law applicable to the taxable year in which the
distribution is made, is a personal holding company (as defined in
section §42), or -

*(ii) for the taxable year in respect of which the distribution is
made under section §563(b) (relating to dividends paid after the .
close of the taxable year), or section 547 (relating to deficiency
dividends), or the corresponding provisions of prior law, is a per-
sonal holding company under the law applicable to such taxable
year,

the term ‘dividend’ also means any distribution of property (whether or
not a dividend as defined in subsection (a)) made by the corporation to
its shareholders, to the extent of its undistributed personal holding
company income (determined under section 545 without regard to distri-
butions under this paragraph) for such year.

“(13) For purposes of subparagraph (A), the term “distribution of
property’ includes a distribution in complete liquidation occurring
within 24 months after the adoption of a plan of liquidation, but—

‘(i) only to the extent of the amounts distributed to distributees
other than corporate shareholders, and

‘“(li) only to the extent that the corporation designates such
amounts as a dividend distribution and duly notifies such distri-
butees of such designation, under regulations prescribed by the
Secretary or his delegate, but

“(ili) not in excess of the sum of such distributees’ allocable
share of the undistributed personal holding company income for
such year, computed without regard to this subparagraph or sec-
tion 562(b).”

(2) Section 331(b) (relating to nonapplication of section 301) is amended
by ingerting after “any distribution of property” the phrase “(other than
a distribution referred to in paragraph (2) (B) of section 316(b))".

(3) Section 562(b) (relating to distributions in liquidation) is amended
to read as follows:

“(b) DISTRIBUTIONS IN LIQUIDATIONS.——

“(1) Except in the case of a personal holding company described in
section 542 or a foreign personal holding company described in section
552—

“(A) in the case of amounts distributed in liquidation, the part of
such distribution which is properly chargeable to earnings and profits
accumulated after February 28, 1913, shall be treated as a dividend
for purposes of computing the dividends paid deduction, and

“(B) in the case of a complete liquidation occurring within 24 months
after the adoption of a plan of liquidation, any distribution within such
period pursuant to such plan shall, to the extent of the earnings and
profits (computed without regard to capital losses) of the corporation
for the taxable year in which such distribution is made, be treated as
a dividend for purposes of computing the dividends paid deduction.

‘“(2) In the case of a complete liquidation of a personal holding company,
occurring within 24 months after the adoption of a plan of liquidation, the
amount of any distribution within such period pursuant to such plan shall
be treated as a dividend for purposes of computing the dividends paid
deduction, to the extent that such amount is distributed to corporate dis-
tributees and represents such corporate distributees’ allocable share of the
undistributed personal holding company income for the taxable year of such
distribution computed without regard to this paragraph and without regard
to subparagraph (B) of section 316(b) (2).”

(4) Section 551(b) (relating to amount included in gross income) is
amended by striking out “received as a dividend” and inserting in lieu
thereof “received as a dividend (determined as if any distribution in liquida-
tion actually made in such taxable year had not been made)”.

24-532—63—pt. 1——4
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(g) ONE-MoxTH LiQuipATioNs.—Section 333 (relating to election as to recog-
nition of gain in certain liquidations) is amended by adding at the end thereof
the following new subsection:

“(g) SrECIAL RULE.— )

*(1) LIQUIDATIONS BEFORE JANUARY 1, 1866.—In the case of a liquidation
occurring before January 1, 1906, of a corporation referred to in para-
graph (3)—

“(A) the date ‘December 31, 1953’ referred to in subsections (e) (2)
and (f£) (1) shall be treated as if such date were ‘December 31, 1962’,
and

“(B) in the case of stock in such corporation held for more than 6
months, the term ‘a dividend’ as used in subsection (e) (1) shall be
treated as if such term were ‘class B capital gain’,

Subparagraph (B) shall not apply to any earnings and profits to which
the corporation succeeds after August 1, 1963, pursuant to any corporate
reorganization or pursuant to any liquidation to which section 332 applies, ex-
cept earnings and profits which on August 1, 1963, constituted earnings and
profits of a corporation referred to in paragraph (3), and except earnings
and profits which were earned after such date by a corporation referred to
in paragraph (3).

“(2) L1QUIDATIONS AFTER DECEMBER 31, 1065.—

“(A) IN GENERAL~In the case of a liquidation occurring after
December 31, 1965, of a corporation to which this subparagraph
applies—

“(i) the date ‘December 31, 1953’ referred to in subsections (e) (2)
and (f) (1) shall be treated as if such date were ‘December 31,
1962', and

“(if) so much of the gain recognized under subsection (e) (1)
as is attributable to the earnings and profits accumulated after
February 28, 1913, and before January 1, 1966, shall, in the case
of stock in such corporation held for more than 6 months, be treat-
ed as class B capital gain, and only the remainder of such gain
shall be treated as a dividend.

Clause (ii) shall not apply to any earnings and profits to which the
corporation succeeds after August 1, 1963, pursuant to any corporate
reorganization or pursuant to any liquidation to which section 332 ap-
plies, except earnings and profits which on August 1, 1963, constituted
earnings and profits of a corporation referred to in paragraph (3), and
except earnings and profits which were earned after such date by a
corporation referred to in paragraph (3).

“(B) CORPORATIONS TO WHICH APPLICABLE—Subparagraph (A) shall
apply only with respect to a corporation which is referred to in para-
graph (3) and which—

“(1) on August 1, 1963, owes qualified indebtedness (as defined
in section 545(e¢)),

“(it) before January 1, 1967, notisies the Secretary or his dele-
gate that it may wish to have subparagraph (a) apply to it and
submits such information as may be required by regulations pre-
seribed by the Secretary or his delegate, and

“(ii1) liquidates before the close of the taxable year in which
such corporation ceases to owe such qualified indebtedness or (if
earlier) the taxable year referred to in. subparagraph (C).

“(C) ADJUSTED POST-1968 EARNINGS AND PROFITS EXCEED QUALIFIED
INDEBTEDNESS.—In the case of any corporation, the taxable year referred
to in this subparagraph is the first taxable year at the close of which
is adjusted post-1963 earnings and profits equal or exceed the amount of
such corporation’s qualified indebtedness on August 1, 1963. For pur-
poses of the preceding sentence, the term ‘adjusted post-1963 earnings
and profits’ means the sum of— ‘

“(1) the earnings and profits of such corporation for taxable
year beginning after December 31, 1968, without diminution by rea-
son of any distributions made out of such earnings and profits, and

(i) the deductions allowed for taxable years beginning after
December 81, 1083, for exhaustion, wear and tear, obsolescence, or
amortization.
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“(8) CORPORATIONS REFERRED TO.—For purposes of paragraphs (1) and
(2), n corporation referred to in this paragraph is a corporation which for at
lcast one of the two most recent taxable years ending before the date of
the enactment of this subsection was not a personal holding company under
section 542, but would have been a personal holding company under section
542 for such taxable year if the law applicable for the first taxable year
begianing after December 31, 1963, had bheen applicable to such taxable
year.”

(h) BxcerTION FOR CERTAIN CORPORATIONS.,—

(1) GENERAL RULE.—EXcept as provided in paragraph (2), in the case of -
a corporation referred to in section 333(g) (3) of the Internal Revenue Code
of 1954 (as added by subsection (g) of this section), the amendments made
by this section (other than subsections (f) and (g)) shall not apply if
there is a complete liquidation of such corporation and if the distribution of
all the property under such ligquidation occurs before January 1, 1966.

(2) BxoeprioN.—Paragraph (1) shall not apply to any liquidation to
which section 332 of the Internal Revenue Code of 1954 applies unless—

(A) the corporate distributee (referred to in subsection (b) (1) of
such section 832) in such ligquidation is liquidated in a complete liquida-
tinn to which such section 332 does not apply, and

(B) the distribution of all the property under such liquidation occurs
before the 91st day after the last distribution referred to in paragraph
(1) and before January 1, 1966.

(i) DEDUCTION FOR AMORTIZATION OF INDEBTEDNESS.—

(1) Section 545(a) (relating to definition of undistributed personal hold-
ing company income) is amended by striking out ‘‘subsection (b)” and in-
serting in lieu thereof “subsections (b) and (e)”.

(2) Section 545 is amended by adding at the end thereof the following
new subsection:

“(¢) SPECIAL ADJUSTMENT TO TAXABLE INCOME.—

“(1) IN GBENERAL—Except as otherwise provided in this subseection, for
purposes of subsection (a) there shall be allowed as a deduction amounts
used, or amounts irrevocably set aside (to the extent reasonable with refer-
ence to the size and terms of the indebtedness), to pay or retire qualified
indebtedness.

“(2) CORPORATIONS TO WHICH APPLICABLE.—This subsection shall apply
only with respect to a corporation—

“(A) which for at least one of the two most recent taxable years
ending before the date of the enactment of this subsection was not a per-
sonal holding company under section §42, but would have been a per-
sonal holding company under section 542 for such taxable year if the
law applicable for the first taxable year beginning after December 31,
1963, had been applicable to such taxable year, or

“(B) to the extent that it succeeds to the deduction referred to in
paragraph (1) by reason of section 381 (¢) (15).

““(3) QUALIFIED INDEBTEDNESS,—

“(A) IN GENERAL.—Except as otherwise provided in this paragraph,
for the purposes of this subsection the tcrm ‘qualified indebtedness’
means—

‘(i) the outstanding indebtedness incurred by the taxpayer
after December 31, 1933, and before August 1, 1963, and

“(ii) the outstanding indebtedness incurred after July 31. 1963.
for the purpose of making a payment or set-aside referred to in
paragraph (1) in the same taxable year, but, in the case of such
a payment or set-aside which is made on or after the first day of the
first taxable year beginning after December 81, 1963, only to the
extent the deduction otherwise allowed in paragraph (1) with
respect to such payment or set-aside is treated as nondeductible by
reason of the election provided in paragraph (4).

“(B) ExceprioN.—For purposes of subparagraph (A), qualified in-
debtedness does not include any amounts which were, at any time after
July 31, 1903, and before the payment or set-aside, owed to a person
who at such time owned (or was considered as owning within the mean-
ing of section 318(a)) more than 10 percent in value of the taxpayer's
outstanding stock.
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*(C) REDUCTION FOR AMOUNTS IRREVOCABLY SET ASIDE.~—IFor purposes
of subparagraph (A), the gualified indebtedness with respect to a con-
tract shall be reduced by amounts irrevocably set aside before the tax-
able year to pay or retire such indebtedness; and no deduction shall be
allowed under paragraph (1) for payments out of amounts so set aside.

“(4) ELECTION NOT TO DEDUCT.—A taxpayer may elect, under regulations
prescribed by the Secretary or his delegate, to treat as nondeductible an
amount otherwise deductible under paragraph (1) ; but only if the taxpayer
files such election on or before the 15th day of the third month following
the close of the taxable year with respect to which such election applies,
designating therein the amounts which are to be treated as nondeductible
and specifying the indebtedness (referred to in paragraph (3) (A) (ii))
incurred for the purpose of making the payment or set-aside.

“(5) Limirarions.—The deduction otherwise allowed by this subsection
for the taxable year shall be reduced by the sum of—

“(A) the amount, if any, by which—

‘(i) the deductions allowed for the taxable year and all pre-
ceding taxable years beginning after December 31, 1963, for ex-
haustion, wear and tear. obsolescence, or amortization (other than
such deductions which arve disallowed in computing undistributed
personal holding company income under subsection (b) (8)), exceed

“(ii) any reduction, by reason of this subparagraph, of the de-
ductions otherwise allowed by this subsection for such preceding
taxable years, and

“(B) the amount, if any, by which—

‘(i) the deductions allowed under subsection (b)(H) in com-
puting undistributed personal holding company income for the tax-
able year and all preceding taxable years beginning after December
31, 1963, exceed

“(ii) any reduction, by reason of this subparagraph, of the deduc-
tions otherwise allowed by this subsection for such preceding tax-
able years.

‘“(6) PRO-RATA REDUCTION IN CERTAIN CASEs.—Ior purposes of paragraph
(3) (A), if property (of a character which is subject to the allowance for
exhaustion, wear and tear, obsolescence, or amortizations) is disposed of
after July 31, 1963, the total amounts of qualified indebtedness of the tax-
payer shall be reduced pro-rata in the taxable year of such disposition by
the amount, if any, by which—

“(A) the adjusted basis of such property at the time of such dis-
position, exceeds

“(B) the amount of qualified indebtedness which ceased to be qual-
ified indebtedness with respect to the taxpayer by reason of the assump-
tion of the indebtedness by the transferee.”

(3) Paragraph (15) of section 381(c) (relating to carryovers in certain
corporate acquisitions) is amended to read as follows:

“(15) INDEBTEDNESS OF CERTAIN PERSONAL HOLDING COMPANIES.—The ac-
quiring corporation shall be considered to be the distributor or transferor
corporation for the purpose of determining the applicability of subsections
(b) (7) and (c) of section 545, relating to deduction with respect to pay-
ment of certain indebtedness.”

(J) INCrREASE IN Basis WitH RESPECT T0 CERTAIN FOREIGN PERSONAL HOLDING
CoMPANY HOLDINGS.—

(1) I~ oENERAL.—Part II of subchapter O of chapter 1 (relating to basis
rules of general application) is amended by redesignating section 1022 as
section 1023 and by inserting after section 1021 the following new section :

“SEC. 1022. INCREASE IN BASIS WITH RESPECT TO CERTAIN FOREIGN PERSONAL
HOLDING COMPANY HOLDINGS,

‘“(a) GENErAL RuLeE.—The basis (determined under section 1014(b) (5), re-
lating to basis of stock or securities in a foreign personal holding company) of
a share of stock or a security, acquired from a decedent dying after August 15,
1963, of a corporation which was a foreign personal holding company for its most
recent taxable year ending before the date of the enactment of this section shall
be increased by its proportionate share of any Federal estate tax attributable
to the net appreciation in value of all of such shares and securities determined
as provided in this section.
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“(b) PROPORTIONATE SHARE.—or purposes of subsection, (a), the proportion-
ate share of a share of stock or us a security is that amount which bears the
same ratio to the aggregate increase determined under subsection (e) (2) as
the appreciation in value of such share or security bears to the aggregate ap-
preciation in value of all such shares and securities having appreciation in
value.

“(¢) SpECIAL RuLes AND DeriNirions.-—IFor purposes of this section—

“(1) FepeErAL ESTATE vax.—The term ‘Federal estate tax’ means only the
tax imposed by section 2001 or 2101, reduced by any credit allowable with
respect to a tax on prior transfers by section 2013 or 2102,

“(2) I'EDERAL ESTATE TAX ATTRIBUTABLE TO NET APPRECIATION IN VALUE.—
The Federal estate tax attributable to the net appreciation in value of all
shares of stock and securities to which subsection (a) applies is that amount
which bears the same ratio to the IFederal estate tax asg the net appreciation
in value of all of such shares and securities bears to the value of the gross
estate as determined under chapter 11 (including section 2032, relating to
allernative valuation).

“(3) NET APPRECIATION.—The net appreciation in value of all shares and
securities to which subsection (a) applies is the amount by which the fair
market value of all such shares and securities exceeds the basis of such
property in the hands of the decedent.

‘“(4) FAIR MARKET VALUE—TFor purposes of this section, the term ‘fair
market value’ means fair market value determined under chapter 11
(including section 2032, relating to alternate valuation).

“(d) TamrratioNs.—This section shall not apply to any foreign personal
holding company referred to in section 342(a) (2).”

(2) AMENDMENT OF SECTION 1016 (a).—Section 1016 (a) (relating to ad-
justments to basis) is amended by striking out the period at the end thereof
and by inserting in lieu thereof a semicolon and by adding at the end
thereof the following new paragraph:

*(21) to the extent provided in section 1022, relating to increase in basis
for cevtain foreign personal holding company holdings, or in section 216(j)
(4) of the Reveune Act of 1963.”

/3) CLERICAL AMENDMENTS.—

(A) The table of sections for part II of subchapter O of chapter 1
is amended by striking out

“Sec. 1022. Cross references.”

and inserting in lieu thereof the following:

“Sec. 1022. Increase in basls with respect to certain forelgn personal holding
company holdings,

“Sec. 1023, Cross references.” -

(4) ONE-MONTH LIQUIDATIONS.—If—
(A) a corporation was a foreign personal holding company for its
Rxost recent taxable year ending before the date of the enactmment of this
ct, .
(B) all of the stock of such corporation is owned on August 15, 1963,

and at the time of liquidation, by individuals and estates, and

(C) the transfer of all the property under the liquidation occurs
within one of the first 4 calendar months ending after such date of
enactment,

then such corporation shall be treated as a domestic corporation for purposes
of section 333 of the Internal Revenue Code of 1954 (relating to 1-month
liquidations), and shall be treated as a foreign corporation for purposes of
section 367 of such Code (relating to foreign corporations). In applying
such section 367 for purposes of this paragraph, references in the first
sentence of such section 367 to other sections of such Code shall be treated
as including a reference to such section 333.
(5) BASIS OF CERTAIN PROPERTY ACQUIRED FROM A DECEDENT.——

(A) In the case of property described in subparagraph (B) acquired
from a decedent or passing from a decedent (within the meaning of
gsection 1014(b) of the Internal Revenue Code of 1954), the basis shall
(in lieu of being the basis provided by section 1014 of such Code) be the
basis immediately before the death of the decedent, increased by the
amount of any Federal estate tax attributable to the net appreciation
in value of such property (determined in accordance with section 1022
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of such Code as if such property were stock and securities referred to
in such section).

(B) Subparagraph (A) shall apply to—

(i) property which the decedent received as a qualified electing
shareholder, and
(ii) property the basis of which (without the application of this
paragraph) is a substituted basis (as defined in section 1016(b) of
the Internal Revenue Code of 1954) determined by reference to the
basis of such property or other property received by any individual
or estate as a qualified electing shareholder.
For purposes of this subpargarph, property shall be treated as property
received as a qualified electing shareholder if, with respect to such
property, the recipient was a qualified electing shareholder (within the
meaning of section 8333(c) of such Code) in a corporate liquidation to
which section 333 of such Code applied by reason of paragraph (4) of
this subsection.

(C) In the case of property acquired from the decedent by gift, the
increase in basis under this paragraph shall not exceed the amount by
which the increase under this paragraph is greater than the increase
allowable under section 1015(d) of the Internal Revenue Code of 1954.

(6) LimiTaTioNs.—The provisions of paragraphs (4) and (5) of this
subsection shall not apply to any foreign corporation referred to in section
342(a) (2) of tne Internal Revenue Code of 1954,

(7) Mr.xiNg OF TERMSB.—Terms used in paragraphs (4) through (6) of
this subsection shall have the same meaning as when used in chapter 1 of
the Internal Revenue Code of 1954.

(k) TECHNICAL AMENDMENTS.—

(1) Section 542(b) (relating to corporations filling consolidated returns)
is amended by striking out “gross income" each place it appears and in-
serting in lieu thereof “adjusted ordinary gross income”.

(2) Section 543 (relating to personal holding company income) is
amended by striking out subsection (d) (relating to special adjustment on
disposition of antitrust stock received as a dividend).

(3) Section 544 (relating to rules for determining stock ownership) is
amended—

(A) by striking out “section 543(a) (5)” each place it appears and
inserting in lieu thereof ‘“section 543 (a) (7)", and

(B) by striking out “section §543(a) (9)” each place it appears and
inserting in lieu thereof ‘“section 543(a) (4)".

(4) REAL ESTATE INVESTMENT TRUSTS.—Paragraph (6) of section 856(a)
relating to deflnition of real estate investment trust) is amended by striking
out “gross income” and inserting in lieu thereof “adjusted ordinary gross
income (as deflned in section 543(b) (2))”.

(5) UNINCORPORATED BUSINESS ENTERPRISES ELECTING TO BE TAXED A8 DO-
MESTIO CORPORATIONS.—Section 1361(i) (relating to personal holding com-
pany income) is amended to read as follows:

“(i) PersoNAL HorprNg COMPANY INCOME,—

“(1) EXCLUDED FROM INCOME OF ENTERPRISE~—There shall be excluded
from the gross income of the enterprise as to which an election has been
made under subsection (a) any item of gross income (computed without
regard to the adjustments provided in section 543(b) (3) or (4)) if, but
for this paragraph, such item (adjusted, where applicable, as provided in
section 543(b) (3) or (4)) would constitute personal holding company in-
come, (as defined in section 543(a) ) of such enterprise.

“(2) INCOME AND DEDUCTIONS OF OWNERS.—Items excluded from the gross
income of the enterprise under paragraph (1), and the expenses attributable
thereto, shall be treated as the income and deductions of the proprietor or
partners (in accordance with their distributive shares of partnership in-
come) of such enterprise.

“(3) DISTRIBUTIONS,—JIf— .

“(A) the amount excluded from gross income under paragraph (2)
exceeds the expenses attvibutable thereto, and :

“(B) any portion of such excess is distributed to the proprietor or
partner during the year earned,
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such portion shall not be taxed as a corporate distribution. The portion of
such excess not distributed during such year shall be considered as paid-in
surplus or as a contribution to capital =s of the close of such year.”

(6) ASSESBMENT AND COLLECTION OF PERSONAL HOLDING COMPANY TAX.—
Section 6501(f) (relating to personal holding company tax) is amended by
striking out “gross income, described in section 543(a),” and inserting in
lieu thereof “gross income and adjusted ordinary income, described in sec-
tion 543,”.

(1) EFFECTIVE DATES.—

(1) The amendments made by this section (other than by subsections
(e) (1), (£), (g), and (j)) shall apply to taxable years beginning after
December 31, 1963.

(2) The amendment made by subsection (c) (1) shall apply to taxable
years beginning after October 16, 1962,

(3) The amendments made by subsections (f) and (g) shall apply to
distributions made in any taxable year of the distributing corporation begin-
ning December 31, 1963.

(4) The amendments made by paragrapbs (1), (2), and (3) of subsection
(3) shall apply in respect of decedents dying after August 15, 1963.

(5) Subsection (h) shall apply io taxable years beginning after Decem-
ber 31, 1963.

SEC. 217. TREATMENT OF PROPERTY IN CASE OF OIL AND GAS WELLS,

(a) IN GENERAL—Section 614(b) (relating to special rule as to operating
mineral interests) is amended to read as follows:

“(b) SrECIAL RULES AB TO OPERATING MINERAL INTERESTS IN OIL AND GAS
WEeLLs.—In the case of oil and gas wells—

“(1) IN GENERAL—IXcept as otherwise provided in this subsection—

“(A) all of the taxpayer's operating mineral interests in a separate
tract or parcel of land shall be combined and treated as one property,
and

“(B) the taxpayer may not combine an operating mineral interest
in one tract or parcel of land with an operating mineral interest in an-
other tract or parcel of land.

“(2) ELECTION TO TREAT OPERATING MINERAL INTERESTS A8 SEPARATE PROP-
ERTIES.~—If the taxpayer has more than one operating mineral interest in
a single tract or parcel of land, he may elect to treat one or more of such
operating mineral interests as separate properties. The taxpayer may not
have more than one combination of operating mineral interests in a single
tract or parcel of land. If the taxpayer makes the election provided in this
paragraph with respect to any interest in a tract or parcel of land, each
operating mineral interest which is discovered or acquired by the taxpayer
in such tract or parcel of land after the taxable year for which the election
is made shall be treated—

“(A) if there is no combination of interests in such tract or parcel,
as a separate property unless the taxpayer elects to combine it with
another interest, or

“(B) if there is a combination of interests in such tract or parcel,
as part of such combination unless the taxpayer elects to treat it as a
separate property.

“(8) CERTAIN UNITIZATION OR POOLING ARRANGEMENTS.—

“(A) IN GENERAL—Under the regulations prescribed by the Secretary
or his delegate, if one or more of the taxpayer's operating mineral in-
terests participate, under a voluntary or compulsory unitization or
pooling agreement, in a single cooperative or unit plan of operation, then
for the period of such participation—

‘(i) they shall be treated for all purposes of this subtitle as one
property, and

“(il) the application of paragraphs (1), (2), and (4) in respect
of such interests shall be suspended.

‘“(B) LiamrratioN—Subparagraph (A) shall apply to a voluntary
agreement only if all the operating mineral interests covered by such
agreement—

‘“(1) are in the same deposit, or are in 2 or more deposits the
joint development or production of which is logical from the stand-
point of geology, convenience, economy, or conservation, and
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*(ii) are in tracts or parcels of land which are contiguous or in
close proximity.

“(C) SPECIAL RULE IN THE CASE OF ARRANGEMENTS ENTERED INTO IN
TAXABLE YEARS BEGINNING BEFORE JANUARY 1, 1964.—{{—

“(i) two or more of the taxpayer’s operating mineral interests
participate under a voluntary or compulsory unitization or pooling
agreement entered into in any taxable year beginning before Jan-
uary 1, 1964, in a single cooperative or unit plan of operation,

“(ii) the taxpayer, for the last taxable year beginning before
January 1, 1964, treated such interests as two or more separate
properties, and

“(iii) it is determined that such treatment was proper under
law applicable to such taxable year,

such taxpayer may continue to treat such interests in a consistent man-
ner for the period of such participation,

“(4) MANNER, TIME, AND SCOPE OF ELECTION,—

(A) MANNER AND TIME—~—Any election provided in paragraph (2)
shall be made for each operating mineral interests, in the manner pre-
scribed by the Secrectary or his delegate by regulations, not later than
the time prescribed by law for filing the return (including extensions
thereof) for whichever of the following taxable years is the later: The
first taxable year beginning after December 31, 1963, or the first taxable
vear in which any expenditure for development or operation in respect
of such operating mineral interests is made by the taxpayer after the
acquisition of such interest.

*(B) Scoepe.—-Any election under paragraph (2) shall be for all
purposes of this subtitle and shall be binding on the taxpayer for all
subsequent taxable years.

“(5) TREATMENT OF CERTAIN PROPERTIES.—If, on the day preceding the
first day of the first taxable year beginning after Decemmber 31, 1963, the
taxpayer has any operating mineral interests which he treats under subsec-
tion (d) of this section (as in effect before the amendments made by the
Revenue Act of 1963), such treatment shall be continued and shall be deemmed
to have been adopted pursuant to paragraphs (1) and (2) of this subsection
(as amended by such Act).”

(b) TECHNICAL AMENDMENTS.—

(1) 'The heading of section 614 (¢) is amended to read as follows:

“(c) SPECIAL RULES A8 TO OPFRATING MINERAL INTERESTS IN MINES,—"

(2) Paragraph (5) of section 614 (c) is hereby repealed.

(3) Section 614(d) is amended to read as follows :

“(d) OrerATING MINERAL INTERESTS DEFINED.—Ior purposes of this section,
the term ‘operating mineral interest’ includes only an interest in respect of
which the costs of production of the mineral are required to be taken into account
by the taxpayer for purposes of computing the 50 percent limitation provided for
in section 613, or would be so required if the mine, well, or other natural deposit
were in the production stage.”

(4) Section 614(e) (2) is amended by striking out “within the meaning
of subsection (b) (3)".

(c) ALLOCATION OF BAsIis IN CERTAIN CAses.—IFor purposes of the Internal
Revenue Code of 1954—

(1) FAIR MARKET VALUE RULE.—~-Except as provided in paragraph (2), if a
taxpayer has a section 614(b) aggregation, then the adjusted basis (as of
the first day of the first taxable year beginning after December 31, 1963)
of each property included in such aggregation shall be determined by
multiplying the adjusted basis of the aggregation by a fraction—

(A) the numerator of which is the fair market value of such property,
and

(B) the denominator of which is the fair market value of such
aggregation.

For purposes of this paragraph, the adjusted basis and the fair market value
of the aggregation, and the fair market value of each property included
therein, shall be determined as of the day preceding the first day of the
first taxable year which begins after December 31, 19063,

(2) ALLOCATION OF ADJURTMENTS, ETC.—If the taxpayer makes an election
under this paragraph with respect to any section 614(b) aggregation, then
the adjusted basis (as of the first day of the first taxable year beginning

i
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after December 31, 19063) of each property included in such aggregation
shall be the adjusted basis of such property at the time it was first included
in the aggregation by the taxpayer, adjusted for that portion of those ad-
justments to the basis of the aggregation which are reasonably attributable
to such property. If, under the preceding sentence, the total of the ad-
Justed bases of the interests included in the aggregation exceeds the adjusted
basis of the aggregation (as of the day preceding the first day of the first
taxable year which begins after December 31, 1963), the adjusted bases of
the properties which include such interests shall be adjusted, under regu-
lations prescribed by the Secretary of the Treasury or his delegate, so that
tho total of the adjusted bases of such interests equals the adjusted basis
of the aggregation. An election under this paragraph shall be made at
such time and in such manner as the Secretary of the Treasury or his dele-
gate shall by regulations prescribe.
(3) DEFINITIONS.—F0or purposes of this subsection—

(A) SEcTION 614(b) AGGREGATION.—The term “section 614(b) aggre-
gation” means any aggregation to which section 614(b) (1) (A) of the
Internal Revenue Code of 1954 (as in effect before the amendments
made by subsection (a) of this section) applied for the day preceding
the first day of the first taxable year beginning after December 31,
1963.

(B) PropertY.—The term “property” has the same meaning as is
applicable, under section 614 of the Internal Revenue Code of 1954, to
tgggtaxpayer for the first taxable year beginning after December 31,

(d) ErrFecTive DATE—The amendments made by subsections (a) and (b)
shall apply to taxable years beginning after December 31, 1963.
SEC. 218, TREATMENT OF CERTAIN IRON ORE ROYALTIES,
(a) IN GENERAL.—
(1) AMENDMENT OF SECTION 631(c).—Section 631(c) (relating to dis-

posal of coal with a retained economic interest) is amended—
(A) by striking out the heading and inserting in lieu thereof the

following :
‘“(e) DisposAL oF COAL OR IRoN ORE WITH A RETAINED EcoNOMIC INTEREST.—"
(B) by inserting ‘“or iron ore” after “coal (including lignite)”;

and
(C) by inserting “or iron ore” after “coal” each other place it appears

in seetion 631 (c¢).

(2) AMENDMENT OF SECTION 1231 (b).—Section 1231(b) (2) (defining prop-
erty used in the trade or business) is amended to read as follows :

“(2) TIMBER, COAL, OR IRON ORE—Such term includes timber, coal, and
iron ore with respect to which section 631 applies.”

(3) AMENDMENT OF SECTION 272.—The text of section 272 (relating to
disposal of cola) is amended by inserting ‘“or iron ore” after ‘“coal” each
place it appears.

(b) CLERICAL AMENDMENTS.—
(1) the heading of section 631 is amended to read as follows:

“SEC, 631. GAIN OR LOSS IN THE CASE OF TIMBER, COAL, OR IRON ORE.”
(2) The table of sections for part III of subchapter I of chapter 1 is
amended by striking out
“‘Sec, 631, Gain or loss in the case of timber or coal.”
and inserting in lieu thereof the following :
“Sec. 631, Gain or loss in the case of timber, coal, or iron ore.”
(3) The heading of section 272 is amended to read as follows:
“SEC. 272. DISPOSAL OF COAL OR IRON ORE.”
(4) The table of sections for part IX of subchapter B of chapter 1 is
amended by striking out
“Sec. 272. Disposal of coal,”
and inserting in lieu thereof the following:
“Sec, 272. Disposal of coal or iron ore.”
ve o(gl)" Section 1016(a) (15) is amended by inserting “or iron ore” after
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(6) Bection 1402(a) (3) (B) is amended to read as follows:
“(B) from the cutting of timber, or the disposal of timber, coal, or
iron ore, if section 631 applies to such gain or loss, or”

(c) BrrecTIvE DATE~—The amendments made by this section shall apply
to ivon ore mined in taxable years beginning after December 31, 1903.

SEC. 219. CAPITAL GAINS AND LOSSES.

(a) ALTERNATIVE TAX, ETCc.—

(1) IN GENERAL,~—

(A) ALTERNATIVE TAX.—Subsection (b) of section 1201 (relating to
alternative tax on taxpayers other than corporation) is amended to
read as follows:

“(b) Ormner Taxpavers—If, for any taxable year, a taxpayer (other than a
corporation) is allowed a deduction under section 1202, then, in lieu of the {ax
imposed by sections 1 and 511(b), there is hereby lmposed a tax (if such a tax
is less than the tax imposed by such sections) which shall consist of the sum of—

*(1) a partial tax computed on the taxable income reduced by an amount
equal to the sum of—

“(A) 40 percent of the adjusted class A capital gain, and

“(B) 50 percent of the adjusted class B3 capital gain,

plus
“(2) an amount equal to the sum of—

“(A) 21 percent of the adjusted class \ capital gain, and

“(B) 25 percent of the adjusted class B capital gain.”

(B) DEDUCTION FOR OAPITAL GAINS.—Section 1202 (relating to deduc-
tion for capital gaing) is amended to read as follows :

“SEC. 1202, DEDUCTION FOR CAPITAL GAINS.

*“(a) GENFPRAL RULE—In the case of a taxpayer other than a corporation, a

deduction froin gross income shall be allowed equal to the sum of—
“(1) 60 percent of the adjusted class A capital gain, and
“(2) 50 pereent of the adjusted class B capital gain.

“(b) Sreciar, Rure.—In the case of an estate or trust, the deduction allowable
under subsection (a) shall be computed by excluding the portion (if any), of
the gains for the taxable year from sales or exchanges of capital assets, which,
under sections 632 and 662 (relating to inclusions of amounts in gross income of
beneficiaries of trusts), is incladible by the income beneficiaries as gain derived
from the sale or exchange of capital assets.”

“(C) DerINITIONS.—Section 1222 (relating to other terms relating to
capital gains and losses) is amended to read as follows:

“SEC. 1222. OTHER TERMS RELATING TO CAPITAL GAINS AND LOSSES.

“(a) TERMS APPLICABLE TO ALL TAXpPAYERS.—For purposes of this subtitle—
“(1) SHORT-TERM OAPITAL GAIN.—The term ‘short-term capital gain’ means
gain from the sale of exchange of a capital asset held for not more than 6
months, if and to the extent such gain is taken into account in computing
gross income.

*(2) SHORT-TERM CAPITAL L0SS.—The term ‘short-term capital loss’ means
loss from the sale or exchange of a capital asset held for not more than 6
months, if and to the extent that such loss is taken into account in computing
taxable income,

“(8) NET BMORT-TERM CAPITAL GAIN.—The term ‘net short-term capital
gain’ means the excess of short-term capital gains for the taxable year over
the short-term capital losses for such year.

‘“(4) NET SHORT-TERM CAPITAL L0S8.—The term ‘net short-term capital
loss’ means the excess of short-term capital logses for the taxable year over
the short-term capital gains for such year.

“(b) TErRMS APPLICABLE TO CORPORATIONS. ——For purposes of thig subtitle, in
the case of a corporation—

(1) LONG-TERM CAPITAL GAIN.—The term ‘long-term capital gain’ means
gain from the sale or exchange of a capital asset held for more than 6
months, if and to the extent such gain is taken into account in computing
gross income.

“(2) LONG-TERM OAPITAL LOSS8.—The term ‘long-term capital loss’ means
loss from the sale or exchange of a capital asset held for more than 6
months, if and to the extent that such loss is taken into account in compating
taxable income.
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“(3) NET LONG-TERM OAPITAL GAIN.—The term ‘net long-term capital gain’
means the excess of long-term capital gains for the taxable year over the
long-term capital losses for such year.

“(4) NET LONG-TERM CAPITAL L088,—The term ‘net long-term capital loss’
‘means the excess of long-term capital losses for the taxable year over the
long-term capital gains for such year.

*(5) NET caPITAL 6AIN.—The term ‘net capital gain’ means the excess of
the gains from sales or exchanges of capital assets over the losses from such
sales or exchanges.

*(8) NET oaritTAn Loss.—The term ‘net capital loss’ means the excess of
the losses from sales or exchanges of capital assets over the sum allowed
under section 1211(a). For purposes of determining losses under this para-
graph, amounts which are short-term capitai losses under section 1212 shall
be excluded.

“(e) TERMS APPLICABLE TO TAXPAYERS OTHER THAN CoORrorATIONS.—FoOr pur-
poses of this subtitle, in the case of a taxpayer otber than a corporation—

‘(1) Crass B 0APITAL GAIN.—The term ‘class B capital gain’ means gain
from the sale or exchange of a capital asset held for more than 6 months but
not more than 2 years, if and to the extent such gain is taken into account
in computing gross income.

“(2) Crass B carITAL Loss.—The term ‘class B capital loss’ means loss
from the sale or exchange of a capital asset held for more than 6 months
but not more than 2 years, if and to the extent that such loss is taken into
account in compting taxable income.

“(3) Crass A cAriTAL GAIN.—The term ‘class A capital gain' means gain
from the sale or exchange of a capital asset held for more than 2 years, if
and to the extent such gain is taken into account in computing gross income.

“(4) CLass A CAPITAML LOS8,—The term ‘class A capital loss’ means loss
from the sale or exchange of a capital asset held for more than 2 years, if
and to the extent that such loss is taken into account in computing taxable
income,

“(5) NET crLASS B OAPITAL GAIN.—The term °‘net class B capital gain’
means the excess of class B eapital gains for the taxable year over the class
B capital losses for such year.

“(6) NET cLass8 B CcAPITAL Loss.—The term ‘net class B capital loss’ means
the excess of class B capital losses for the taxable year over the class B
capital gains for such year.

“(7) NET crLAsSs A OAPITAL GAIN.—The term ‘net class A capital gain’
means the excess of class A capital gains for the taxable year over the class
A capital losses for such year.

“(8) NET cLASS A CAPITAL Los8.—The term ‘net class A capital loss’ means
the excess of class A capital losses for the taxable year over the class A
capital gains for such year.

“(9) ApJUSTED OLASS B OAPITAL GAIN.—The term ‘adjusted class B capital
gain’ means the net class B capital gain for the taxable year reduced by
losses which reduce snch net gain as provided in subsection (d).

“(10) ADJUSTED CLASS A CAPITAL GAIN.—The term ‘adjusted class A capital
gain’ means the net class A capital gain for the taxable year reduced by
losses which reduce such net gain as provided in subsection (d).

“(d) RULES FOR REDUCING NET CAPITAL GAINS BY CAPITAL LosseEs.—For pur-
poses of paragraphs (9) and (10) of subsection (¢) and for purposes of re-
ducing any net short-term capital gain, if for a taxable year a taxpayer (other
than a corporation) has a net short-term, net class B, or net class A capital loss,
such loss shall reduce any net short-term, net class B, or net class A capital
gain for such year by applying paragraph (1), then paragraph (2), and then
paragraph (3) : .

“(1) A net class A capital loss shall reduce first any net class B capital
gain and then any net short-term capital gain.

“(2) A net class B capital loss shall reduce first any net class A capital
gain and then any net short-term capital gain.

“(8) A net short-term capital loss shall reduce first any net class B capital
gain and then any net class A capital gain.”

(2) PROPERTY USBED IN THE TRADE OR BUSINESS AND INVOLUNTARY

CUONVERSIONS.—
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(A) Subsection (a) of section 1231 (relating to property used in a

trade or business) is amended to read as follows:
‘‘(a) GENERAL RULE.—If, during the taxable year—

“(1) the recognized gains from sales or exchanges of property used in
the trade or business, plus

“(2) the recognized gains from the compulsory or involuntary conversion
(as a result of destruction, in whole or in part, theft or seizure, or an exercise
of the power of requisition or condemnation or the threat or imminence
thereof) of property used in the trade or business and of capital assets held
for more than 6 months into other property or money,

exceed the recognized losses from such sales, exchanges, and conversions, each
such gain or loss shall be considered as gain or loss from the sale or exchange
of a capital asset. If such gains do not exceed such losses, such gains and losses
shall not be considered as gains and losses from sales or exchanges of capital
assets.”

(B) Section 1231 is amended by adding at the end thereof the
following new subsection :

‘“(c) Specian. RuLes.—

“(1) GAINS AND LOSSES TAKEN INTO ACCOUNT.—I'or purposes of subsection
(a)—

“(A) Any gain described in subsection (a) shall be included—

“(i) only if and to the extent taken into account in computing
gross income, and

“(ii) only to the extent not required (by any provision of this
subtitle other than this section) to be treated as gain from the sale
or exchange of property which is neither a capital asset nor
property deseribed in this section.

“(B) Losses described in subsection (a) shall be included only if and
to the extent taken into account in computing taxable income, except
that section 1211 shall not apply.

“(C) Losses upon the destruction, in whole or in part, theft or seizure,
or requisition or condemnation of property used in the trade or business
and held for more than 6 months, or of a capital asset held for more
than 6 months, shall be considered losses from a compulsory or involun-
tary conversion.

**(2) CERTAIN LOSSES FROM CASUALTY OR THEFT.—In the case of any
property used in the trade or business, and in the case of any capital asset
held for mcre than 6 months and held for the production of income, sub-
section (a) shall not apply to any loss, in respect of which the taxpaye»
is not comnpensated for by insurance in any amount, arising from fire, storm,
shipwreck, or other casualty or from theft.

“(3) GAINS AND LOSSES TREATED A8 CLASS B GAINS AND LOSSES.—In the case
of a taxpayer other than a corporation, gain or loss—

“(A) from a sale, exchange, or conversion of property to whicl sub-
section (b) (2), (3), or (4) applies, and

“(B) which by reason of subsection (a) is considered as gain or loss
from the sale or exchange of a capital asset,

shall be considered as class B capital gain or loss whether or not such
property was held for more than 2 years.”

(3) CERTAIN DISTRIBUTIONS UNDER EMPLOYEES' TRUSTS AND ANNUITY
PLANS.—

(A) DISTRIBUTION UNDER EMPLOYEES' TRUSTS..—Secction 402(a) (re-
lating to taxability of beneficiary of exempt trust) is amended—

(1) by adding at the end of paragraph (1) the following new
sentence: “Any gain on the subsequent sale or other disposition of
any such sgecurity by the distributee (or by any other person in
whose hands the basis of such security is determined by reference
to the basis of the security in the hands of the distributee) shall,
to the extent of the amount of such net unrealized appreciation
attributable to such security, be considered a gain from the sale
or exchange of a capital asset held for more than 6 months but not
more than 2 years.” ; , -

(ii) Ly adding immediately before the period at the end of the
first sentence of paragraph (2) the words “but not more than 2
years” ; and
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(iii) by adding immediately before the last sentence of paragraph
(2) the following new sentence: “Any gain on the subsequent sale
or other disposition of any such security by the distributee (or by
any other person in whose hands the basis of such security is
determined by reference to the basis of the security in the hands of
the distributee) shall, to the extent of the amount of such net un-
realized appreciation attributable to such security, be considered a
gain from the sale or exchange of a capital asset held for more
than 6 months but not more than 2 years.”

(B) DISTRIBUTIONS UNDER EMPLOYEE ANNUITIES.—Section 403(a)
(2) (A) (relating to capital gains treatment for certain distributions)
is amended by adding immediately before the period at the end of the
first sentence the words “but not more than 2 years”.

(C) EFFECTIVE DATE.—

(i) The amendments made by subparagraphs (A) (ii) and (B)
shall apply with respeet to distributions or amounts paid in taxable
years of the distributees beginning after December 31, 1963.

(ii) The amendments made by subparagraphs (A) (i) and (iii)
shall apply with respect to securities which are sold or otherwise
disposed of in taxable years beginning after December 31, 1963.

(4) SALE OR EXCHANGE OF PATENTS.—Subsection (a) of section 1235 (re-
lating to the sale or exchange of patents) is amended by adding at tlie end
thereof the following new sentences:

“In the case of a holder described in subsection (b) (1), any gain or loss on
such a transfer shall be treated as class B capital gain or loss. In the case of a
holder described in subsection (b) (2), any gain or loss on such a transfer shall
be treated as class A, or class B, capital gain or loss, depending on the period
for which the property was held (or deemed held).”

(5) EMPLOYEE TERMINATION PAYMENTS.—Section 1240 (relating to tax-
ability to employee of termination payments) is amended by striking out
“6 m9nths" and inserting in lieu thereof “6 months but not more than 2
years”.

(b) UNLIMITED CAPITAL Loss CARRYOVER.—Section 1212 (relating to capital
loss carryover) is amended—

(1) by striking out “If for any taxable year the taxpayer” and inserting
in lieu thereof: -

“(a) CorroraTIONS.—If for any taxable year a corporation”; and

(2) by adding the following new subsection:

“(b). OTHER TAXPAYERS.—

“(1) To the extent, for any taxable year, a taxpayer, other than a cor-
poration, has a net short-term, net class B, or net cluss A capital loss which
does not reduce capital gains under- the rules provided in section 1222(d),
such loss, reduced as provided in paragraph (2), shall be carried forward
and treated in the succeeding taxable year as a short-term, class B, or class
A capital loss, as the case may be, sustained in such succeeding year.

“(2) An amount equal to the excess of the sum allowable under section
1211(b) over gains from sales or exchanges of capital assets for the taxable
year shall reduce, in order, any net short-term, class B, or class A capital loss
for the taxable year which does not redquce capital gains for such year under
the rules provided in section 1222(d).

“(8) For purposes of this subsection, a net capital loss for a taxable year
beginning before January 1, 1964, shall be determined under the applicable
law relating to the computation of capital gains and losses in effect before
such date, and the amount of any such capital loss so determined which such
loss such applicable law allows to be carried over to the first taxable year of
the taxpayer beginning after December 31, 1963, shall be treated as a short-
term capital loss occurring in such taxable year.”

(¢) TECHNICAL AMENDMENTS.~— '

(1) Section 172(d) (2) (B) (relating to net operating loss deduction)
is amended by striking out “long-term.” )

(2) Section 333(e) (2) (relating to moncorporate shareholders of certain
liquidating corporations) is amended by striking out “short-term or long- -
term capital gain.” and inserting in lieu thereof ‘“short-term, class A, or

class B capital gain,”, - - .
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(3) Section 341(a) (relating to collapsible corporations) is amended by
striking out “6 months’” and inserting in lieu thercof “6 months but not more
than 2 years or held for more than 2 years, as the case may be,”.

(4) Section 584(c) (1) (relating to common trust funds) is amended—

(A) by striking out in subparagraph (B) wherever it appears ‘6
months” and inserting in lieu thereof “6 months but not more than 2
years”, and

(B) by redesigning subparagraph (0) as subparagraph (D) and by
inserting after subparagraph (B) the following new subparagraph:

“(C) as part of its gains and losses from sales or exchanges of capital
assets held for more than 2 years, its proportionate share of the gains
and losses of the common trust fund from sales or exchanges of capital
assets held for more than 2 years;"”,

(5) Section 642(c) (relating to special rules for credits and deductions)
is amended by striking out “6 months,” and inserting in lleu thereof “6
months but not more than 2 years or held for more than 2 years, as the
case may be,”.

(6) Section 702(a)(2) (relating to income and credits of partners) is
amended by striking out “6 months,” and inserting in lieu thereof ‘6 months
but not more than 2 years or held for more than 2 years, as the case may
be’". . -

(7) (A) Section 832 (relating to taxation of regulated investment com-
panies and their shareholders) is amended by striking out subparagraphs
(B) and (C) of subsection (b) (8) and inserting in lieu thereof the follow-
ing:

“(B) TREATMENT OF CAPITAL GAIN DIVIDENDS BY SHAREHOLDERS.—A
capital gain dividend shall be treated by shareholders, other than
corporations, as a class A or class B capital gain to the extent so desig-
nated by the company. Shareholders which are corporations shall treat
a capital gain dividend as a long-term capital gain.

‘“(0) DEFINITION OF OAPITAL GAIN DIVIDEND.—For purposes of this
part, a capital gain dividend is any dividend, or part thereof, which
is designated by the company in a written notice mailed to its share-
holders not later than 30 days after the close of its taxable year, as a
distribution of class A or class B capital gain. In the case of a share-
holder which is a corporation, if the aggregute amount designated
as a capital gain dividend with respect to a taxable year of the company
(including capital gains dividends paid after the close of the taxable
year described in section 855) is greater than the excess of the net long-
term capital gain over the net short-term capital loss of the taxable
year, the portion of each distribution which shall be a capital gain
dividend shall be only that proportion of the amount so deslgnated
which such excess of the net long-term capital gain over the net short-
term capital loss bears to the aggregate amount so designated. In the
case of a shareholder other than a corporation, if the aggregate amount
designated as class A capital gain, or as class B capital gain with
respect to a taxable year of the company (includicg capital gains
dividends paid after the close of the taxable year described in section
855) is greater than the adjusted class A, or adjusted class B capital
gain, respectively—

‘(1) the portion of each distribution which shall be treated as a
class A capital gain shall be only that proportion of the amount so
designated as class A capital gain which the adjusted class A
capital gain bears to the aggregate amount so designated, and

“(i1) the portion of each distribution which shall be treated as a
class B capital gain shall be only that proportion of the amount
so designated as class B capital gain which the adjusted class B
capital gain bears to the aggregate amount so designated,

For purposes of the preceding sentence, the adjusted class A or adjusted
class B capital gain shall be computed as though the company were a
taxpayer other than a corporation except that section 1212(a) shall
apply in Heu of gection 1212(b).” i .

(B) Section 852(b) (8) (D) is amended by striking out clauses (1), (it),
and (iii) and inserting in lieu thereof the following:

“(i) Hvery shareholder of a regulated investment company at
the close of the company’s taxable year shall, in the case of a cor-
poration, in computing its long-term capital gains, and, in the case

Il
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of a shareholder other than a corporation, in computing his class A
and class B capital gains, include in his return for his taxable year
in which the last day of the company's taxable year falls, such
amounts as the company shall designate in respect of such shares
in a written notice mailed to its shareholders at any time prior to
the expiration of 30 days after the close of its taxable year, but the
amount so includible by any shareholder shall not exceed that part
of the amount subjected to tax in subparagraph (A) which he would
have received if all of such amount had been distributed as capital
gain dividends by the company to the holders of such shares at the
close of its taxable year.

“(il) For purposes of this title, every such shareholder shall be
deemed to have paid, for his taxable year under clause (i), the
tax of 25 percent imposed by subparagraph (A) on the amounts
required by this subparagraph to be included in respect of such
shares, in the case of a corporation, in computing its long-term
capital gains, and, in the case of a shareholder other than a cor-
poration, in computing his class A and class B capital gains, for
that year; and such shareholder shall be allowed credit or refund,
as the case may be, for the tax so deemed to have been paid by him.

“(iii) The adjusted basis of such shares in the hands of the
shareholder shall be increased by 756 percent of the amounts re-
qu}rednby this subparagraph to be included in computing his capital
gains. )

(C) Section 852(b) (4) is amended to read as follows:

“(4) LosSs ON S8ALE OR EXCHANGE OF STOCK HELD LESS THAN 31 pAys.—If,
under subparagraph (B) or (D) of paragraph (3) a shareholder of a regu-
lated investment company is required, with respect to any share, to treat
any amount as a long-term, class A, or class B capital gain, and such share is
held by the taxpayer for less than 31 days, then any loss on the sale or
exchange of such share shall—

“(A) in the case of a corporation, to the extent of such long-term
capital gain, be treated as loss from the sale or exchange of a capital
asset held for more than 6 months, or

*(B) in the case of a shareholder other than a corporation—

‘(i) to the extent of such class A capital gain, be treated as
loss fromn the sale or exchange of a capital asset held for more
than 2 year, and

“(ii) bo the extent of such class B capital gain, be treated as
loss from the sale or exchange of a capital asset held for more
than 6 months but not more than 2 years.

If there is a loss on the sale or exchange of such share which is less
than the sum of such class A and class B capital gains, then a portion
of such loss equal to the proportion which such class A capital gains
bears to the sum of such class A and class B capital gains shall be a
class A capital loss; and the remainder of such loss shall be a class B
capital loss,
For purposes of this paragraph, the rules of section 246(c) (3) shall apply
in determining whether any share of stock has been held for less than 31
days; except that ‘30 days’ shall be substituted for ‘15 days’ in subpara-
graph (B) of section 246(c) (3).”

(8) (A) Section 857 (relating to the taxation of real estate investment
trusts and their beneficiaries) is amended by striking out subparagraphs
(B) and (C) of subsection (b)(3) and inserting in lieu thereof the
following:

“(B) TREATMENT OF CAPITAL GAIN DIVIDENDS BY SHAREHOLDERS.—A
capital gain dividend shall be treated by the shareholders or holders
of beneflcial interests, other than corporations, as a class A or class B
capital gain to the extent so designated by the real estate investment
trust. Shareholders or holders of beneficial interests which are corpo-
rations shall treat a capital gain dividend as a long-term capital gain.

“(C) DEFINITION OF CAPITAL GAIN DIVIDEND.—For purposes. of this
part, a capital gain dividend is any dividend, or part thereof, which is
designated by the real estate investment trust in a written notice mailed
to its shareholders or holders of beneficial interests at any time before
the expiration of 30 days after the close of its taxable year as a Qistri-
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bution of class A or class B capital gain. In the case of a sharcholder
or holder of beneficial interest which is a corporation, if the aggregate
amount designated as a capital gain dividend with respect to a taxable
year of the trust (including capital gain dividends paid after the close
of the taxable year described in gection 858) is greater than the excess
of the net long-term capital gain over the net short-termm capital loss
of the taxable year, the portion of each distribution which shall be a
capital gain dividend shall be only that proportion of the amount so
designated which such excess of the net long-term capital gain over the
net short-term capital loss bears to the aggregate aimmount so designated.
In the case of a shareholder or holder of a beneficial interest other than
a corporation, if the aggregate amount designated as class A or as class
B capital gain with respect to a taxable year of the trust (including
capital gains dividends paid after the close of the taxable year described
in section 858) is greater than the adjusted class A or adjusted class
B capital gain, respectively—
“(1) the portion of each distribution which shall be treated as
a class A capital gain shall be only that pronortion of the amount
s0 designated as class A capital gain which the adjusted class A
capital gain bears to the aggregate amount so designated, and
“(1i) the portion of each distribution which shall be treated as
a class B capital gain shall be only that portion of the amount so
designated as class B capital gain which the adjusted class B
capital gain bears to the aggregate amount so designated.
For purposes of the preceding sentence, the adjusted class A or class
B capital gain shall be computed as though the trust were a taxpayer
other than a corporation except that section 1212(a) shall apply in lieu
of section 1212(b).”

(B) Section 857 is amended by striking out paragraph (4) of subsection
(b) and inserting in lieu thereof the following:

‘“(4) L0SS ON SBALE OR EXCHANGE OF STOCK HELD LESS THAN 31 DAYS.—If,
under subparagraph (B) of paragraph (3) a shareholder of, or a holder of
a beneflcial interest in, a real estate investment trust is required, with
respect to any share or beneflcial interest, to treat any amount as a long-
term, class A, or class B capital gain, and such share or interest is held by
the taxpayer for less than 31 days, then any loss on the sale or exchange of
suich share or interest shall—

“(A) in the case of a corporation, to the extent of such long-term
capital gain, be treated as loss from the sale or exchange of a capital
asset held for more than 6 months, or

“(B) in the case of a shareholder other than a corporation—

“(i) to the extent of such class A capital gain, be treated as loss
from the sale or exchange of a capital asset held for more than 2
yvears, and
“(il) to the extent of such class B capital gain, be treated as
loss from the sale or exchange of a capital asset held for more than
6 months but not more than 2 years.
If there is a loss on the sale or exchange of such share or interest which
is less than the sum of such class A and class B capital gains, then a
portion of such loss equal to the proportion which such class A capital
gain bears to the sum of such class A and class B capital gains shall
be a class A capital loss; and the remninder of such loss shall be a class
B capital loss.
For purposes of this paragraph, the rules of section 246(c) (83) shall apply
in determining whether any share of stock or beneficial interest has been
held for less than 31 days; except that ‘30 days’ shall be substituted for ‘15
days' in subparagraph (B) of section 246(c) (3).”
(9) The last sentence of section 1232(a) (2) (A) (relating to bonds and

"other evidences of indebtedness) is amended to read as follows: “Gaing in

excess of such amount shall, in the case of a corporation, be considered gain
from the sale or exchange of a capital asset held more than 6 months or
in the case of a taxpayer other than a corporation, be considered gain from
the sale or exchange of a capital asset held for more than 8 months but not
more than 2 years or held for more than 2 years, as the case may be.”
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(10) (A) Subsection (b) of section 1233 (relating to gains and losses
from short sales) is amended to read as follows:

“(b) SHORT-TERM AND CrLAss B GAINs AND Hovpine Perions.—If gain or loss
from a short sale is considered as gain or loss from the sale or exchange of a
capital asset under subsection (a) and if on the date of such short sale sub-
stantially identical property has been held by the taxpayer—-

‘(1) for not more than 6 months (determined without regard to the effect,
under the second sentence of this subsection, of such short sale on the holding
period), or if substantially identical property is acquired by the taxpayer
after such short sale and on or before the date of the closing thereof, any
gain on the closing of such short sale shall be considered as a gain on the
sale or exchange of a capital asset held for not more than 6 months (not-
withstanding the period of time any property used to close such short sale
has been held) ; or

“(2) in the case of a taxpayer other than a corporation, for more than
6 months but not more than 2 years (determined without regard to the
effect, under the second sentence of this subsection, of such short sale on
the holding period), any gain on the closing of such short sale shall be
considered as a gain on the sale or exchange of a capital asset held for
more than 6 months but not more than 2 years (notwithstanding the period
of time any property used to close such short sale has been held).

The holding perlod of such substantially identical property shall be considered
to begin (notwithstanding section 1223, relating to the holding period of prop-
erty) on the date of the closing of the short sale, or on the date of a sale, gift,
or other disposition of such property, whichever date occurs first. The pre-
ceding sentence shall apply to such substantially identical property in the order
of the dates of the acquisition of such property, but only to 8o much of such
property as does not exceed the quantity sold short, For purposes of this sub-
gection, the acquisition of an option to sell property at a fixed price shall be
considered as a short sale, and the exercise or failure to exercise such option shall
be considered as a closing of such short sale.”

(B) Subsection (d) of section 1233 is amended to read as follows:

“(d) Long-TERM, CLASS A, AND CLASS B LossEs.—If on the date of suck short
sale substantially identical property has been held by the taxpayer—

“(1) In the case of a corporation, for more than 6 months, any loss on
the closing of such short sale shall be considered as a loss on the sale or
exchange of a capital asset held for more than 6 months (notwithstanding
the period of time any property used to close such short sale has been held,
and notwithstanding section 1234).

“(2) In the case of a taxpayer other than a corporation—

“(A) for more than 2 years, any loss on the closing of such short
sale shall be considered as a loss on the sale or exchange of a capital
asset held for more than 2 years (notwithstanding the period of time
any property used to close such short sale has been held, and notwith-
standing section 1234), or

“(B) for more than 6 months but not more than 2 years, any 10ss
on the closing of such short sale shall be considered as a loss on the sale
or exchange of a capital asset held for more than 6 months but not more
than 2 years (notwithstanding the period of time any property used
§o3clo§’e such short sale has been held, and notwithstanding section

234).

(0) Paragraph (1) of section 1233(e) is amended to read as follows:

“(1) Subsection (b) or (d) shall not apply to the gain or logs, respec-
tively, on any quantity of property used to close such short sale which is in
excess of the quantity of the substantially identical property referred to
in the applicable subsection. In the case of a taxpayer other than a
corporation —

“(A) subsection (b) (1) or (d) (2) (A) shall not apply to the gain
or loss, respectively, on any quantity of property used to close such
short sale which is in excess of the quantity of the substantially identi-
cal property to which either subsection (b) (1) or (d)(2) (A) applies
(determined without regard to this subparagraph), and

“(B) subsection (b)(2) or (d) (2)(B) shall apply only to the gain
or loss, respectively, on the excegs described in subparagraph (A), but
only to the extent of the qu intity of the substantially identical property
to which either subsection (b) (2) or (d)(2)(B) applies (determined
without regard to this subparagraph).”

24-532—03—pt. 1——b
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(D) Section 1233(e) (4) (A) is amended by striking out “for not more
than 6 months,” in clause (i) and inserting in lieu thereof “in the case of a
corporation, for not more than 6 months, or in the case of a taxpayer
other than a corporation, for not more than 2 years,”, and by striking out
“subsection (b) (2)” in the language following clause (ii) and inserting in
lien thereof “the second and third sentences of subsection (b)”.

(1) Section 1233(f) is amended by striking out “subsection (b) (2)” each
place it appears and inserting in lieu thereof “the second and third sentences
of subsection (b)”.

(11) (A) Section 1247 (relating to election by foreign investment com-
panies to Aistribute income currently) is amended by striking out sub-
paragraph (B) of subsection (a)(1) and inserting in licu thereof the
following :

(1) designate in a written notice mailed to its shareholders at any
time before the expiration of 43 days after the close of its taxable year
the pro rata amount for the taxable year of the adjusted class A and
adjusted class B capital gain (determined as though such corporation
were a taxpayer other than a corporation except that section 1212 (a)
shall apply in Heu of seetion 1212(b)) ; and the portions thercof which
are being distributed ; and ”’

(B) Clause (i) of section 1247 (a) (2) (A) is amended {o read as follows:

(i) the adjusted class A and adjusted class B capital gain
referred to in paragraph(1) (B),”

(C) Subparagraph () of section 1247(a)(2) is amended to read as
follows: .
“(C) CARRYOVFR OF CAPITAL LOSSES FROM NONELEUCTION YEARS DENIED,—

In computing the adjusted eclass A and adjusted class B eapital gains
referred to in paragraph (1) (B), section 1212 shall not apply to losses
incurred in or with respect to taxable years before the iirst faxable year
to which the election applies.”

(D) Section 1247(c) (2) is amended by striking out “his long-term
capital gains” and inserting in lieu thereof “in the case of a shareholder
which is a corporation, its long-term capital gains, and in the case of a
shareholder other than a corporatien. his class A and class B capital gains”;

(E) Subsection (Q) of section 1247 is amended to read as follows:

“(d) TREATMENT OF IISTRIBUTED AND UNDISTRIBUTED CAPITAL GAINS BY A
QUALTFIED SHAREHOLbER—Ivery qualified shareholder of a foreign investment
company for any taxable year of such company with respect to which an
election pursuant fo subsection (a) is in effect shall—

(1) if such shareholder is a taxpayer other than a corporation—

“(A) iuclude in computing his class A or class B capital gain for
his taxable year in which received, his pro rata share of the distributed
portion of the adjusted class A or adjusted class B capital gain, respec-
tively, and

“(B) include in computing his class A or class B capital gain for his
taxable year in which or with which the taxable year of such company
ends, his pro rata share of the undistributed portion of the adjusted
cluss A or adjusted class B capital gain, respectively, or

“(2) if such shareholder is a corporation, include in computing its long-
term capital gains—

“(A) for its taxable yvear in which received, its pro rata share of the
distributed portion of the sum of the adjusted class A and adjusted class
B capital gains, and

“(B) for its taxable year in which or with which the taxable year
of such company ends, its pro rata share of the undistributed portion of
the sum of the adjusted class A and adjusted class B capital gains.

For purposes of this subsection the adjusted class A and adjusted class B
capital gains shall be determined as provided in subsection (a) (1) (B).”

(F') Subsection (i) of section 1247 is amended to read as follows:

“(1) Loss oN SALE 0R IXCHANGE OF CERTAIN STOCK.—

(1) SHAREHOLDERS OTHER THAN CORPORATIONS.—If, under this section,
any qualified shareholder other than a corporation treats any amount desig-
nated under subsection (a) (1) (B) with respect to a share of stock as—

“(A) class B capital gain and such share is held by the taxpayer for
6 months or less, then any loss on the siale or exchange of such share
shall, to the extent of the amount treated as class B capital gain, be

’
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treated as a loss from the sale or exchange of a capital asset held for
more than 6 months but not more than 2 years,

“(B) class A capital gain and such share is held by the taxpayer for
2 years or less, then any loss on the sale or exchange of such share
shall, to the exient of the amount treated as class A capital gain, be
treated as a loss from the sale or exchange of a capital asset held for
more than 2 years, or

“(C) both class A and class B capital gains and such share is held
by the taxpayer for 6 months or less and there is a loss on the sale or
exchange of such stock which is less than the sum of the amount so
designated. then an amount of such loss shall be treated as a loss from
the sale or exchange of a capital usset held for more than ¢ months but
not more than 2 years which bears the same relation to such loss as the
class I3 capital gain o designated bears to the sum of such class B and
the class A capital gains so designated; and the remainder of such loss
shall be treated as a loss from the sale or exchange of a capital asset
held for more (han 2 years.

“(2) CorroratH SIHAREHOLDERS.—If, under this section, any qualified
shareholder which is a corporation treats any amount designated under
subsection (a) (1) (B) with respect. to a share of stock as long-term capital
gain and such shave is held by the taxpayer for 6 months or less, then any
loss on the sale or exchange of such share shall, to the extent of the amount
treated as long-term capital gain, be treated as a loss from the sale or ex-
change of a capital asset held for more than 6 months.”

(12) Section 1248(b) (relating to gain from certain sales or exchanges
of stoek in certain foreign corporations) is amended by striking out “6
months.” each place it appears and inserting in licu thereof “6 months but
not more than 2 years or held for more than 2 years, as the case may be,”.

(13) Section 1375(a) (relating to special rules applicable to capital gains
of electing small business corporations) is amended to read as follows:

‘“(a) CAPITAL GAINS.—

“(1) TREATMENT IN IIANDS OF SHAREHOLDERS.—T'he amount includible in
the gross income of a shareholder as dividends (including amounts treated
as dividends under section 1373(b)) from an electing small business cor-
poration during any taxable year of the corporation, to the extent such
amount Is a distribution of property out of earnings and profits of
the taxable year as specified in section 316(a) (2), shall be treated (i)
as class A capital gain to the extent of the sharcholder’s pro rata share
of the adjusted class A capital gain (computed by the corporation as
though it were a taxpayer other than a corporation except that section
1212(b) (2) shall not apply) for such taxable year, and (il) as class B
capital gain to the extent of the shareholder's pro rata share of the adjusted
class B capital gain (computed by the corporation as though it were a tax-
payer other than a corporation except that section 1212(b) (2) shall not
apply) for such taxable year. For purposes of this paragraph, the adjusted
class A capital gain or the adjusted class B capital gain shall be deemed not
to exceed an amount equal to that portion of the corporation’s taxable incowe
(computed as provided in section 1373(d)) for the taxable year which bsurs
the same ratio to such taxable income as such adjusted class A capital gain
or such adjusted class B capital gain (determined without regard to the pro-
visions of this sentence) bears to the sum of such adjusted class A and

" adjusted class B capital gains.

“(2) DETERMINATION OF SHAREHOLDER'S PRO RATA SHARE.—A shareholder's
pro rata share of the adjusted class A or adjusted class B capital gain
(computed as proviaed in paragraph (1)) for any taxable year shall be an
amount which bears the same ratio to such adjusted class A capital gain
or such adjusted class B eapital gain as the amount of dividends described
in paragraph (1) includible in the shareholder's gross income bears to the
entire amount of dividends described in paragraph (1) includible in the
gross income of all shareholders.”

(d) EFFECTIVE DATE.—

(1) GENERAL RULE—Except as otherwise specifically provided, and except
as provided by paragraph (2), the amendments made by ‘this section shall
apply to taxable years beginning after December 31, 1963.
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(2) TRANSITION RULES.—

(A) DISTRIBUTIONS OF CAPITAL GAINS.—

(i) If a taxpayer, other than a corporation, is required to in-
clude as capital gain in his gross income for a taxable year begin-
ning after December 31, 1963, an amount attributable to sales or
exchanges of capital assets held for more than ¢ months and such
gain was realized in a taxable year beginning before January 1,
1964, by a person described in clause (iii), such amount shall be
treated by such taxpayer as clags B capital gain.

(il) If a taxpayer, other than a corporation, is required to in-
clude as capital gain in his gross income for a taxable year pegin-
ning before January 1, 1964, an amount attributable to sales or
exchanges of capital assets held for more than 6 months and such
gain was realized in a taxable year beginning after December 31,
1965, by a person described in clause (iii), such amounts shall be
treated by such taxpayer as long-term capital gain.

(iil) This subparagraph applies in respect of a regulated invest-
ment company or a real estate investment trust to which subchapter
M of chapter 1 of the Internal Revenue Code of 1954 applies, a
foreign investment company to which section 1247 of such Code
applies, an electing small business corporation to which subchapter
$ of chapter 1 of such Code applies, a common trust fund to which
section 584 applies. a partnership, an estate, and a trust.

(B) LO0SS ON SBALE OR EXCHANGE OF CERTAIN STOCK.—If a shareholder
(or a holder of a beneficial interest), other than a corporation, in a
regulated investment company, real estate investment trust, or foreign
investment company is required for a taxable year beginning before
January 1, 1964, under section 852(b) (3) (B) or (D), section 857 (b)
(8) (B), or section 1247 (d), to treat an amount with respect to a share
(or beneficial interest), as a long-term capital gain, and such shave (or
beneficial interest) is held by the taxpayer for less than 31 days (6
months or less in the case of a shareholder of a foreign investment
company ), then a loss on the sale or exchange of such share in a taxable
year of such shareholder beginning after December 31, 1963, shall to
to the extent of such long-term capital gain, be treated as loss from
the sale or exchange or a capital asset held for more than 6 months
but not more than 2 years.

(C) REQGULATORY AUTHORITY.—The Secretary or his delegate shall
prescribe such regulations as may be necessary to carry out the pur-
poses of this subsection.

(D) MeaxiNG oF TERMS8.—Terms used in this subsection shall have
the same meaning as when used in chapter 1 of the Internal Revenue
Code of 1954,

SEC. 220. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE REALTY.
(a) GAIN FroM DisposiTioNs OF CERTAIN DEPRECIABLE REALTY.—Part IV of

subchapter P of chapter 1 (relating to special rules for determining capital gains
and losses) is amended by adding at the end thereof the following new section:
“SEC. 1250. GAIN FROM DISPOSITIONS OF CERTAIN DEPRECIABLE REALTY.

‘“(a) GENERAL RULE—

‘(1) ORDINARY INCOME.—Iixcept as otherwise provided In this section, if
section 1250 property is disposed of after December 31, 1063, the applicable
percentage of the lower of—

“(A) the additional depreciation (as defined in subsection (b) (1))
in respect of the property, or
“(B) the excess of—
“(i) the amount realized (in the case of a sale, exchange, or in-
voluntary conversion), or the fair market value of such property
(in the case of any other disposition), over
“(1i) the adjusted basis of such property,
shall be treated as gain from the sale or exchange of property which is
neither a capital asset nor property described in section 1231. Such gain
shall be recognized notwithstanding any other provision of this subtitle.

“(2) APPLICABLE PERCENTAGE.~—For purposes of paragraph (1), the term
‘applicable percentage’ means 100 per¢éent minus one percentage point for
each full month the property was held after the date on which the property
was held 20 full months.

2
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“(b) ApDPITIONAL DEPRECIATION DEFINED.—For purposes of this section—

“(1) IN GENERAL~The term ‘additional deprecintion’ means, in the case
of any property, the depreciation adjustments in respect of such property;
except. that, in the case of property held more than one year, it means such
agjustmonts only to the extent that they exceed the amount of the deprecia-
tion adjustments which would have resulted if such adjustments had been
determined for each taxable year under the straight line method of adjust-
ment. For purposes of the preceding sentence, if a useful life (or salvage
value) was used in determining the amount allowed as a deduction for any
taxabie year, such life (or value) shall be used in determining the deprecia-
tion adjustments which would have resulted for such year under the straight
line method.

“(2) PROPERTY HELD BY LESSEE.—In the case of a lessee, in determining the
depreciation adjustments which would have resulted in respect of any
building erected (or other improvement made) on the leased property, or in
respect of any cost of acquiring the lease, the lease period shall be treated
as including all renewal periods. For purposes of the preceding sentence—

“(A) the term ‘renewal period’ means any period for which the lease
may be renewed, extended, or continued pursuant to an option exercis-
able by the lessee, but

“(B) the inclusion of renewal periods shall not extend the period
taken into account by more than 24 of the period on the basis of which
the depreciation adjustments were allowed.

“(3) DEPRECIATION ADJUSTMENTS.—The term ‘depreciation adjustments’
means, in respect of any property, all adjustments attributable to periods
after December 31, 1963, reflected in the adjusted basis of such property on
account of deductions (whether in respect of the same or other property)
allowed or allowable to the taxpayer or to any other person for exhaustion,
wear and tear, obsolescence, or amortization (other than amortization under
section 168). For purposes of the preceding sentence, if the taxpayer can
establish by adequate records or other sufficient evidence that the amount
allowed as a deduction for any period was less than the amount allowable,
the amount taken into account for such period shall be the amount allowed.

“(e) SEctIioN 1250 PropERTY.—For purposes of this section, the term ‘section
1250 property’ means any real property (other than section 12435 property, as de-
fined in section 1245(a) (3) ) which is or has been property of a character subject
to the allowance for depreciation provided in section 167.

“(d) EXCEPTIONS AND LIMITATIONS.—

“(1) Grrrs.—Subsection (a) shall not apply to a disposition by gift.

“(2) TRANSFERS AT DEATIL.—EXxcept as provided in section 691 (relating
to income in respect of a decedent), subsection (a) shall rot apply to a
transfer at death. :

“(3) CERTAIN TAX-FREE TRANSACTIONS.—If the basis of property in the
hands of a transferee is determined by reference to its basis in the hands
of the transferor by reason of the application of section 332, 351, 361, 8371(a),
374(a), 721, or 781, then the amount of gain taken into account by the
transferor under subsection (a) (1) shall not exceed the amount of gain
recognized to the transferor on the transfer of such property (determined
without regard to this section). This paragraph shall not apply to a dis-
position to an organization (other than a cooperative described in section
521) which is exempt from the tax imposed by this chapter.

“(4) LIKE KIND EXCHANGES ; INVOLUNTARY CONVERSIONS, ETC.—

“(A) RECOGNITION LIMIT.—If property is disposed of and gain (de-
termined without regard to this section) is not recognized in whole or
in part under seetion 1031 or 1033, then the amount of gain taken into
account by the transferor under subsection (a) (1) shall not exceed
the greater of the following: .

“(i) the amount of gain recognized on the disposition (determined
without regard to this section), increased as provided in subpara-
graph (B), or

“(ii) the amount determined under subparagraph (C).

“(B) INCREASE FOR CERTAIN BTOCK.—With respect to any transaction,
the increase provided by this subparagraph is the amount equal to the
fair market value of any stock purchased in a corporation which (but for
this paragraph) would result in nonrecognition of gain under section
1033(a) (3) (A). '
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“(C) ADJUSTMENT WERFE INSUFFICIENT SECTION 1230 PROPERTY IS AcC-
QUIRED.—With respect to any transaction, the amount determined under
this subparagraph shall be the excess of—

“(i) the amount of gain which would (but for this paragraph
be taken into account under subsection (a) (1), over

“(ii) the fair market value (or cost in the case of a transaction
described in section 1033(a) (3)) of the section 1250 property ac-
quired in the transaction.

“4I>)) DBASIS OF PROPERTY ACQUIRED.—In the case of property purchased
by the taxpayer in a transaction described in section 1033(a) (3), in
applying the last sentence of section 1033(c), such sentence shall be
applied—

“(i) first solely to secticn 1230 properties and to the amount of
gain not taken into account under subsection (a) (1) by reason of
this paragraph, and

“(ii) then to all purchased properties to which such sentence ap-
plies and to the remaining gain not recognized on the transaction as
if the cost of the section 1250 properties were the basis of such prop-
erties computed under clause (i).

In the case of property acquired in any other transaction to which this
paragraph applies, rules consistent with the preceding sentence shall be
applied under regulations prescribed by the Secretary or his delegate.

“(E) ADDITIONAL DEPRECIATION WITH RESPECT T0 PROPERTY DISPOSED
or.—In the cast of any transaction described in section 1031 or 1033,
the additional depreciation in respect of the section 1230 property ac-
auired which is attributable to the section 1250 property disposed of
shall be an amount equal to the amount of the gain which was not taken
into account under subsection (a) (1) by reasom of the application of
this paragraph.

“(H) SECTION 1071 AND 1081 TRANSACTIONS.—Under regulations prescribed

by the Secretary or his delegate, rules consistent with paragraphs (3) and
(4) of this subsection and with subsections (e) and (f) shall apply in the
case of transactions deseribed in section 1071 (relating to gain from sale or
exchange to effectuate policies of CC) or section 1081 (relating to exchanges
in obedience to SEQ orders).

“(6) PROPERTY DISTRIBUTED BY A PARTNERSHIP TO A PARTNER.—

“(A) IN GENERAL~I'or purposes of this section, the basis of section
1250 property distributed by a partnership to a partner shall be deemed
to be determined by reference to the adjusted basis of such property to
the partnership.

“(B) ADDITIONAL DEPRECIATION.—In respect of any property described
in subparagraph (A), the additional depreciation attributable to periods
bhefore the distribution by the partnership shall be—

“(1) the amount of the gain to which subsection (a) would have
applied of such property had been sold by the partnership immedi-
ately before the distribution at its fair market value at such time
and the applicable percentage for the property had been 100 percent
reduced by

P (ii) if section 751(b) applied to any part of such gain, the
amount of such gain to which section 751(b) would have applied
if the applicable percentage for the property had been 100 percent.

“(7) DISPOSITION OF PRINCIPAL RESIDENCE.~Subsection (a) shall not apply

to a disposition of—

“(A) property to the extent used by the taxpayer as his principal
residence (within the meaning of section 1034, relating to sale or ex-
change of residonco), and

“(B) property in respect of which the taxpayer meets the aze and
ownership requirements of section 121 (relating to gains from sale or
exchange of residence of individual who has attained the age of 63)
but only to the extent that he meets the use requirements of such sec-
tion in respect of such property.

. “(e) Horpine Prrion.—For purposes of determining the applicable percentage
under this section, the provisions of section 1223 shall not apply, and the hold-
ing period of section 1250 propertv shall be determined under the follm\ing

rules:

(1) BEGINNING OF HOLDING PERIOD.—The holding period of qection 1250

property shall be deemed to hegin— ¢
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“(A) in the case of property acquired by the taxpayer, on the day
after the date of acquisition, or

“(B) in the case of property constructed, reconstmcte(l or erected
by the taxpayer, on the first day of the month during w hioh the prop-
erty is placed in service.

“(2) PROPERTY WITII TRANSFERRED BAsIS.—If the basis of property ac-
quired in a transaction described in paragraph (1), (2), (3), or (5) of sub-
section (d) is determined by reference to its basis in the hands of the
transferor, then the holdmg period of the property in the hands of the
transferee shall include the holding period of the property in the hands of
the transferor.

“(3) PRINCIPAT. RESIDENCE.—If the basis of property acquired in a trans-
action described in paragraph (7) of subsection (d) is determined by ref-
erence to the basis in the hands of the taxpayer of other property, then
the holding period of the property acquired shall include the holding period
of such other property.

“(f) SrrCIAL RULES FOR PROPERTY WHICH I8 @UBSTANTIAHY I\{PROVFD——

“(1) AMOUNT TREATED AB ORDINARY INCOME~—If, in the case of a disposi-
tion of section 1250 property, the property is treated as consisting of more
than one element by reason of paragraph (3), then the amount taken into
account under subsection (a) (1) in respeet of such section 1250 property
as gain from the sale or exchange of property which is neither a capital
asset nor property deseribed in section 1231 Gha]l be the sum of the amounts
determined under paragraph (2).

“(2) ORDINARY INCOME ATTRIBUTABIE TO AN ELEMENT.—Ior purposes of
paragraph (1), the amount taken into account for any element shall be the
amount determined by multinlying—

“(A) the amonnt which bears the same ratio to the lower of the
amounts specified in subparagraph (A) or (B) of subsection (a) (1)
for the section 1250 property as the additional depreciation for such
element bears to the sum of the additional depreciation for all elements,
by

“(B) the applicable porcentnge for such element.

For purposes of this paragraph, determinations with respect to any element
shall be made as if it were a separate property.

“(3) PROPERTY CONSISTING OF MORE THAN ONE ELEMENT.—In applying this
subsection in the case of any section 1250 property, there shall be treated
as a feparate element—

“(A) each separate improvement,

“(B) if, hefore comnletion of section 1250 property, units thereof (as
distinguished frrom improvements) were placed in service, each such
unit of section 1250 nropprtv, and -

“(C) the remaining property which is not taken into account under
subnaragraphs (A) and (B).

“(4) PROPERTY WHICH IS SUBSTANTIALLY IMPROVED.—For purposes of this
subsection—

“(A) IN GENERAL.—The term ‘separate improvement’ means each
improvement added during the 86-month period ending on the last day
of any taxable vear to the capital account for the property, but only if
the sum of the amounts added to such account during such period exceeds
the greatest of—

“(1) 25 percent of the adjusted basis of the property, '
“(ii) 10 percent of the adjusted basis of the property, determined
without regard to the adjustments provided in paraglaphs (2) and
(3) of section 1016(a), or Lo
“(iil) $5,000.
For purposes of clauses (i) and (if), the adjusted basis of the property’
shall be Qetermined as of the beginning of the first day of such 36-month
period, or of the holding period of the property (within the meaning of
subsection (e) ), whichever is the later.

“(B) ExCEPTION.—Improvements in any tnxable year shall be taken
into account for purposes of subparagraph (A) only if the sum of the
amounts added to the capital account for the property for such taxable
year exceeds the greater of— 5

‘(1) $2,000, or z L S

i
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“(ii) one percent of the adjusted basis referred to in subpara-
graph (A) (ii), determined, however, as of the beginning of such
taxable year.

For purposes of this section, if the amount added to the capital account
for any separate improvement does not exceed the greater of clause
(1) or (ii), such improvement shall be treated as placed in service on
the first day, of a calendar month, which is closest to the middle of the
taxable year.

“(C) IMPROVEMENT.—The term ‘improvement’ means, in the case of
any section 1250 property, any addition to capital account for such
property after the initial acquisition or after completion of the property.

“(g) ApJusTMENTS TO Basis.—The Secretary or his delegate shall prescribe
such regulations as he may deem necessary to provide for adjustments to the
basis of property to reflect gain recognized under subsection (a).

“(h) ArpPLICATION OF SEcTION.—This section shall apply notwithstanding any
other provision of this subtitle.”

(b) TECHNICAL AMENDMENTS.—

(1) SPECIAL RULE FOR CHHARITABLE CONTRIBUTIONS,~—

(A) The heading of section 170(e) (relating to special rule for
charitable contributions of section 1245 property) is amended by striking
out “SectioN 1245 PRrROPERTY” and inserting in lieu thereof “CERTAIN
PROPERTY",

(B) The text of such section 170(e) is amended by striking out
“section 1245(a)” and inserling in lieu thereof “section 1245(a) or
1250(a)".

(2) CORPORATE DISTRIBUTIONS OF PROPERTY.—Subsections (b) and (d) of
section 301 (relating to amount distributed) ave each amended by striking
out “under section 1245(a)” and inserting in lieu thereof “under section
1245(a) or 1250(a)”.

(8) EFFECT ON EARNINGS AND PROFITS.—Paragraph (3) of section 312(e)
(relating to adjustments of earnings and profits) is amended by striking out
“or under section 1245(a)” and inserting in lieu thereof “or under section
1245(a) or 1250(a)”.

(4) COLLAPSIBLE CORPORATIONS.—Paragraph (12) of section 841(e) (re-
lating to collapsible corporations) is amended by striking out ‘“section
1245(a)” and inserting in lieu thereof ‘‘sections 1245(a) and 1250(a)".

(5) INSTALLMENT OBLIGATIONS IN CERTAIN LIQUIDATIONS.—Subparagraphs
(A) and (B) of section 453 (d) (4) (relating to distribution of installment
obligations in certain corporate liquidations) are each amended by striking
gggo‘(‘seﬁ'ﬁon 1245(a)” and inserting in lieu thereof “section 1245(a) or

a)”.

(6) SPECIAL RULE FOR PARTNERSHIPS.—Section 751(c) (relating to defini-
tion of “unrealized receivables” for purposes of subchapter K) is amended
by striking out “(as defined in section 1245(a) (3))” and inserting in lieu
thereof “(as deflned in section 1245 (a) (3)) and section 1250 property (as
defined in section 1250(c) )" and by striking out “to which section 1245(a)”
and inserting in lieu thereof “to which section 1245(a) or 1250(a)".

(7) The table of sections for part IV of subchapter P of chapter 1 is
amended by adding at the end thereof the following:

““Sec. 1250. Gain from dispositious of certain depreclable realty."
(¢) Errecorive DATE—The amendments made by this section shall apply to
dispositions after December 81, 1963, in taxable years ending after such date.

SEC, 221. AVERAGING.
(a) GENERAL RuLE~—Part I of subchapter Q of chapter 1 is amended to read

as follows:
“PART I-—-INCOME AVERAGING

“Sec, 1801, Limitation on tax.
“Sec, 1302. Definition of averagable income ; related deﬂnluons
“Sec, 1303, Eligible individuals.
‘‘Hec, 1304, Bpeclal rules. . :
s “Sec. 1305. Regulations,
“snc. 1301. LIMITATION ON TAX. - o .
“If an eligible individual has averaguble income for the computation year, and
if the amount of such income exceeds $3,000, then the tax imposed by section 1
for the computation year which is attributable to averagable income shall be &

]
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times the increase in tax under such section which would result from adding 20
percent of such income to the sum of—

“(1) 13314 percent of average base period income, and

“(2) the amount (if any) of the average base period capital gain net

- income.

“SEC. 1302. DEFINITION OF AVERAGABLE INCOME; RELATED DEFINITIONS.

‘“(a) AVERAGABLE INCOME.—For purposes of this part—

(1) IN GENERAL.—The term ‘averagable income' means the amount (if
any) by which adjusted taxable income exceeds 13314 percent of average
base period income.

“(2) ADJUSTMENT IN CERTAIN CASES FOR CAPITAL GAINS.—If—

‘“(A) the average base perjod capital gain net income, exceeds

“(B) the capital gain net income for the computation year,

then the term ‘averagable income’ means the amount determined under
paragraph (1), reduced by an amount equal to such excess.

“(b) ApJustABLE TAXABLE INCOME.—For purposes of this part, the term
‘adjusted taxable income’ means the taxable income for the computation year,
decreased by the sum of the following amounts:

(1) CAPITAL GAIN NET INCOME FOR THE COMPUTATION YEAR.—The amount
(if any) of the capital gain net income for the computation year.

‘“(2) INCOME ATTRIBUTABLE TO GIFTS, BEQUESTS, ETC.—

“(A) IN GENERAL—The amount of net income attributable to an
interest in property where such interest was received by the taxpayer
as a gift, bequest, devise, or inheritance during the computation year
or any base period year. This paragraph shall not apply to gifts, be-
quests, devises, or inheritances between husband and wife if they make
a joint return, or if one of them makes a return as a surviving spouse
(as defined in section 2(b), for the computation year.

‘“(B) AMOUNT OF NET INCOME.—Unless the taxpayer otherwise estab-
lishes to the satisfaction of the Secretary or his delegate, the amount of
net income for any taxable year attributable to an interest described in
subparagraph (A) shall be deemed to be 6 percent of the fair market
value of such interest (as determined in accordance with the provisions
of chapter 11 or chapter 12, as the case may be).

“(C) LiMmiratioN.—This paragraph shall apply only if the sum of
the net incomes attributable to interests described in subparagraph (A)
exceeds $3,000.

‘(D) NET INCOME—For purposes of this paragraph, the term ‘net
income’ means, with respect to any interest, the excess of—

“(1) items of gross income attributable to such interest, over
“(ii) the deductions properly allocable to or chargeable against
such items.
For purposes of computing such net income, capital gaing and losses shall
not be taken into account.

“(8) WAGERING INCOME.—The amount (if any) by which the gains from
wagering transactions for the computation year exceed the losses from such
transactions.

“(4) CERTAIN AMONTSB RECEIVED BY OWNER-EMPLOYEES.—The amount (if
any) to which section 72(m) (5) (relating to penalties applicable to certain
amounts received by owner-employees) applies.

‘““(¢) AVERAGE BASE PERIOD INCOME.—For purposes of this part—

‘(1) I~ GENERAL—The term ‘average base period income’ means one-
fourth of the sum of the base period incomes for the base period.

“(2) BABE PERIOD INCOME.—The base period income for any taxable year
is the taxable income for such year first mcreaqed and then decrensed (but
not below zero) in the following order:

- %(A) 'l‘axable income shall be mcreased by an amount equal to the

excess of—

“(1) the amount excluded from gross income under section 91x
(relating to earned income from sources without the United States)
and subpart D of part XIT of subchapter N (sec. 931 and following,
relating to income from soulces wlthin possesslons of the United

' - States),over ~ -

“(i1) the deductions which Would have been properly allocable to
or chargeable against such amount but for the exclusion of such
amount from gross income.
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*(B) Taxable income shall be decreased by the capital gain net
income.

“(C) If the decrease provided by paragraph (2) of subsection (b)
applies to the computation year, the taxable income shall be decreased
uunder the rules of sueh paragraph (2) (other than the limitation con-
tained in subparagraph (C) thereof).

“(d) Carrran GAiN Net INcoME, Erc.—For purposes of this part—

“(1) CAPITAL GAIN NET INCOME.—~The term ‘capital gain net income’
means, for any taxable year beginning after December 31, 1963, the amount
(if any) by which—

“(A) the sum of the adjusted class A capital gain and the adjusted
class B capital gain, exceeds
“(13) the deduction allowable under section 1202 (a).
The term ‘capital gnin net income’ means, for any taxable year beginning
before January 1, 1964, the amount equal to 50 percent of the excess of the
net loug-term capital gain over the net short-term capital loss.

“(2) AVERAGE BASE PERIOD CAPITAL GAIN NET INCOME.—The term ‘average
base period capital gain net income’ means one-fourth of the sum of the
capital gain net incomes for the base period. ¥or purposes of the pro-
ceeding sentence, the capital gain net income for any base period year shall
not exceed the base period income for such year computed without regard
to subsection (¢) (2) (B).

‘“(e) OrueER RELATED DEFINITIONS.—or purposes of this part—

“(1) CoMPUTATION YEAR.—The term ¢ computation year’ means the taxable
year for which the taxpayer chooses the benefits of this part.

“(2) Base reErion.—The term ‘base period’ means the 4 taxable years
immediately preceding the computation year.

“(3) Base rerion YEAR.—The term ‘base period year’ means any of the
4 taxable years immediately preceding the computation year.

“(4) JoINT RETURN.—The term ‘joint return’ means the return of a
husband and wife made under section 6013.

“SEC. 1303. FLIGIBLE INDIVIDUALS.

“(a) GENERAL RuLeE—Ixcept as otherwise provided in this section, for pur-
poses of this part the term ‘eligible individual’ means any individual who is
a citizen or resident of the United States throughout the computation year.

“(b) NONRESIDENT ALIEN INDIVIDUALS.—Ior purposes of this part, an individ-
ual shall not be an eligible individual for the computation year if, at any time
during such year or the base period, such individual was a nonresident alien.

“(e) INDIVIDUALS RECEIVING SUPPORT I'ROM OTHERS,—

“(1) IN GENERAL—Ior purposes of this part, an individual shall not
be an eligible individual for the computation year if, for any base period year,
such individual (and his spouse) furnished less than one-half of his sup-
port. -
“(2) I“\crmmNs.—-Pmagraph (1) shall not apply to any computation
year if—

“(A) such year ends after the individual attained age 25 and, during
at least 4 of his taxable years beginning after he attained age 21 and
ending with his computation year, he was not a full-time student.

“(B) more than one-half of the individual’s adjusted taxable income
for the computation year is attributable to work performed by him in
substantial part during 2 or more of the base period years, or

“(C) the individual makes a joint return for the computation year
and not more than 25 percent of the aggregate adjusted gross income
of such individual and his spouse for the computation year is attribu-
table to such individual.

In applying subparagraph (C), amounts which constitute earned income
(within the meaning of section 911(b)) and are community income under
community property laws applicable to such income shall be taken into
account as if such amounts did not constitute community income.

“(d) STupENT DEFINED.—For purposes of this section, the term ‘student’
means, with respect to a taxable year, an individual who during each of 5 cal-
endar months during such taxable year—

“(1) was a full-timme student at an educational lnstitution (as defined in
section 151 (e) (4) ) ; or
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“(2) was pursuing a full-time course of institutional on-farm training
under the supervision of an accredited agent of an educational institution
(as defined in section 151(e) ¢(4)) or of a State or political subdivision of
a State. .
“SEC. 1304. SPECIAL RULES.

“(a) Taxpayer Must CitoosE BENEFITS.—This part shall apply to the taxable
year only if the taxpayer chooses to have the benefits of this part for such taxable
year. Such choice may be made or changed at any time before the expiration
of the period prescribed for making a claim for credit or refund of the tax im-
posed by this chapter for the taxable year. '

“(b) CERTAIN PROVISIONS INAPPLICABLE.—If the taxpayer chooses the benefits
of this part for the taxable year, the following provisions shall not apply to
him for such year:

‘(1) section 3 (relating to optional tax if adjusted gross income, is less
than $3,000),

“(2) section 72(n) (2) (relating to limitation of tax in case of certain
distributions with respect to contributions by self-employed individuals),

“(3) section 911 (relating to earned income from sources without the
United States), and )

“(4) subpart D of part III of subchapter N (sec. 931 aud following,
relating to income from sources within possessions of the United States).

““(¢) FAILURE OF CERTAIN MARRIED INDIVIDUALS To MAXE JOINT RETURN, ETC.—

“(1) APPLICATION OF SUBSECTION.—Paragraphs (2), (3), and (4) of this
subsection shall apply in the case of any individual who was married for any
base period or the computation year; except that—

(A) such paragraphs shall not apply in respect of a base period year
if—

‘(i) such individual and his spouse make a joint return. or such
individual makes a return as a surviving spouse (as defined in sec-
tion 2(b) ), for the computation year, and

“(ii) such individual was not married to any other spouse for
such base period year, and

“(B) paragraph (4) shall not apply in respect of tl}e computation year
if the individual and his spouse make a joint returmns for such year.

“(2) MINIMUM BASE PERIOD INCOME—For purposes of this part, the base .=

period income of an individual for any base period year shall not _he less-than
50 percent of the base period income which would result from combining his
income and deductions for such year—

*(A) with the income and deductions for such year of the individual
who is his spouse for the computation year, or

“(B) if greater, with the income and deductions for such year of the
individual who was his spouse for such base period year,

*(3) MINIMUM BASE PERIOD CAPITA GAIN NET INCOME.—TFor purposes of this
part, the capital gain net income of any individual for any base period year
shall not be less than 50 percent of the capital gain net income which would
result from combining his capital gain net income for such year (determined
without regard to this paragraph) with the capital gain net income for such
year (similarly determined) of the individual with whom he is required by
paragraph (2) to combine his income and deductions for such year,

“(4) COMMUNITY INCOME ATTRIBUTABLE TO SERVICES.—In the case of
amounts which constitute earned income (within the meaning of section
911(b)) and are community income under community property laws appli-
cable to such income—

“(A) the amount taken into account for any base period year for
purposes of determining base period income shall not be less than the
amount which would be taken into account if such amounts did not
constitute community income, and

“(B) the amount taken into account for purposes of determining
adjusted taxable income for the computation year shall not exceed
the amount which would be taken into account if such amounts did not
constitute community income. :

*“(6) ManritAL sTATUS.—For purposes of this subsection, section 143 shall
apply in determining whether an individual is married for any taxable year.

“(d) DoLLAR LIMITATIONS IN CASE OF JOINT RETURNS,—In the case of a joint
return, the $3,000 figure contained in section 1801 shall be applied to the aggre-
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gate averagable income, and the $3,000 figure contained in section 1302(b) (2)(0)

shall be applied to the aggregate net incomes.
“(e) SPECIAL RULES WHERE THERE ARE CAPITAL GAINS.—

“(1) TREATMENT OF CAPITAL GAINS IN COMPUTATION YEAR—In the case
of any taxpayer who has capital gain net income for the computation year,
the tax imposed by section 1 for the computation year which is attributable
to the amount of such net income shall be computed—

“(A) by adding so much of the amount thereof as does not exceed
average period capital gain net income above 133% percent of average
base period income, and

“(B) by adding the remainder (if any) of such net income above
the 20 percent of the averagable income ag taken into account for pur-
poses of computing the tax imposed by section 1 (and above the amounts
(if any) referred to in subsection (£) (1)).

“(2) COMPUTATION OF ALTERNATIVE TAX.—In the case of any taxpayer
who has capital gain net income for the computation year, section 1201(b)
shall be treated as imposing a tax equal to the tax imposed by section 1,
reduced by the amount (if any) by which—

“(A) the tax imposed by scetion 1 and attributable to the capital
gain net income for the computation year (determiined under para-
graph (1)), exceeds

“(B) the sum of—

“(1) 21 percent of the adjusted class A capital gain, and
“(if) 25 percent of the adjusted class B capital gain.

“(f) TREATMENT OF CERTAIN OTHER ITEMS.—

“(1) GIFT OR WAGERING INCOME.—The tax imposed by gection 1 for the
computation year which is attributable to the amounts subtracted from
taxable income under paragraphs (2) and (3) of section 1302(b) shall
equal the increase in tax under section 1 which results from adding such
amounts above the 20 percent of the averagable income as taken into
account for purposes of computing the tax imposed thereon by section 1.

“(2) SectioN 72(m) (5).—Section 72(m) (5) (relating to penalties ap-
plicable to certain amounts received by owner-employees) shall be applied
as if this part had not been enacted.

“(8) OTHER ITEMS.—Except as otherwise provided in this part, the order
and manner in which items of income shall be taken into account in com-
puting the tax imposed by this chapter on the income of any eligible in-
dividual to whom section 1301 applies for any computation year shall be
determined under regulations prescribed by the Secretary or his delegate.

“(g) SHORT TAXABLE YEArS.—In the case of any computation year or base
period year which is a short taxable year, this part shall be applied in the
manner provided in regulations prescribed by the Secretary or his delegate.
“SEC. 1305. REGULATIONS.

“The Secretary or his delegate shall prescribe such regulations as may be
necessary to carry out the purposes of this part.”

(b) REPEAL oF SECTION 72(e) (3).—Section 72(e) (3) (relating to limit on
tax attributable to receipt of lump sum) is hereby repealed.

(¢) STATUTE oF LimiTations.—Section ¢511(d) (2) (B) (relating to special
period of limitation with respect to net operating loss carrybacks) is amended
to read as follows:

“(B) APPLICABLE RULES.—

“(1) If the allowance of a credit or refund of an overpayment
of tax attributable to a net operating loss carryback is otherwise
prevented by the operation of any law or rule of law other than
section 7122, relating to compromises, such credit or refund may
be allowed or made, if claim therefor is filled within the period
provided in subparagraph (A) of this paragraph. If the allowance
of an application, credit, or refund of a decrease in tax determined
under section 6411(b) is otherwise prevented by the operation
of any law or rule of law other than section 7122, such application,
credit, or refund may be allowed or made if application for a ten-
tative carryback adjustment is made within the period provided in
section 6411(a). In the case of any such claim for credit or refund
or any such application for a tentative carryback adjustment, the
determination by any court, including the Tax Court, in any pro-
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ceeding in which the decision of the court has become final, shall
be conclusive except with respect to the net operating loss deduction,
and the effect of such deduction, to the extent that such deduction
is affected by a carryback which was not in issue in such proceeding.-
“(it) A eclaim for credit or refund for a computation year (as de-
fined in section 1802(e) (1)) shall be determined to relate to an
overpayment attributable to a net operating loss carryback when
such carryback relates to any base period year (as deflned in section
1302 (e) (3)).” ’ .
(d) TecaNICAL AMENDMENTS.—The following provisions are amended by
striking out “except that section 72(e) (3) shall not apply”: :

(1) The first sentence of section 402(a) (1) (relating iv general rule for-
taxability of beneficiary of exempt trust).

(2) The second sentence of sectio 402(b) (relating to taxability of-
beneficiary of non-exempt trust).

(8) The second sentence of section 402(d) (relating to certain employees”
annuities). .

(4) Section 403(a) (1) (relating to the general rnlc for taxability of a
Seneficfary under a qualified annuity plan).

(5) The second sentence of section 403(b) (1) (relating to general rule
“or taxability of beneficiary, ete.). .

(6) The second sentence of section 403(c) (relating to taxability of
henefliciary under a nounqualified annuity), ’

(e) CLERICAL AMENDMENTS.—

(1) Subscction (f) of section 4 (relating to cross references to rules for
optional tux) is amended by adding at the end thereof the following new
paragraph: .

‘“(3) For rule that optionai tax is not to apply if individual chooses the benefits
of income averaging, see section 1304 (b).”
(2) Bubsection (b) of section 5 (relating to eross references to special
limitations on tax) is amended to read as follows:
“(b) SIrECIAL LIMITATIONS ON TAX,.—

“(1) For limitation on surtax attributable to sales of oil or gas properties, see
section 632,

“(2) For limitation on tax in case of income of members of Armed Forces on
death, see section 692,

‘“(3y For limitation on tax where an individual chooses the henefits of income
averaging, see section 1301,

“(4) For computation of tax where taxpayer restores substantial amount held
under clnim of right, see section 1341,

“(5) For limitation on surtax attributable to claims against the Uniied States
involving acquisitions of property, sec section 1347.”

(3) The table of parts for subchapter Q of chapter 1 is amended by
striking out

“Part I. Income attributable to several taxalLle years.”
and inserting in lien thereof
“Part I. Income averaging.”

(f) BFFECTIVE DATE~—

(1) GENERAL RULE.—Except as provided in paragraph (2), the amend-
ments made by this section shall apply with respect to taxable years begin-
ning after December 31, 1963. .

(2) INCOME FROM AN EMPLOYMENT.—If, in a taxable year beginning after
December 31, 1963, an individual or partnership receives or accrues com-
pensation from an employment (as defined by section 1801 (b) of the Internal
Revenue Code of 1954 as in effect immediately before the enactment of this
Act) and the employment began before February 6, 1963, the tax attributable
to such compensation may, at the election of the taxpayer, be computed under
the provisions of sections 1301 and 1307 of such Code as in effect immedi-
ately before the enacement of this Act. If a taxpayer so elects (at such
time and in such manner as the Secretary of the Treasury or his delegate
by regulatioas prescribes), he may not choose for such taxable year the
benefits provided by part I of subchapter Q of chapter 1 of such Code
(relating to income averaging) as amended by this Act. '
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SEC. 222. REPEAL OF ADDITIONAL 2-PERCENT TAX FOR CORPORATIONS FILING

CONSOLIDATED RETURNS,

(a) REPEAL oF Tax.—Subsection (a) of section 1503 (relating to computa-
tion and payment of tax in case of consolidated returns) is amended to read
as follows:

“(a) GENERAL RULE~—In any case in which a consolidated return is made or
is required to be made, the tax shall be determined, computed, assessed, col-
lected, and adjusted in accordance with the regulations under section 1502 pre-
scribed before the last day prescribed by law for the filing of such return.”

(b) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) Section 1503 is amended by striking out subsections {b) and (¢)
and by relettering subsection (d) as subsection (b).

(2) Paragraph (3) of section 1503(b) (as relettered by paragrapre 1))
is amended to read as follows :

‘*(3) SPECIAL RULES.—

“(A) For purposes of paragraph (2), a corporation is a regulated
public utility only if it is a regulated public utility within the meaning
of subparagraph (A) (other than clauses (ii) and (iif) thereof) or (D)
of section 7701(a) (33). For purposes of the preceding sentence, the
limitation contained in the last two sentences of section 7701 (a) (33)
shall be applied as if subparagraphs (A) through (F'), inclusive, of
section 7701(a) (33) were liinited to subparagraphs (A) (i) and (D)
thereof.

“(B) For purposes of paragraph (2), the foreign countries referred
to in this subparagraph include only any country from which any
public utility referred to in the first sentence of paragraph (2) derives
the principal part of its income.

“(C) For purposes of this subsection, the terin ‘consolidated tax-
able income’ means the consolidated taxable income computed without
regard to the deduction provided by section 242 for partially tax-
exempt interest.”

(3) Section 7701(a) (relating to definitions) is amended by adding at
the end thereof the following new paragraph :

“(33) REGULATED PUBLIC UTILITY.—The term ‘regulated public utility’
means—

“(A) A corporation engaged in the furnishing or sale of—

“(1) electric energy, gas, water, or sewerage disposal services,
or . .

‘(i) transportation (not included in subparagraph (C)) on an
intrastate, suburban, municipal, or interurban electric railroad, on
an intrastate, municipal, or suburban trackless trolley system, or
on a municipal or suburban bus system, or

‘“(ili) transportation (not included in eclause (ii)) by motor
vehicle—

if the rates for such furnishing or sale, as the case may be, have been

egtablished or approved by a State or political subdivision thereof, by

an agency or instrumentality of the United States, by a public service
or public utility commission or other similar body of the District of

Columbia or of any State or political subdivision thereof, or by a for-

e}lgn cguntry or an agency or instrumentality or political subdivision

thereof.

“(B) A corporation engaged as a common carrier in the furnishing
or sale of transportation of gas by pipeline, if subject to the jurisdiction
of the Federal Power Commission.

“(C) A corporation engaged as a common carrier (i) in the fur-
nishing or sale of transportation by railroad, if subject to the juris-
diction of the Interstate Commerce Commission, or (ii) in the furnishing
or sale of transportation of oil or other petroleum products (including
shale oil) by pipe line, if subject to the jurisdiction of the Interstate
Commerce Commission or if the rates for such furnishing or sale are
subject to the jurisdiction of a public service or public utility com-
g}lsslon or other similar body of the District of Columbia or of any

tate.

“(D) A corporation engaged in the furnishing or sale of telephone
or telegraph service, if the rates for such furnishing or sale meet the
requirements of subparagraph (A),.
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“(B) A corporation engaged in the furnishing or sale of transporta-
tion as a comumon carrier by air, subject to the jurisdiction of the Civil
Aeronautics Board.

“(I') A corporation engaged in the furnishing or sale of transporta-
tion by common carrier by water, subject to the jurisdiction of the
Interstate Commerce Commission under part I11 of the Interstate Com-
merce Act, or subject to the jurisdiction of the Federal Maritime Board
under the Intercoastal Shipping Act, 1933.

“(G) A railroad corporation subject to part I, of the Interstate
Commerce Act, if (i) substantially all of its railroad properties have
been leased to another such railroad corporation or corporations by
an agreement or agreements entered into before January 1, 1954, (ii)
each lease is for a term of more than 20 years, and (iii) at least 80
percent or more of its gross income (computed without regard to
dividends and capital gains and losses) for the taxable year is derived
from such leases and from sources described in subparagraphs (A)
through (I%), inclusive. For purposes of the preceding sentence, an
agreement for lease of railroad properties entered into before January 1,
1954, shall be considered to be a lease including such term as the total
number of years of such agreement may, unless sooner terminated,
be renewed or continued under the terms of the agreement, and any
such renewal or continuance under such agreement shall be considered
part of the lease entered into before January 1, 1954.

“(H) A common parent corporation which is & common carrier by
railroad subject to part I of the Interstate Commerce Act if at least
80 percent of its gross income (computed without regard to capital
gains or losses) is derived directly or indirectly from sources described
in subparagraphs (A) through (F), inclusive. Ior purposes of the
preceding sentence, dividends and interest, and income from leases de-
seribed in subparagraph (G), received from a regulated public utility
shall be considered as derived from sources described in subparagraphs
(A) through (F), inclusive, if the regulated public utility is a member
of an affilinted group (as defined in section 1504) which includes the
common parent corporation.

The term ‘regulated public utility’ does not (except as provided in subpar-
agraphs (G) and (H)) include a corporation described in subparagraphs
(A) through (F), inclusive, unless 80 percent or more of its gross income
(computed without regard to dividends and capital gains and losses) for
the taxable year is derived from sources described in subparagraphs (A)
through (F), inclusive, If the taxpayer establishes to the satisfaction of
the Secretary or his delegate that (i) its revenue from regulated rates de-
scribed in subparagraph (A) or (D) and its revenue derived from unregu-
lated rates are derived from the operation of a single interconnected and
coordinated system or from the operation of more than one such system,
and (ii) the unregulated rates have been and are substantially as favorable
to users and consumers as are the regulated rates, then such revenue from
such unregulated rates shall be considered, for purposes of the preceding
sentence, as income derived from sources described in subparagraph (A)
or (D).”

(4) Section 12(8) (relating to cross reference to additional tax for cor-
porations filing consolidated returns) is hereby repealed.

(3) Paragraphs (1) and (2) of sectior: 172(j) (relating to carryover of
net operating loss for certain regulated transportation corporations) are
amended to read as follows :

“(1) DEeFINITION—For purposes of subsection (b) (1) (C), the term ‘regu-
lated transportation corporation’ means a corporation—

“(A) 80 percent or more of the gross income of which (computed with-
out regard to dividends and capital gains and losses) for the taxable
yvear is derived from the furnishing or sale of transportation described
in subparagraph (A), (C) (i), (B), or (F) of section 7701(a) (33)
and taken into account for purposes of the limitation contained in the
last two sentences of section 7701 (a) (33),

“(B) which is described in subparagraph (G) or (H) of section
7701(a) (33), or

“(C) which is a member of a regulated transportation system.
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“(2) REGULATED TRANBPORTATION S8YSTEM.—For purposes of this subsec-
tion, a corporation shall be treated as a member of a regulated transporta-
tion system for a taxable year if—

“(A) it is a member of an affiliated group of corporations making
a consolidated return fur such taxable year, and
“(B) 80 percent or more of the aggregate gross income of the mem-
bers of such affilinted group (computed without regard to dividends
and capital gains and losses) for such taxable year is derived from
sources described in paragraph (1) (A).
For purpose of subparagraph (B), income derived by a corporation de-
seribed in subparagraph (G) or (H) of section 7701(a) (33) from leases
described in subparagraph (G) thereof shall be considered as derived from
sources described in paragraph (1) (A).”

(6) Section 904(g) (2) (relating to cross references for purposes of the
limitation on the foreign tax credit) is amended by striking out “section
1503(d)” and inserting in lieu thereof “section 1503 (b)”.

(7) Section 1341(b) (2) (relating to special rules for the computation
of tax where taxpayer restores substantial amount held under claim of
right) is amended by striking out “(as defined in section 1503 (¢) without
regard to paragraph (2) thereof)” and inserting in lieu thereof “as defined
in section 7701(a) (33) without regard to the limitation contained in the
last two sentences thereof”.

(8) Section 1552 (a) (3) (relating to the allocation of tax liability among
members of an aftiliated group of corporations filing consolidated returns)
is amended by striking out “(determined without regard to the 2 percent
increase provided by section 1503 (a))”.

(¢) ErFECTIVE DATE.—The amendments made by subsections (a) and (b) shall
apply with respect to taxable years beginning after December 31, 1963.

S8EC. 223. REDUCTION OF SURTAX EXEMPTION IN CASE OF CERTAIN CONTROLLED
CORPORATIONS, ETC.
(a) IN GENErRAL.—Subchapter B of chapter 6 (related rules for consolidated
returns) is amended by adding at the end thereof the following new part:

“PART II—-CERTAIN CONTROLLED CORPORATIONS

“Sec, 1561. Surtax exemptions in case of certain controlled con‘)orutlons.
“Sec, 1562. Privilege of groups to clect multiple surtax exemptions,
“Sec. 1563. Definitlons and special rules.
“SEC. 1561, SURTAX EXEMPTIONS IN CASE OF CERTAIN CONTROLLED CORPORA-
TIONS.

“(a) GENERAL RULE—If a corporation is a component member of a controlled
group of corporations on a December 31, then for purposes of this subtitle the
surtax exemption of such corporation for the taxable year which includes such
December 31 shall be an amount equal to—

“(1) $25,000 divided by the number of corporations which are component
members of such group on such December 31, or
“(2) if all such component members consent (at such time and in such
manner as the Secretary or hisg delegate shall by regulations prescribe) to
an apportionment plan, such portion of $25,000 as is apportioned to such
member in accordance with such plan.
The sum of the amounts apportioned under paragraph (2) among the com-
ponent members of any controlled group shall not exceed $25,000.
“(b) CERTAIN SHORT TAXxABLE YEARS.—If & corporation—
‘(‘1(1) has a short taxable year which does not include a December 31,
an
“(2) is a component member of a controlled group of corporations with
respect to such taxable year,
then for purposes of this subtitle the surtax exemption of such corporation for
such taxable year shall be an amount equal to $25,000 divided by the number
of corporations which are component members of such group on the last day of
such taxable year. For purposes of the preceding sentence, section 1563 (b) shall
be applied as if such last day were substituted for, December 31.
“S8EC. 1562, PRIVILEGE OF GROUPS TO ELECT MULTIPLE SURTAX EXEMPTIONS.

“(a) ELECTION OF MULTIPLE SURTAX JOXEMPTIONS.—

“(1) IN GENERAL.—A controiled group of corporations shall (subject to
the provisions of this section) have the px"lvllege of electing to have each of
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its component members make its returns without regard to section 1561.
Such election shall be made with respect to a specifled December 31 and
shall be valid only if—

’ “(A) each corporation which is a component member of such group

on such December 31, and

*(B) cach other corporation which is a component member of such
group on any succeeding December 31 before the day on which the elec-
tion is filed,

consents to such election.

“(2) YEARS FOR WHICH EFFECTIVE.—AN election by a controlled group of
corporations under paragraph (1) shall be effective with respect to the tax-
able year of each component member of such group which includes the
specifted December 31, and each taxable year of each corporation which is
a component member of such group (or a suceessor group) on a succeeding
December 31 included within such taxable year, unless the election is
terminated under subsection (c).

“(3) Errect or ELECTION.—If an election by a controlled group of corpo-
rations under paragraph (1) is effective with respect to any taxable year
of a corporation—

“(A) section 1561 shall not apply to such corporation for such taxable
year, but

“(B) the additional tax imposed by subsection (b) shall apply to such
corporation for such taxable year.

“(b) AvpITIONAL TaAx IMPOSED.—

“(1) GENERAL RULE—If an election under subsection (a) (1) by a con-
trolled group of corporations is effective with respect to the taxable year of a
corporation, there is hereby imposed for such taxable year on the taxable
income of such corporation a tax equal to 6 percent of so much of such
corporation’s taxable income for such taxable year as does not exceed
$25,000. This paragraph shall not apply to the taxable year of a corpora-
tion if no other corporation which is a component member of such con-
trolled group on the December 31 included in such corporation’s taxable
year has taxable income for its taxable year including such December 31.

*“(2) 'TAX TREATED AS IMPOSED BY SECTION 11, ETC.—If for the taxable year
of a corporation a tax is imposed by section 11 on the taxable income of
such corporation, the additional tax imposed by this subsection shall be
treated for purposes of this title as a tax imposed by section 11, If for the
taxable year of a corporation a tax is imposed on the taxable income of
such corporation which is computed under any other section by reference to
section 11, the additional tax imposed by this subsection shall be treated
for purposes of this title as imposed by such other section.

“(8) TAXABLE INCOME' DEFINED,—Ior purposes of tkis subsection, the
term ‘taxable income’ means—

“(A) in the case of a corporation subject to tax under section 511,
éts2 )unrelated business taxable income (within the meaning of section

12) ;

“(B) in the case of a life insurance company, its life insurance com-
pany taxable income (within the meaning of section 802(b)) ;

“(C) in the case of a regulated investment company, its investment
cor(rllpnny taxable income (within the meaning of section 852(b) (2));
an

“(D) in the case of a real estate investment trust, its real estate

investment trust taxable income (within the meaning of section
857(b) (2)).

“(4) SpecIAn rures—If for the taxable year an additional tax is im-
posed on the taxable income of a corporation by this subsection, then
sections 244 (relating to dividends received on certain preferred stock), 247
(relating to dividends paid on certain preferred stock of public utilities), 804
(a) (3) (relating to deduction for partially tax-exempt interest in the case
of a life insurance company), and 922 (relating to special deduction for
Western Hemisphere trade corporations) shall be applied without regard
to the additional tax fmposed by this subsection.

‘“(¢) TERMINATION OF ELECTION.—An eclection by a controlled group of cor-
porations under subsection (a) shall terminate with respect to such group—

‘(1) ConwsENT OF THE MEMBERS.—If such group files a termination of such
election with respect to a specified December 31, and—

24-532—G3—pt. 1——@
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-%(A). each corporation which is a component member of such group
on such December 31, and
“(B) each other corporation which is a component member of such
. group on any. succeeding December 31 before the day on which the
termination is filed,
consents to such termination. .

*(2) REFUSAL BY NEW MEMBER TO CONSENT.—If on December 31 of any
year such group includes a component member which—

“(A) on the immediately preceding January 1 was not a member of
such group, and

“(B) within the time and in the manner provided by regulations
prescribed by the Secretary or his delegate, files a statement that it
does not consent to the election.

“(8) CONSOLIDATED RETURNS.—]f—

“(A) a corporation is a component member (determined without regard
to section 1563 (b) (3)) of such group on a December 31 included within a
taxable year ending on or after January 1, 1964, and

“(B) such corporation is a member of an afiiliated group of corporations
which makes a consolidated return under this chapter (sec. 1501 and follow-
ing) for such taxable year.

**(4) CONTROLLED GROUP NO LONGER IN EXISTENCE.—If such group is con-
sidered as no longer in existence with respect to any Deceraber 31.

Such termination shall be effective with respect to the December 31 referred to
in paragraph (1) (A), (2). (3), or (4), as the case may be.

“(d) BErLECTION AFTER TERMINATION.—If an election by a controlled greup of
corporations is terminated under subsection (¢), such group (and any successor
group) shall not be eligibile to make an election under subsection (a) with
respect to any December 31 before the sixth December 31 after the December 31
with respect to which such termination was effective.

“(e) MANNER AND TIME oF GiviNGg CONSENT AND MakiNG ELEcTION, ETC.— An
election under subsection (a) (1) or an termination under subsection (c) (1)
(and the consent of each member of a controlled group of corporations which is
required with respect to such election or termination) shall be made in such
manner asg the Secretary or his delegate shall by regulations prescribe, and
shall be made at any time before the expiration of 3 years after—

“(1) in the case of such an election, the date when the income tax return
for the taxable year of the component member of the controlled group
which has the taxable year ending first on or after the specified December 31,
is required to be flled (without regard to any extensions of time), and

“(2) in the case of such a termination, the specified December 31 with
respect to which such termination was made,

Any consent to such an election or termination, and a failure by a component
member to file a statement that it does not consent to an election under this
section, shall be deemed to be a consent to the application of subsection (g) (1)
(relating to tolling of statute of limitations on assessment of deficiencies).

“(£f) Seecrar. Rures.—For purposes of this section—

“(1) CONTINUING AND SUCCESSOR CONTROLLED GroUPs.—The determination
of whether a controlled group of corporations—

- “(A) i8 considered as no longer in existence with respect to any
December 31, or X
“(B) is a successor to another controlled group of corporations (and
:}m ()\ffect of such determination with respect to any election or termina-
on),
shall be made under regulations prescribed by the Secretary or his delegate.
For purposes of subparagraph (B), such regulations shall be based on the
continuation (or termination) of predominant equitable ownership.

“(2) CERTAIN S8HORT TAXABLE YEARS.—If one or more corporations have
short taxable years which do not include a December 31 and are component
members of a controlled group of corporations wilh respect to such taxable
years (determined by applying section 1563 (b) as if the last day of each such
taxable year were substituted for December 31), then an election by such
group under thig section shall apply with respect fo stich corporations with
respect to such taxable years if— ‘

“(A) such election is in effect with respect to hoth the December 31
immediately preceding such taxable years and the December 31 im-
mediately succeeding such taxable years, or

!
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“(B) such election is In effect with respect to the December 31 im-
mediately preceding or succeeding such taxable years and each such
corporation files a consent to the application of such election to its short
taxable year at such time and in such manner as the Secretary or his
delegate shall preseribe by regulations.

“(g) 'ToLLING OF STATUTE OF LIMITATIONS.—In any case in which a controlled
gloup of corporations makes an election or termination under this section—
“(1) the statutory period for assessment of any deficiency against a cor-
poration which is a component member of such group for any taxable year,
to the extent such deficiency is attributable to the application of this part,
shall not expire before the explration of one year after the date such election
or termination is made; and
#(2) if credit or refu  of-any ovelpayment of tax by a corporation which
is a component memper of such group for any taxable year is prevented, at
any time on or begfofe the expiration of one year a the date such election
or termination .i§ made, by the operation of any law rule of law, credit
or refund o ,m‘uh overpayment mayy-nevertheless, be allowed or made, to the
extent sucjr”overpayment is attriputable. to the applicatl&\ of this part it
claim thegefor is filed on L o1 before the expirdation of such oneayear pellod

“SEC. 1563, DEFINITIONS Apm SPECIAL RULES. .
“(a) CONTROLLED Gx;o(rp OF COR ORATIONS.—For purl}os?s of this p rt the term
controlle() group of ¢ rporations eans any group of.

.Y PABENT- BSIDIAR QN’I‘ROLLED‘GROUP.—-One ér more chains of cor-

porafions connected througf £ O k o\vnersl\ p witha cotumon pareng corpora-

tlon /if-—

“(A) stock possess t least 80 percent of the total combi voting
power of gll classes o ‘7 titled to yole or at least 80 percgnt of the
total valu? of shares of W]l classgs of stock “of each of the corporattons,
]except the\ common" rent""c'o ratioh,' is owned (within the/meaning
of subsection (d) (1 by one ?‘mor of the other corporations; and

“(B) the Pommon))]l rent carporatjéy’ oveng (within the m aning of
§ubseetion (@) (1) )“stock: poss g At least 80 Pergent of thl‘ otal com-
bined voting\power of all clas,sebfof' stock entitled vote or t least 80
pércent of the fotal value of sh es of all classes of stock of At least one
of%he other corporations, excluding in ompugj,u(p such voting power or
val stock owned direétly by sue\l othercorpofations.

“(2) g‘omu':n-sls'rsn(cozv'mo'.rw arour.—Two or more corp omtions if
stock possessing at least 80 pereent of .the total combined vofing power of all
classes of stock entitled to vote or at least 80 percent g’/ﬁle total value of
shares of all classes of stock of each of the corporationg i owned (within the

- meaning of subsettion (d)(2) by one person who.i§ an individual, estate,

or trust, e e

“(3) CoMBINED aRoUP.—Three_ or. more-ct‘»‘l‘;omtions each of which is a
member of a group of corporatlons described in paragraph (1) or (2), and
one of which—

“(A) is a common parent corporation included in a group of corpora-
tions described in paragraph (1), and also
(2‘)‘( B) is included in a group of corporations described in paragraph

‘“(4) CERTAIN INBURANCE COMPANIES.—Two0 or more insurance companies
subject fo taxation under section 802 which are members of a controlled
group of corporations described in paragraph (1), (2), or (3). Such insur-
ance companies shall be treated as a controlled group of corporations sep-
arate from any other corporations which are niambers of the controlled group
of corpomtlons described in paragraph (1), (2), or (3).

‘“‘(b) CoMPONENT MEMBER.—

“(1) GENERAL RULE.—For purposes of this part, a corporation s a com-
ponent member of a controlled- group of corporations on a December 31 of
any taxable year (and with respéct-to the taxable year which includes such
December 81 ) if such corporation—

“(A) is a member of such controlled group of oorpomtlmm on the
Decemhor 31 included in sueh year and is not tloated as an excluded
member under paragraph (2), or

“(1) is not n member of such controlled group of corporations on the
December 31 included in such year but is treated as an additional mem-
bér under paragraph (3). .
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“(2) EXCLUDED MFEMBERS.—A corporation which is a member of a con-
trolled group of corporations on December 31 of any taxable year shall be
treated us an excluded member of such group for the taxable year including
such December 31 if such eorporation—

“(A) Is a member of such group for less than one-half the number of
days in such taxable year which precede such December 31,

“(B) is exempt from taxation under section 501(a) (except a corpora-
tion which is subject to tax on its unrelated business taxable income
under section 511) for such taxable year,

“(0) is a foreign corporation subject to tax under section 881 for such

' taxable year.

“(D) is an insurance company subject to taxation under section 802
or section 821 (other than an insurance company which is a member of
a controlled group described in subsection (a) (4)), or

“(E) is a franchised corporation, as deflned in subsection (f)(4).

“(8) ADDITIONAL MEMBERS,—A corporation which—

“(A) was a member of a controlled group of corporations at any
time during a calendar year,

“(B) is not a member of such group on December 31 of such calendar
year, and R

“(C) is not described, with respect to such group, in subparagraph
(B), (C), (D), or (E) of paragraph (2),

shall be treated as an additional member of such group on December 31
for its taxable year including such December 31 if it was a member of
such group for onc-half (or more) of the number of days in such taxable
year which precede such December 31.

‘“(4) OVERLAPPING GROUPS.—If a corporation is a oomponeut member of
more than one controlled group of corporations with respect {o any tax-
able year, such corporation shall be treated as a component member of
only one controlled group. The determination as to the group of which
such corporation is a component member shall be made under regulations
preseribed by the Seeretary or his delegate which are consistent with the
purposes of this part.

“(c¢) CERTAIN STOCK KXCLUDED.—

“(1) GeNERAL RULE—I'or purposes of this part, the termm ‘stock’ does not
include—

“(A) nor voting stock which is limited and preferreé as to dividends,

“(B) treasury stock, and

“(C) stock which is treated as ‘excluded stock,” under parvagraph (2).

“(2) STOCK TREATED A8 ‘EXCLUDED 8TOCK'—

“(A) PARENT-SUBSIDIARY CONTROLLED GRrROUP.—For purposes of sub-
section (a) (1), if a corporation (rveferred to in this paragraph as
‘parent corporation’) owns (within the meaning of subsections (d) (1)
and (e)(4)), 50 percent or more of the total combined voting power
of all classes of stock entitled to vote or 50 percent or more of the total
value of shares of all classes of stock in another corporation referred
to in this paragraph as ‘subsidiary corporation’), the following stock
of the subsidiary corporation shall be treated as excluded stock—

“(1) stock in the subsidiary corporation held by a trust which
is part of a plan of deferred compensation for the benefit of the
e;uployees of the parent corporation or the subsidiary corpora-
t on,

“(i1) stock in the subsidiary corporation owned by an individual
(within the meaning of subsection (d) (2), but not including stock
owned by the parent corporation which ig constructively owned by
such individual) who is a principal stockholder or ofticer of the
parent corporation. Xor purposes of this clause, the term ‘prinecipal
stockholder’ of a corporation means an individual who owns (with-
in the meaning of subsection (d)(2)) B percent or more of the
total combined voting power of all classes of stock eutitled to vote
or b percent or more of the total yalue of shares of all classes of
stock in such corporatlon or

“(iif) stock in the subsidiary corporation owned (within the
meaning of subsection (d)(2)) by an employee of the subsidiary
corporation if such stock is subject to conditions which run in favor
of such parent (or subsidiary) corporation and which substantially
restrict or limit the employee’s right (or if the employce construc-

.
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tiveg owns such stock, the direct owner’s right) to dispose of such
stock.

“(B) DBROTHER-SISTER CONTROLLED GROUP.—For purposes of subsection
(a) (2), if a person who is an individual, estate, or trust (referred to
in this paragraph as ‘common owner') owns (within the meaning of
subsection (d) (2)), 50 percent or more of the total combined voting
power of all classes of stock entitled to vote or 50 percent or more of
the total value of shares of all classes of stock in a corporation, the
following stock of such corporation shall be treated as excluded stock—

“(1) stock in such corporation held by an employees’ trust de-
scribed in section 401 (a) which is exempt from tax under section
501 (a), if such trust is for the benefit of the employees of such
corporation, or

“(ii) stock in such corporation owned (within the meaning of
subsection (d) (2)) by an employee of the corporation if such stock
is subject to conditions which run in favor of such common owner
(or such corporation) and which substantially resirict or limit the
employee’s right (or if the employee constructively owns such stock,
the direct owner's right) to dispose of such stock. If a condition
which limits or restricts the employee’s right (or the direct owner’s
right) to dispose of such stock also applies to the stock held by
the common owner pursuant to a bona fide reciprocal stock purchase
arrangement, such condition shall not be treated as one which re-
stricts or limits the employee’s right to dispose of such stock.

“(d) RULES FOR DETERMINING STOCK OWNERSHIP.—

(1) DPARENT-SUBSIDIARY CONTROLLED GRouP.—For purposes of determining
whether a corporation is a member of a parent-subsidiary controlled group
of corporations (within the meaning of subsection (a) .(1)), stock owned
by a corporation means—

“(A) stock owned directly by such corpmatwn, and

“(B) stock owned with the application of subsection (e) (1).

“(2) BROTHER-SISTER CONTROLLED GROUP.—I'or purposes of determining
whether a corporation is a member of a brother-sister controlled group of
corporations (within the meaning of subsection (a) (2)), stock owned by a
person who is an individual, estate, or trust means—

“(A) stock owned directly by such person, and

“(B) stock owned with the application of subsection (e).

“(e) CONSTRUCTIVE OWNERSHIP~—

“(1) Orrrons.—If any person has an option to acquire stock, such stock
shall be considered as owned by such person. Ior purposes of this para-
graph, an option to acquire such an option, and each one of a series of such
options, shall be considered as an option to acquire such stock.

“(2) ATTRIBUTION FROM PARTNERSHIPS.—Stock owned, directly or in-
directly, by or for a partnership shall be considered as owned by any partner
having an interest of § percent or more in either the capital or profits of
the partnership in proportion to his interest in capital or profits, whichever
such proportion is the greater.

“(8) ATTRIBUTION FROM ESTATES OR TRUSTS.—

“(A) Stock owned, directly or indirectly, by or for an estate or trust
shall be considered as owned by any benefleiary who has an actuarial
interest of 5 percent or more in such stock, to the extent of such
actuarial interest. Xor purposes of this subparagraph, the actuarial
interest of each benefliciary shall be determined by assuming the maxi-
mum exercise of discretion by the fiduciary in favor of such bene-
flciary and the maximum use of such stock to satisfy his rights as a
beneficiary.

“(B) Stock owned, directly or indirectly, by or for any portion of
a trust of which a person is considered the owner under subpart 1
of part I of subchapter J (relating to grantors and others treated as
substantial owners) shall be considered as owned by such person.

“(C) This paragraph shall not apply to stock owned by any em-
ployees’ trust described in section 401(a) which is exempt from tax
under section §01(a).

“(4) ATTRIBUTION FROM CORPORATIONS.~—Stock owned, directly or indi-
rectly, by or for a corporation shall be considered as owned by any person
who owns (within the meaning of subsection (d)) b percent or more in
value of its stock in that proportion which the value of the stock which
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such person so owns bears to the value of all the stock in such corporation.

“(5) Srousk.—An individual shall be considered as owning stock in a
corporation owned, directly or indirectly, by or for his spouse (other than
a spouse who is legally separated from the individual under a decree of
divorce whether interlocutory or final, or a decree of separate maintenance),
except in the case of a corporation with respect to which each of the follow-
ing conditions is satisfied for its taxable year—

“(A) The individual does not, at any time during such taxable year,
own directly any stock in such corporation;

“(B) The individual is not a director or employee and does not
participate in the management of such corporation at any time during
such taxable year;

“(C) Not more than 50 percent of such corporation’s gross income
for such taxable vear was derived from royalties, rents. dividends,
interest, and annuities ' and !

“(D) The stock in such corporation is not, at any time during such
taxable year, subject to conditions which substantially restrict or limit
the spouse’s right to dispose of such stock and which run in favor of
the individual or his children who have not attained the age of 21 yeavs.

“(6) CHILDREN, GRANDCIILDREN, PARENTS, AND GRANDPARENTS.—

“(A) MiNor CHILDREN,—AN individual shall be considered as owning
stock owned, directly or indirectly, by or for his children who have not
attained the age of 21 years, and, if the individual has not attained the
age of 21 years, the stock owned, directly or indirectly, by or for his
parents.

“(B) ApULT CHILDREN AND GRANDCHILDREN.—AN individual who owns
(within the meaning of subsection () (2), but without regard to this
subparagraph) more than 50 percent of the total combined voting power
of all classes of stock entitled to vote or more than 0 percent. of the
total value of shares of all classes of stock in a corporation shall be con-
sidered as owning the stock in such corporation owned. dirvectly or
indirectly, by or for his parents, grandparents, grandehildren, and ehil-
dren who have attained the age of 21 years.

Tor purposes of this section, a legally adopted child of an individual shall he
treated as a child of such individual by blond.
“(f) OTuErR DEFINITIONS AND RULES.—
(1) FIMPLOYEE PEFINED.—Fov purposes of this seetion the term ‘employee’
has the same meaning such term is given in section 3306 (1).
“(2) OPERATING RULES,—

“(A) Ix eENERAL—Execept as provided in subparagraph (B), stock
constructively owned by a person by reason of the application of para-
graph (1), (2), (3), (4), (5), or (6) of subsection (e) shall, for pur-
poses of applying such paragraphs, be treated as actually owned by such
person.

“(B) MEMBERS OF FAMILY.—~Stock constructively owned by an indi-
vidual by reason of the application of paragraph (5) or (6) of subsection
(e) shall not be treated as owned by him for purposes of again applying
suct:(paragrnphs in order to make another the constructive owner of such
stock.

“(3) SPFCIAL RULES.—T'or purposes of this section— .

“(A) If stock may be considered as owned by a person under sub-
section (e) (1) and under any other paragraph of subsection (e), it shall
be considered as owned by him under subsection (e) (1).

“(B) If stock is owned (within the meaning of subsection (d)) by
two or more persons, such stock shall be considered as owned by the
persont whose ownership of such stock results in the corporation being
a component member of a controlled group. If by reason of the pre-
ceding sentence. a corporation would (but for this sentence) become a
component member of two controlled groups. it shall be treated as a
component member of one controlled group. The determination as to the
group of which such corporation is a component member shall be made
under regulations prescribed by the Secretary or his delegate which are
consistent with the purposes of this part,

““(4) FRANCHISED CORPORATION, —If—

“{A) a parent corporation (as defined in subsection (¢)(2) (A)), or
a common owner (as defined in subsection (c¢) (2) (B)), of a controlled
group of corporations {8 under a duty (arising out of a written agree-
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ment) to sell stock of a corporation (referred to in this paragraph as
‘franchised corporation’) which is franchised to sell the products of
another member, or the common owner, of such controlled group;

“(B) such stock is to be sold to an employee (or employees) of such
franchised corporation pursuant to a bona fide plan designed to elimi-
nate the stock ownership of the parent corporation or of the common
owner in the franchised corpor ation ; .

“(C) such plan—

“(i) provides a reasonable selling price for such stock, and .

“(il) requires that a portion of the employee’s share of the profits
of such corporation (whether received as compensation or as a divi-
dend) be applied to the purchase of such stock (or the purchase of
notes, bonds, debentures or other similar evidence of indebtedness of
such franchised corporation held by such parent corporation or
common owner) ;

“(D) such employee (or employees) owns directly more than 20 per-
cent of the total value of shares of all classes of stock in such franchised

- corporation:

“(E) more than 50 percent of the inventory of such franchised cor-
poration is acquired from members of the controlled group, the common
owner, or both; and

“(T") all of the conditions contained in subparagraphs (A), (B), (C),
(D), and (1) have been met for one-half (or more) of the number of
days preceding the December 81 included within the taxable year (or
if the taxable year does not include December 31, the last day of such
vear) of the franchised corporation,

then such franchised corporation shall be treated as an excluded member of
such group, under subsection (b) (2), for such taxable year.”

(b) DISATLOWANCE OF SURTAX EXEMPTION AND ACCUMULATED IARNINGS
CrEpIT.—Scction 1551 (relating to disallowance of surtax exemption and ac-
cumulated earnings credit) is amended to read as follows:

“SEC. 1551. DISALLOWANCE OF SURTAX EXEMPTION AND ACCUMULATED EARN-
INGS CREDIT.

“(a) IN GENERAL—If—

“(1) any corporation transfers, on or after January 1, 1951, and on or
before June 12, 1963, all or part of its property (other than money) to a
transferee corporntion,

“(2) any corporation transfers, directly or indirectly, after June 12, 1963,
all or part of its property (other than money) to a transferee corporation,

r
“(3) five or fewer individuals who are in control of a corporation transfer,
directly or indirectly, after June 12, 1963, property (other than money) to a
transferee corporation,
and the transferee corporation was created for {he purpose of acquiring such
property or was not actively engaged in business at the time of such acquisition,
and if after such transfer the transferor or transferors are in control of such
transferee corporation during any part of the taxable year of such transferee
corporation, then for such taxable year of such transferee corporation the Sec-
retary or his delegate may (except as may be ofherwise determined under sub-
section (d)) disallow the surtax exemption (as defined in section 11(d)), or the
$100,000 accumulaied earnings credit provided in paragraph (2) or (3) of sec-
tion 535(c), unless such transferee corporation shall establish by the clear
preponderance of the evidence that the securing of such exemption or credit was
not a major purpose of such transfer.
“(b) ConTrOL—Io0r purposes of subsection (a), the term ‘control’ means—
“(1) With respect to a transferee corporation described in subsection
(a) (1) or (2), the ownership by the transferor corporation, its sharehold-
ers, or both, of stock possessing at least 80 percent of the total combined
voting power of all classes of stock entitled to vote or at least 80 percent of
the total value of shares of all classes of the stock; or
“(2) With respect to each corporation described in subsection (a) (3), the
ownership by the five or fewer individuals described in such subsection of
stock possessing—
“(A) at least 80 percent of the total combined voting power of all
classes of stock entitled to vote or at least 80 percent of the total value
of shares of all classes of the stock of each corporation, and
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“(B) more than 50 percent of the total combined voting power of all
classes of stock entitled to vote or at least 50 percent of the total value
of shares of all classes of stock of each corporation, taking into account
the stock ownership of each such individual only to the extent such
stock ownership is identical with respect to each such corporation.

For purposes of this subsection, section 1563 (e) shall apply in determining the
ownership of stock.

“(e) CorPORATIONS ELECTING MULTIPLE SURTAX BXEMPTIONS.—If the surtax
exemption is disallowed to a transferee corporation for any taxable year, section
1562(b) shall not apply with respect to such transferee corporation for such
taxable year.

“(d) AUTHORITY OF THE SECRETARY UNDER THIS SeEcTiON.—The provisions of
section 269(b), and the authority of the Secretary under such section, shall, to
the extent not inconsistent with the provisions of this section, be applicable to
this section.”

(¢) TECHNICAL AMENDMENTS.—

(1) AMENDMENT OF SBECTION s02.-—The sccond sentence of section 802(a)
(1) (relating to tax on life insurance companies) is amended to read as
follows: “Such tax shall consist of a normal tax and surtax computed as
provided in section 11 as though the life insurance company taxable income
were the taxable income referred to in section 11,”

(2) AMENDMENT OF SEOTION 260.—Section 269(a) (relating to acquisitions
made to evade or avoid income tax) is amended—

(A) by striking out “then such deduction, credit, or other allowance
shall not be allowed” at the end of the first sentence and inserting in
lieu thereof “then the Secretary or his delegate may disallow such
deduction, credit, or other allowance” ; and

(B) by adding at the end thereof the following new subsection:

“(d) CorroRATIONS ELECTING MULTIPLE SURTAX IxXeEmpPTIONS.—If the surtax
exemption is disallowed to an acquired corporation under subsection (a) for
any taxable year, section 1562(b) shall not apply with respect to such ncquired
corporation for such taxable year.”

(3) SPECIAL RULE FOR 52-53-WEEK YEAR.—Section 441(f) (2) (A) (relating
to effective date with respect to special rules for 52-53-week year) is amended
by striking out “In any case in which the effective date or the applicability
of any provision of this title is expressed in terms of taxable years begin-
ning or ending with reference to a specified date” and inserting in lieu
thereof “In any case in which the effective date or the applicability of any
provision of this title is expressed in terms of taxable years beginning,
including, or ending with reference to a specified date”.

(4) Subchapter B of chapter 6 is amended by inserting after the heading
and hefore the table of sections the following :

“Part I, In general,
“Part I1. Certain controlled corporations.

“PART I—IN GENERAL”

(d) ErrEcTivE DATE—~The amendments made by subsections (a) and (c)
shall apply with respect to taxable years ending after December 31, 1963.
The amendment made by subsection (b) shall apply with respect to transfers
made after June 12, 1963,

Title III—Optional Tax On Individuals; Collection Of Income
Tax At Source On Wages

SEC. 301, OPTIONAL TAX IF ADJUSTED GROSS INCOME IS LESS THAN $5,000,

(a) OptroNAL Tax—~—SNection 3 (relating to optional tax if adjusted gross
income is less than $5,000) is8 amended to read as follows:

“8EC. 3. OPTIONAL TAX IF ADJUSTED GROSS INCOMR IS LESS THAN $5,000,

“(a) TaxapLe YEARS BEGINNING IN 1064.—In lieu of the tax imposed by
section 1, there is hereby imposed for each taxable year beginning on or after
January 1, 1964, and before January 1, 1965, on the taxable income of every
individual whose adjusted gross income for such year is less than $5,000 and
who has elected for such year to pay the tax imposed by this section, a tax as

follows : :
¢
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“Table I—Single Person—NOT Head of Household
“Taxable Years Beginning in 1964

it n;l‘{glt:glg_ross A:;iethe'?umll)er of If a;djust:(.l gross And the number of exemptions jg—
mptions 18+~ ncome Is-~
1 2 3 | 4or 1 2 3 4 5 6 | 7or
At Butless more At But less more
least than least than
The tax is— The tax is—
$0 $200| $0| $O| $0f 30 ¥2,450 | $2,476 ($26] ($140 | $206 ¢ 30| 30| $0| $0
9| ool ol of of of Ziml| imiaeliml Bl Sl SIS S
M e 8|8 B BRI iR Bl o 8 ol @
1,000 vo2s| 18] of o o 2,575 | 2,600 | 284 | 180 | 46| © 8 0 3
Lo2s| 1,00 22 of o] o 2, 2,625 | 288 [165| 50| o] o 0
10:0] 105] 26| o o o 2,626 2650 |203|169| 54| of o 0
no5| 1100 3] ol o] o 2,650 | 2875|207 [ 173 81 ol o 0
nio| ui2s| 34| of of o 2,675 2700 302|178 62 o] o 0
vis| 1150 38 of o] o ) 27251306 [ 182 66| of o 0
L1s0| 1175 42| o o] o 2925 | 2750 |311]187| 70| o] o0 0
Tao| TSl sl of o off 27| ae|dm || il ol of S| °
2, 2, of o of o
1225 120 54| o| o o 2,800 | 2,825 | 324 82 o] of o o
v250| 25| 88| of o] o 1825 | 2,850 | 320 | 204 of of ol o
1275 1300 62| of o] o 2,850 | 2,875 | 333 9| of ol o] o
1,300| 1325 6] of o] o 21875 » 900 2131 94| of of of o
1325 130 70| of o] o 2,000 2025)313|217] 99| of o 0
1,35%0] 1.315| 714{ of o o 2,02 | 2,950 | 318 03] of o 0
136| 1400 8| of o] o 2050 | 2075 |33{226]107] o o 0
ndo0| 1,425 82| o o] o 2,075 000|388 [230)m| of o o] o
4% | n40| s8] o o] o 3000 3050 (385]237 17| 4| of o] o
vis| Tso| os| ol of of 30| %0l (sl Bl 2| 9| 3| °
50| 1625| 99| o o o 3150 | 3200|302 |23 |142] 28| of o] o
1525| us0l103] o o] o 3200 | 3250 | 401 [ 273|150 36| o o] o
nes0{ uarsl1er] ol o] o 3,250 | 3300|410 {282 | 158 ) 44| o o] o
L5715 vew || ol of o 3,300 | 3,350 [419 | 201 [ 187 52| o] o] o
neo{ nes|us| 2| o] o 3,350 | 3400 | 4 176 ol of o
65| neo|19] 8| o] o 3,400 | 3450 437 300 |181] 8] of of o
1,650 e |123( 10| of o 3,450 | 3,500 | 446 | 318 64 0| of o
Le7s|  n700|i27| 14 o o 3,500 | 3,550 | 455 1327 {202 8¢ o] o] o
L700| 1725 [132] 18] o] o 3,650 | 3600|464 ! 336 f211) 92| ol o| o
1,725 1,750 13| 22 o] o 3,600 3650|473 ]315(219{101] o o o
viso| s |10| 26| o] o 3,650 | 3,700 [ 482 | 355 [228 | 109 of of o
L775| 1,800 | 1444 30| o o 3,700 | 3750 [ 491 | 365|237 | 7| 4] o] o
b pm )8 8 bl due DRI g8
1850 | n85]|166]| 42 of- o 385 | 3900 | 518 | 308 | 303 | 143 | 28] of o
tooo| Lomlics| sl o Ol %9%0| Toco|o|dn|zm| el Bl Sl 8
: , 1 4! 0
1925 1950 160] 82| o o 1000| 4050 |65] 4251201 |16z | 52| o] o
1900| 1,975/173] 58| 0] o 4,050 | 4,100 | 654 | 431 300 [176] 60| o o
1975 2000|178 62| o] o 4,100 | 4150 | 563 [ 443 | 309 | 184 | 68| o] o
) sl &) 8 8 L) b SRR R
2,00] 20m|191] 74| o o 4,250 | 4,300 | 690 | 470 | 336 o] ©
2% 21m |0l &| of of hI| iiolcn|us|amimsiel o) 8
2126| 2150 (204| 8] o] o 4400 | 4450 [ 017 (497 | 305|237 |z | 4] o
eI I
y 134 0
22000 225|217 9| o] o 4550 | 1600 | 6416241395264 | 12| 28| o
225 2250 |222(103| o] o 4,600 [ 4650|653 533 [405 |23 150| 361 o0
2,20 | 2275 (226|107 0 o0 4,650 [ 4,700 [ 662 | 542 (415 | 282 [ 158 | 4] o0
pral pimimen) o &) G bR BDEDE B G
2,325 '350 1239 [ 110 8[| o 4,800 | 4,850 | 689 [ 569 | 445|309 { 184 | &3] o0
2,350 | 2,875 |243|123] 10| o 4,850 | 4900 [ 698 | 578 [ 455 | 318 | 193 | 76| o
2,375 | 2400 |248|127] 14| o 4,000 | 4,950 | 707 | 687 | 465 | 327 {202 84| o
2400 | 2435 | 232 | 132 | 18 0 4,050 | 5.000 | 716 | 596 { 475 | 336 | 211 | o2 | o
, \
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“Table II—Head of Household

“Taxable Years Beginning in 1964 °

If adjusted gross

1f adjusted gross And the number of And the number of exemptions s~
inceme fg—= exemptions ig— income ig—
1 2 3 | qor 1 2 3 4 5 6 | Tor
At Butless more At Butless more
least than lecast than
The tax js=— The tax is—
$0 $00 ) $ | S0 %0 $0 $2,450 $2,475 1258 13138 | $26 | $0 | $0 [ $0 $0
900 925 2 0 [ 0 2,475 2, ! 263 | 1421 30 0 [\} 0 (1}
925 950 ) 0 0 0 2,500 2,525 | 267 | 146 | 34 [\] 0 0 0
950 975 | 10 0 0 0 2,525 2,550 | 272 [ 150 § 33 0 0 0 0
975 1L000 | 14 0 0 0 2, 550 2,573 | 270 | 154 | 42 0 0 0 0
1,000 1,025 18 V] 0 0 2,575 ,600 | 230 | 158 | 46 0 0 0 [V}
1,025 1,050 | 22 0 0 0 2,000 2,625 | 235 [ 162] 50 0 0 0 (1]
1,050 1,075 26 0 0 (1) 2,625 2,650 | 289 | 167 54 0 0 0 1}
1,076 Lo | 30 0 0 [} 2,650 2,675 | 203 | 171 58 [} 0 0 [\}
1,100 1,125} 3% 0 0 0 2,675 2,700 | 208 | 176} 62 0 0 0 [
1,125 L1501 38 0 0 0 2,700 2,725 | 302 | 180 0 0 0 [i]
1150 1,175 | 42 0 0 [1} 2,725 2,750 | 307 | 184 | T 0 0 0 0
1,178 1,200 [ 46 0 [\ 0 2,750 2,775 | 311 { 188 1 74 0 0 0 0
, 200 1,225 1 50 0 0 0 2,775 2,800 | 315 | 193§ 78 0 0 0 0
1,225 1,250 | 5% 0 0 0 2,800 2,825 | 320 ] 197 | 82 0 0 0 [\]
1,250 1,275 | 58 0 0 0 2,825 2,85 | 324 1 2021 86 0 0 0 0
1,215 1,300 | 62 0 Q0 0 2,850 2,875 (328 [ 206 | 9 0 0 0 0
1, 300 1,325 66 0 1} 0 2,876 2, 333 | 210 | 94 0 0 0 0
1,325 1,301 0 0 0 0 2,900 2,925 | 337 | 215 | 98 0 0 0 0
1, 350 1,375 4 4 0 [\} 0 2,925 2,050 | 312 § 219 | 102 0 0 0 0
1,375 1,400 | 78 0 0 0 2,950 2,076 | M7 | 223 { 106 0 0 0 0
1,400 1,425 82 (1} 1} 0 2,975 3,000 § 352 ) 228 | 110 0 0 0 0
1,425 1,450 | 88 0 [\ 0 3, 000 3,050 | 358 | 231§ 116 4 0 0 0
1,450 1,475 | W0 0 0 0 3, 050 3,100 | 307 | 243 | 124 12 0 0 0
1,475 1,500 ] 94 o 1] 0 3, 100 3,150 | 3751 252 | 132 20 0 0 0
1, 500 1,62, 1 68 0 0 0 3, 150 200 | 334 | 261 | 140 | 28 [} 0 0
1,325 1,550 | 102 0 0 [} 3,200 3,250 1 392 1 269 | 143 | 38 0 0 0
1,550 1,575 | 106 0 0 0 3, 250 3,300 | 401 | 278 | 156 | 44 (1} 0 0
1,675 ,600 | 110 0 [\} 0 3, 300 3,350 | 410 | 287 | 164 | 52 0 0 0
1,600 1,625 | 114 2 0 0 3,350 3,400 | 118 | 2 173 | 60 0 0 0
1,625 ,650 | 118 6 0 0 3, 400 3,450 | 427 } 304 | 182} 6% 1} 0 0
1, 650 1,606 1122 10 0 0 3, 450 3,500 § 435 [ 313 | 191 76 0 0 0
1,675 1,700 | 126 14 0 0 3. 500 3,550 | 444 | 322 | 199 ] 84 0 (1} 0
1,700 1,725 | 1301 18 0 0 3, 550 3,600 | 452 | 331 [ 208 | 92 Q (1] 0
1,725 1,750 | 134t 22 0 0 3, 600 3,650 1 461 | 340 | 217 | 100 0 [] 0
1,750 1,775 | 138 | 26 0 0 3,450 3,700 | 669 | 349 | 226 | 108 0 0] . 0
1,775 1,800 | 142 30 0 0 3,700 3,750 | 478 | 359 | 234 | 116 4 0 0
1,800 1,825 | 146§ 34 0 0 3, 750 3,800 | 487 | 368 | 243 | 124 [ 12 0 0
1,825 1,850 | 150 | 38 0 0 3,800 3,850 | 495 | 378 | 252 ] 132 | 20 0 0
1,850 1,875 | 154 | 42 0 0 3,850 3,000 | 504 ) 387 | 261 | 140 | 28 [} 0
1,875 1,900 | 158 | 46 0 0 3,900 3,950 | 512 { 397 | 269 [ 148 | 36 0 0
1,900 1,925 | 1621 50 0 0 3,950 4,000 | 521 | 406 | 278 | 156 | 44 0 0
1,925 1,050 1 W67 | &4 0 0 4,000 4,050 | 520 | 415 | 287 | 164 | 52 0 0
1,950 1,975 | 171 58 0 0 4,050 4,100 | 538 | 424 ) 206 ; 173 | 60 0 0
1,975 2,000 | 175 ] ©2 0 0 4,100 4,150 | 546 | 432 ] 304 | 182} 63 0 0
2,000 2,025 | 130} 66 0 0 4,160 4,200 | 555 [ 441 [ 313 [ 191 | 76 1] 0
2,025 2,050 | 184 | 70 0 0 4,200 4,250 | 563 [ 449 | 322 | 190 | 84 0 0
2,050 2,075 | 183 | 74 1] 0 4,250 4,300 [ 572 | 458 | 331 [ 208 | 92 0 0
2,078 2,100 1193} 78 0 0 4, 300 4,350 | 581 | 467 | 310 § 217 | 100 0 0
2,100 2,125 | 197 [ 82 0 0 4,350 4,400 | 539 | 475 § 349 | 226 | 108 0 1]
2,125 2,150 | 202 | 86 0 0 4,400 4,450 | 508 | 484 | 359 | 234 | 116 4 0
2,150 2,175 | 206 | 90 0 0 4,450 4,500 | 606 | 492 | 308 | 243 | 124 | 12 0
2,175 2,200 ) 2101 94 0 0 4, 500 4,550 | 615 | 501 j 378 | 252 | 132 | 20 0
2,200 2,226 | 216 ] 93 0 0 4,550 4,600 | 623 | 500 | 387 | 261 | 140 | 28 0
2.225 2,250 | 219 | 102 0 0 4,600 4,650 | 632 | 518 | 307 | 269 [ 148 | 36 0
2,250 2,275 | 223 | 106 0 0 4,650 4,700 | 640 | 526 | 408 | 278 | 166 | 44 0
2,215 ,300 | 228 | 110 0 0 4,700 4,750 | 649 | 535 1 410 | 287 | 164 1 562 0
2,300 2,325 | 232 | 114 2 0 4,750 4,800 | 658 | 544 | 425 | 206 | 173 | 60 0
2,325 ,350 | 237 | 118 6 0 4,800 4,850 | 666 | 552 | 435 182 | 68 0
2,350 2,315 241122 | 10 0 4,850 4,000 1 675 | 561 { 444 | 813 | 101 | 76 0
2,37 , 400 | 245 | 126§ 14 0 4,900 4,050 | 683 | 509 | 454 | 322 1 100 | 84 0
2,400 2,425 1250 | 130 ] 18 0 4,050 5000 | 692 | 678 | 463 ] 331 | 208 | 92 0
2,425 2,450 | 254 | 134 22 0

-
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“Yable III—Married Persons Filing JOINT Returns
“Taxable Years Beginning in 1964

If adjusted gross | And the number of || If adjusted gross And the number of exemptions is—
income is— exemptions is— income ig~—
2 3 4or 2 3 4 5 6 7or
Atleast | Butless more || Atleast | Butless more
than than
The tax is— The tax is—
$0 1, 600 $0 $0 $0 $2,800 $2,825 | $105 | $82 $0 30 $0 $0
1,625 2 0 0 2,825 2,850 | 199 86 0 0 0 (1]
1,625 1, 650 6 0 0 2,850 2,875 | 203 20 0 0 0 0
1, 60 1,675 10 0 0 2,875 2,900 | 207 94 0 0 0 0
1,675 1,7 14 0 0 2,900 2,925 | 212 98 0 0 0 0
1,700 1,725 18 0 0 2,925 2,950 | 216 | 102 [1} 0 0 0
1,725 1,750 22 0 0 2,950 2,076 | 220 106 0 0 0 [
1,750 1,775 28 0 0 2,975 3,000 | 224 110 (1} 0 0 0
1,775 1,800 30 0 0 3,000 3,050 | 230 | 116 4 0 0 0
1,800 1,825 34 (1] 0 3,050 3,100 | 238 [ 121 12 0 0 0
1,825 1, 8¢ 38 0 0 3,100 3,150 | 247 | 132 20 9 0 0
1,850 1,875 42 0 0 3,150 3,200 | 255 | 140 23 0 0 0
1,875 1,900 46 0 0 3,200 3,250 | 2631 148 36 0 0 0
1, 900 1,025 50 0 0 3,250 3,300 1 2711 156 44 0 0 0
1,925 1,950 54 0 0 3,300 3,350 | 280 | 164 52 0 0 0
1,950 1,975 58 0 0 3,350 3, 400 172 60 ] 0 0
1,975 2,000 62 0 0 3,400 3,450 | 2968 | 181 63 0 0 n
2,000 2,025 66 0 0 3,450 3,500 | 304 | 189 76 0 0 0
2,025 2,0:0 70 0 ] 3, 500 3,850 [ 313 | 197 84 0 0 0
2,050 2,075 74 1] 0 3, 550 3,600 1 321 205 92 0 0 0
2,075 2,100 78 0 0 3,600 3,650 1 320 214 | 100 0 0 0
2,100 2,125 82 )} 1} 3,650 3.700 | 3381 222 | 108 0 0 0
2,125 2,150 86 0 0 3,700 3,750 | 347 { 230{ 116 4 0 0
2,150 2,175 N 0 0 3,750 3,800 | 356 1 2381 124 12 0 0
2,175 2,200 94 (1] 0 3.800 3,850 | 3684 | 247 | 132 20 0 0
2, 200 2,225 98 0 0 3,850 3,000 | 3737 255 140 28 0 0
2, 226 2,250 102 0 0 3,900 3.950 | 382 283 148 36 [1} 0
2,250 2,275 | 106 0 0 3,950 4,000 [ 3011 271 [ 156 44 0 0
2,215 2,300 1 110 0 0 4,000 4,050 { 309 | 280 | 164 52 [ 0
2, 300 2,325 114 2 0 40, 50 4,100 | 407} 288 | 172 60 0 0
2,325 2,350 118 6 [} 4,100 4,150 | 416 | 206 181 68 0 0
2, 350 2,375 ] 122 10 0 4,160 4,200 | 423 | 304 | 189 76 0 0
2,375 2.400 [ 128 14 0 4,200 4,250 | 430 313 | 197 84 0 0
2, 400 2,425 | 130 18 0 4,250 4,300 | 4381 321 205 92 0 0
2,425 2, 450 134 22 0 4,300 4,35 | 446 | 3291 214! 100 0 0
2,450 2,475 | 138 26 0 4,350 4,400 454 338 | 222 108 0 0
2,475 2,500 | 142 30 0 1,400 4,450 | 462 | 347 | 230| 116 4 0
2, 500 2,525 | 146 34 0 4,450 4,500 | 470 | 356 ] 238 | 124 12 0
© 2,525 2,550 | 150 35 0 4, 500 4,650 | 478 | 304 ) 247 132 20 0
2, 550 2,675 1 1564 42 0 4, 550 4,600 | 4861 373 | 2565 | 140 [1]
2, 575 2,600 | 158 46 0 1,600 4,65 | 493 | 382 263 | 148 36 0
2,600 2,625 | 162 50 0 4,650 4,700 | 501 | 301 271 156 44 0
2,625 2,650 166 & [ 4,700 4,750 1 509 | 399 | 2801 164 52 0
2, 650 2,675 170 58 0 4,750 4,800 | 5181 408 | 288 | 172 0
2,675 2,700 | 174 62 0 4,800 4,850 | 526 | 417 ] 296 | 181 0
2,700 2,725 | 179 66 0 4,850 4,000 | 534 | 426 | 304 189 ~ 0
2,725 2,750 | 183 70 0 4, 900 +4,950 | 542 | 434 | 313 | 107 84 0
2,750 2,775 | 187 74 0 4,950 §000 | 550 | 443 321 ) 205 92 0
2,775 2, 800 101 i8 0
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“TABLE IV—Married Persons Filing SEPARATE Returns
“10 PERCENT STANDARD DEDUCTION
“Taxable Years Beginning in 1964

1f adjusted And the number of Ifadjusted And the number of exemptions lg=-
groesincome is~—|  exemptions is— gross income fg—
1 2 3 | 4or 1 2 3 4 5 6 7 | 8or
At But more At But more
least less least less
than than
The tax is— The tax ig—
$0 $675| $0| $0| $0 $0 $2,325 | 82,350 [$251 |$147 [ $49| 80| $0| $0| $0 $0
676 700 3 0 1] 0 2,350 2,375 | 255 52 0 0 0 0 0
700 725 7 [1] [1} 0 2,375 2,400 | 259 | 154 0 0 0 0 0
725 750 | 10 0 0 0 2,400 2,425 1263 | 168 | 59 0 0 0 0 [1}
750 716 1 14 1} 0 2,425 2,450 { 267 | 161 0 0 0 0 0
75 800 | 17 0 0 2,450 2,475 [ 271 [ 165} 67 0 0 0 0 0
800 8251 21 0 0 2,476 2,500 | 275 169 | 70 [ 0 0 0 ]
825 850 | 25 0 0 2, 500 2,625 210|173 | 76 0 0 [1] 0 0
850 875 28 0 0 0 2,525 2,550 177 77 0 0 0 0 0
875 000 | 32 0 [1] 0 2,550 2,575 | 287 | 181 | 81 0 0 0 0 0
900 925 0 0 0 2,675 2,600 | 201 | 185 | 85 0 0 0 0 0
925 950 { 39 0 0 0 2, 600 2,625 1205|189 | 88 0 0 0 (1} 0
950 9751 43 0 0 2,625 2,650 | 209 | 193 | 92 0 0 [ 0 0
975 | 1,000 | 46 0 0 2,650 2,675 | 303 | 107 0 0 0 0 ¢
1,000 | 1,025} 50 0 0 2,675 2,700 | 307 | 201 | 100 3 0 0 0 0
1,025 | 1,050 | 53 0 0 2,700 2,725 | 311 | 205 | 103 7 1} 0 0 Q
1,050 | 1,075 &7 0 0 2,725 2,760 | 315 | 209 | 107 } 10 [} 0 0 0
1,075 | 1,100 61 ] 0 2,750 2,776 213 | 11| 14 Q 0 0 (1}
1,100 | 1,125 | 64 0 0 2,776 2,800 | 324 { 217 | 114 { 17 0 [1} 0 0
1,125} 1,150 | 68 ] 0 0 800 2,825 | 3231 220 ) 118 21 0 0 0 0
1,150 | L1751 71 [ 0 1} 2,825 2,850 | 332 2241122 25 0 0 0 0
1,176 | 1,200} 75 0 0 0 2,850 2,875 336 | 228 { 126 | 28 0 0 0 0
1,200 1,225| 79 0 0 1] 2,875 2,000} 340 | 232 | 120 | 32 0 0 0 0
,225 | 1,250 | 82 0 0 0 000 2,925 1244 | 236|133 | 35 0 0 0 0
1,250 1,275 86 0 0 0 2,925 2,950 | 319 | 210 { 137 | 39 0 (1} 0 0
1,261 1,300 | <0 1} 0 0 2,950 2,976 244 | 140 | 43 0 (] 0 1}
1,300 | 1,325 93 0 0 0 2,975 3,000 2481 144 | 46 0 0 0 0
1,325 § 1,350 | 97 1 0 0 3,000 3,050 | 3 254 1 1& 52 0 0 0 0
1,350 | 1,375 101 4 0 0 3.050 3,100 | 374 | 262 | 157 | 59 0 0 0 0
1,376 | 1,400 | 105 8 0 0 3,100 3,150 | 383 | 270 | 165 0 0 0 0
1,400 1,425 108 11 0 0 , 160 3,200 30227811713 | 73 0 0 0 0
1,425 1,450 112 | 15 0 0 , 200 3,250 | 401 | 286 | 180 0 0 0 0
1,450 | 1,475 | 116 | 19 0 [1} , 250 3,300 | 410 | 205 | 188 0 0 0 0
1,476 | 1,500 | 119 | 22 0 0 3, 300 3,350 | 419 | 303 | 196 | 95 0 0 0 0
1,500 | 1,525]123 | 26 0 0 , 350 3,400 | 428 1 311 | 204 | 103 ] 0 0 0
1,625 | 1,650 | 127 ] 29 [ 0 3, 440 3,450 319 (2121110 13 0 0 0
1,650 | 1,575} 131 | 33 1] 0 3,450 3,500 | 446 1327 | 220 [ 118 | 20 [} 0 0
1,675} 1,600 | 134 | 37 0 0 3, 500 3,550 | 455 {335 | 228 | 125 28 0 0 0
1,600 | 1,625] 133 40 0 (1} , 3,600 { 4641344 | 230|132} 35 0 0 0
1,625 | 1,650 | 142} 44 0 0 , 600 3,650 | 473 | 453 | 243 | 140 | 42 1] 0 0
1,650 | 1,675 | 145 47 0 0 , 650 3,700 | 482 | 362 | 251 | 147 | 49 0 [1] 0
1,695 1,700 | 149 { 51 0 0 , 700 3,750 | 491 | 371 | 259 | 155 | 56 0 0 0
1,700 | 1,725 | 183 | &5 0 0 3, 780 3,800 | 6500 | 380 | 268 | 162 | 64 0 0
1,725 1,750 | 157 | 88 0 0 3, 800 3,850 389 {276 {170 | 71 0 0
1,750 | 1,775 160 | 62 0 0 3,850 3,000 | 518 | 398 | 284 | 178 | 78 1] 0
1,775] 1,800 | 164 66 0 0 3, 900 3,050 | & 407 | 292 | 188 0 0
1,800 | 1,825| 168 69 0 0 3,050 4,000 | £36 | 416 | 300 | 104 | O3 0 0
1,825( 1,850 | 172 | 73 0 0 4,000 4,050 | 545 | 4251 308 | 201 | 100 4 0
1,850 | 1,876 | 176 | 76 0 0 4,060 4,100 | 551 | 43¢ | 316 108 | 11 0
1,875 ] 1,900 | 180 | 80 0 0 4,100 4,150 443 1324 1217 | 116 | 18 (i}
1,901 1,925] 184 | 84 0 0 4,150 4,200 | 572 | 452 225|122 | 25 0
1,925 1,050} 188 | 87 0 0 4,200 4,250 | €81 | 461 | 341 1233 | 130 | 32 0
1,0 | 1,075 192 91 0 0 4,25 4,300 470 | 350 | 241 | 137 0
1,075 2,000 | 196 | 95 0 0 4,300 4,360 | 599 | 479 | 359 | 249 | 145 | 47 0
2,000 | 2,025 199 | 08 2 0 4, 350 4,400 488 | 368 | 267 | 152 0
2,025 | 2,050 | 203 | 102 5 0 4,400 4,450 | 617 | 497 | 377 61 0 [
2,050 | 2,075 | 207 | 108 9 0 4,450 y 626 | 500 | 386 167 0 0
2,075| 2,100} 211 1 109 | 13 0 4, 500 4, 635| 515 | 395 | 281 | 1758 | 76 0 [1]
2,100 | 2,125]1215]| 113 ] 18 0 4, 550 4,600 | 644 | 524 | 404 183 | 83 0 0
2,125 2,150 | 210 | 117 | 20 0 4, 600 4, 653 413 101 | 90 1}
2,160 | 2,175 223 (121 | 23 0 4,050 4,700 | 062 | 542 | 422 | 305} 190 | 08 0
2,176 | 2,200 | 227 (124 | 27 0 4,700 4,760 | 671 | 551 | 431 | 313 | 207 | 105 0
2,200 | 2,225)231|128 | 31 0 4,750 4, 800 440 | 322 j 216 | 113 | 1 [1]
2,225 | 2,250 | 235 | 132 | 34 [} 4, 800 4,850 | 6%9 0| 449 | 330 § 222 1 120 | 23 0
,250 | 2,275 12301 135] 38 [} 4,885 4, Y00 578 | 4"8 | 338 | 230 | 127 | 30 0
2,276 | 2,300 | 243 | 130 | 41 0 4,90 4,060 { 707 7 | 467 | 347 { 238 | 136 | 37 0
2,300 | 2,326 | 247 | 143 | 45 0 4,150 716 470 | 350 [ 246 | 142 | 44 0
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“Table V—Married Persons Filing SEPARATE Returns
“MINIMUM STANDARD DEDUCTION
‘“Taxable Years Beginning in 1964

Ifadjusted And the number of Ifadjusted And the number of exemptlons ls—
grossi g tions ig— gross income 1g-—
1 2 3 | dor 1 2 3 4 5 6 7 | 8or
At But more At But more
least less least less
than than
The tax {g=— The tax is—
$0 $300 | $0| $0| %0 $0 || $2,400 | $2,425 [$270 [s143 | 334 | 0] s0| s0] $0 $0
800 825 2 0 0 0 2,425 A 275 1 152 | 38 0 0 0 0 0
826 850 6 0 0 0 2,450 2,475 | 270 | 156 | 42 0 0 0 0 0
850 876 | 10 0 0 0 2,475 2,500 | 284 | 160 | 46 0 0 0 0 0
- 876 000 14 0 0 0 2, 500 2,525 |1 288|165 | 80 0 0 0 0 0
900 926 | 18 0 1] 0 2, 526 , 550 | 203 | 169 | 54 0 0 0 0 0
925 050 | 22 0 0 0 2,550 2,676 | 297 [ 173 | &8 0 0 0 0 0
950 975 | 26 (1] 0 0 2,676 2,600 | 302 | 178 | 62 0 0 0 0 0
0976 | 1,000 | 30 0 0 0 2, 600 2,625 | 306 | 182 | 66 0 0 0 0 0
1,000 1,025] 34 0 0 0 2,625 2,650 | 311 | 187 | 70 0 0 0 0 0
1,025 | 1,050 { 38 0 0 0 2,650 2,675 | 316 1 101 | 74 0 0 ] 0 0
1,050 | 1,075 | 42 0 0 1] 2,675 2,700 | 320 { 195 | 78 0 0 0 0 0
1,075 ] 1,100 | 46 1] 0 0 , 700 2,725 | 324 82 0 0 0 0 0
1,100 | 1,125| 80 0 0 0 2,725 2,750 | 329 | 204 | 86 0 0 0 0 0
L1256 1,160 | &4 0 0 0 2,750 2,775 | 333 90 0 0 0 0 0
1,150 | 1,175 | 58 0 0 0 2,775 2,800 | 348 | 213 | 94 0 0 0 0 0
1,176 | 1,200 | 62 0 0 0 2, 2,825 |1 343 | 217 | 99 ] 0 [ 0 0
1,200 | 1,225 | 66 0 0 [ 2,825 2,850 | 348 | 222 | 103 0 0 0 0 0
1,225} 1,260 1 70 0 0 0 2, 850 2,875 | 353 | 226 | 107 0 0 0 0 [V}
1,250 | 1,275 | 74 0 0 0 2,875 2,900 | 358 | 2 111 0 0 0 0 0
1,275 | 1,300} 78 0 0 0 2,025 | 363 | 235 115 2 0 0 0 0
1,300 | 1,325] 82 0 0 0 2,926 2,050 | 368 | 239 { 119 6 0 0 0 0
1,325 | 1,35 | 86 0 0 0 2,950 2,075 1 373 [ 243 | 123 | 10 0 0 0 0
1,35 | 1,375 0 0 0 2,075 ,000 378 [ 248 [ 127 | 14 0 0 0 0
1,375 | 1,400 | 94 0 0 0 3,000 3,050 | 385 1255 | 134 | 20 Q 0 0 0
1,400 | 1,425 | 99 0 0 0 3,050 3,100 1 395 | 264 { 142 | 28 0 0 0 0
1,425 1,460 | 103 0 0 0 3,100 3,150 | 405 | 273 | 150 | 386 0 0 0 0
1,450 | 1,475 | 107 0 0 0 3,160 3,200 | 415 | 282 | 158 | 44 0 0 0 0
1,476 | 1,500 | 111 0 0 0 3,200 3,250 | 425 | 201 | 167 | 62 0 0 [ 0
1,500 | 1,625 | 115 2 0 0 3,250 3,300 | 435 176 | 60 0 0 0 0
1,625 1,850 | 119 6] 0 0 3,300 3,35 | 445 184 | 68 0 0 0 0
1,650 | 1,675 | 1 10 0 0 3,350 3,400 | 455 | 318 { 193 | 76 0 0 Q 0
1,675 | 1,600 | 127 | 14 0 0 3,400 3,450 | 465 | 327 2 | 81 0 0 0 0
1,600 | 1,625 132 ] 18 0 0 3,450 , 600 | 476 | 336 ] 211 | 92 0 0 0 0
1,625 1,650 | 136 | 22 o [ 3, 500 3,650 | 485 | 345 | 219 | 101 4 0 0 0
1,650 | 1,651 140| 26| O 0 3, 550 3,600 | 4051355 228 | 109 | 12 0 0 0
1,675 | 1,700 | 144 | 30 0 0 3, 600 3,650 | 5051365237 | 117§ 20 0 0 0
1,700 | 1,725] 148 ] 34 0 0 3,650 3,700 | 515 1 376 | 246 | 125 | 28 0 0 0
1,726 | 1,750 1162 38| O} -0 3,700 3,750 | 525 1 385 | 255 | 134 | 30 0 0 [1]
1,750 | 1,775 | 1581 42 0© 0 3,750 ,800 | 535 | 305 142 | 44 0 0 0
1,775 1,800 ) 160 | 46 0 0 3, 800 3,850 | 545 [ 405 | 273 | 150 | 52 0 0 0
1,800 | 1,825 1065 0 0 3,850 5 555 | 415 | 282 | 168 | 60 0 0 0
1,825 1,850 | 169 | 54 0 0 3,000 3,050 | 565 | 425 | 201 | 167 | 68 0 0 0
1,850 | 1,876 | 173 | 58 0 0 3,950 4, 675 | 435 | 3 176 | 78 0 0 0
1,875 1,900 | 178 | 62 0 0 4,000 4,050 445 1 3 184 | 84 0 0 0
1,000 | 1,925)182| 66 O 0 4,050 4,100 | 595 | 455 ] 318 | 193 | 02 0 0 0
1,925 1,950 {187 | 70| © 0 4,100 4,150 | 605 | 466 | 327 2 | 101 4 0 0
1,050 | 1,075 [ 191 | 74 0 [ 4,150 4,200 | 015 | 475 | 336 | 211 | 1 12 1] 0
1,976t 2,000 (195 78! 0 0 4, 200 4,250 | 625 | 4 345 | 219 | 117 0 0
2,000 | 2,025) 200 | 82 0 [} 4, 250 4.300 | 635 | 405 | 355 | 228 | 1 28 0 0
2,025 | 2,050 | 204 | 86 0 0 4,300 4,350 | 045 5 1365|237 1134 36 0 0
2.050 1 2,075 1208} 90 0 0 4,350 4,400 | 655 | 615 | 375 | 246 | 142 | 44 0 0
2,076 | 2,100 { 213 | 94 0 0 4,400 4,450 | 665 [ 525 | 385 { 255 | 150 | 52 0 0
2,100 | 2,125| 217 ] 99 0 0 4,450 4,500 | 675 | 635 | 395 | 264 | 168 ] 60 0 0
2,125 | 2,150 | 222 | 103 0 0 4, 500 4,550 | 685 | 515 | 405 | 273 | 167 | 68 0 0
2,150 | 2,175 107 0 0 4, 550 4,600 | 605 | 5551 415 | 282 | 176 | 76 0 0
2,175 | 2,200 0 | 111 0 0 4, 600 4,050 | 705 4251291 | 184 | 84 0 0
2,200 | 2,225 ) 236 | 115 2 0 4,650 4,700 { 716 | 5756 | 435 | 300 | 193 | 92 (1] 0
2,225 | 2,250 | 239 | 119 6 0 4,700 4,750 | 725 5 | 445 | 309 2 | 101 4 0
2,250 1 2,215 | 243 | 123| 10 0 4,750 4,800 1 735 | 605 | 455 | 318 [ 211 | 100 | 12 0
2,215 | 2,300 | 248 | 127 | 14 0 4,800 4,850 | 746 5146513271219 71 20 0
2,300 | 2,325 | 252 | 132 18 0 4,850 4,000 | 758 | 615 | 475 | 336 28 0
2,325 | 2,350 | 257 | 136 | 22 0 4, 900 4,050 | 769 [ 625 | 485 [ 345 | 237 [ 124 | 36 0
2,350 | 2.375) 261 { 140 | 26 0 4,950 5,000 | 781 | 635 | 495 | 355 | 240 | 142 | 44 0
2,375 | 2,400 | 268 | 144 | 30 0
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“(bh) TaxaprLe YEARS BEGINNING AFTE

REVENUE

ACT

OF 1963

r DECEMBER 31, 1964.—In lieu of the tax

impose? by section 1, there is hereby imposed for cach taxable year beginning
after December 31, 1964, on the taxable income of every individual whose adjusted
gross income for such year is less than $£5,000 and who has elected for such year
to pay the tax imposed by this section a tax as follows:

“Table I—Single Person—NCT Head of Heusehold
«“Paxable Years Beginning After December 31, 1964

If adjusted gross And the number of If adjusted gross And the number of exemptions is—
income is— exemptions Is=- income is—
1 2 3 | dor 1 2 3 1 5 6 | Tor
At But less more At But less more
least than lcast than
The tax is— The tax is—
$0 $500 | $0}| $0| 30 $0 $2,450 $2,475 |$236 (3121 | $23 | S0 | §0 | SO 30
925 2 0 0 0 2,475 L 5 21 128 26 0 0 0 0
925 950 5 0 0 0 , 500 2,525 | 244 | 132 | 3 0 0 0 0
050 976 9 0 0 0 2,525 2,550 | 248 | 136 | 33 0 0 0 0
975 1, 12 0 0 0 2,550 2,575 | 253 | 139 | 37 0 0 0 0
1,000 1,025 1 16 0 0 0 2,575 ,600 | 257 | 143 | 10 0 0 0 0
1,025 1,050 19 0 0 0 2, 600 2,625 | 261 | 147 14 0 0 0 0
1,050 1,075 | 23 0 0 0 2,625 2,650 | 265 | 151 7 0 0 0 0
1,075 1,100 | 26 0 0 0 2,650 2,675 | 270 | 155 | 51 0 0 0 0
1,100 1,125 1 30 0 0 0 2,675 2,700 | 274 | 150 | 5% 0 0 0 1}
1,125 1,150 { 33 0 (1} 0 2,700 2,725 1278 1 163 | 58 0 0 0 0
1,150 L,1is| 37 0 0 [} 2,725 2,750 | 282 1 167 | Gl 0 0 0 0
1,176 1,200 | 10 0 0 0 2,750 2,775 | 287 | 171 65 0 1} 0 0
1,200 1,225 | 44 0 0 0 2,775 2, 201 [ 175 | 68 [ 0 0 0
1,225 1,250 | 47 [ 0 0 2,800 2,825 | 295§ 179 | 72 0 0 0 0
1,280 1,275 | 51 0 0 0 2,825 2,850 | 299 | 183 76 0 0 0 1]
1,275 1,300 | 54 0 0 0 2,850 2,875 | 304 | 187 i 0 0 (1] 0
1.300 1,325 | &8 0 0 0 2,875 2,€00 | 308 | 101 83 0 0 [} 0
1,325 1,350 | 61 0 0 0 2, ¢ 2,025 | 312 | 195 | 87 0 0 0 0
1,450 1,375 | 65 0 0 0 2.925 2,050 | 317 | 199 | 91 0 0 0 0
1,375 1,400 | €8 0 0 0 2,950 2,975 | 322 1 203 | 94 0 0 0 0
1,400 1,425 | 72 0 0 0 2,075 3,000 { 327 | 207 08 0 0 0 0
1, 425 1,450 { 76 1] 0 0 3,000 3,050 | 333 | 213 | 104 4 0 0 0
1,450 1,475 ] 79 0 Q 0 3,050 3,100 | 342 | 221 | 111 11 0 0 0
1,475 1,500 | 83 0 (1] 0 3,100 3,150 | 350 | 229 | 119 | 18 0 0 0
1,500 1,525 | 87 0 0 [1} 3,150 3,200 | 259 [ 238 | 126 | 25 0 0 0
1,525 1,550 § 91 0 0 0 3,200 3,250 | 367 | 216 32 0 0 1]
1,550 1,575 | o4 0 0 0 3,250 3,300 | 376 | 255 | 141 | 39 0 0 0
1,575 1,600 | 98 0 0 0 3,300 3,350 | 385 | 263 | 149 [ 46 0 0 0
1,600 1,625 | 102 2 0 0 3,350 3,400 | 393 | 272 | 167 | 53 0 0 [}
1,625 1,850 | 108 5 0 0 3,400 3,450 | 402 [ 280 ) 165 | 60 0 ] 0
1,650 1,675 | 109 9 0 0 3,450 3,500 | 410 | 289 | 173 | 67 0 0 0
1,675 1,700 | 113 12 0 (1] 3, 500 3,550 | 419 | 297 | 181 74 0 0 0
1,700 1,725 | 117 16 0 0 3, 550 3,600 | 427 | 306 | 189 } 81 0 0 0
1,725 1,750 | 121 19 0 1] 3, 600 3,650 | 436 | 315 | 197 | 89 0 0 0
1,750 1,775 | 124 | 23 0 0 3,650 3,700 | 444 | 324 51 96 0 0 0
1,775 1,800 { 128 | 26 0 0 3, 700 3,750 | 453 | 334 | 213 | 104 4 0 0
1,800 1,825 | 132 30 0 0 3,750 3,800 | 462 | 313 } 221 | 111 11 0 0
1,825 1,850 | 1306 | 33 0 0 3,800 3,850 | 470 | 353 | 229 | 119 | 18 0 0
1,850 1,875 { 139 | 37 Q 0 3,850 3,000 | 479 | 352 | 238 | 126 | 25 0 0
1,875 1,000 | 1431 40 0 0 3,900 3.950 | 487 | 372 | 246 | 134 | 32 0 0
1,900 1,025 | 147 | 44 0 0 3,950 4,000 | 496 | 331 | 255 | 141 39 0 0
1,925 1,950 | 151 | 47 0 0 4,000 4,050 41300 | 263|149 | 46 0 0
1,950 1,975 | 155 | 51 0 0 4,050 4,100 | 513 | 309 | 272 | 157 | &3 0 0
1,975 2,000 | 160 | 54 0 0 4,100 4,150 | 521 | 407 | 280 | 165 | 60 0 0
2,000 2,025 § 163 | 58 0 0 4,150 4,200 | 630 | 416 | 289 | 173 [ 67 0 0
2,025 2,050 | 167 | 61 0 0 4, 200 4,250 | 538 | 424 | 207 | 181 74 [y] [1]
2,050 2,075 | 171 85 1] 0 4,250 4,300 | 547 | 433 | 306 | 180 | 81 0 0
2,076 2,100 | 175 | 68 0 0 4, 300 4,350 | 550 | 442 | 815 | 197 | 89 0 7]
2,100 2,125 {179 | 7277 0 [ 4,350 4,400 | 564 324 | 205 | 96 0 0
2,125 2,150 | 183 | 76 0 0 4, 400 4,450 | 573 | 459 | 334 ] 213 | 104 4 0
2,150 2,175} 187 | 70 0 0 4, 450 4,500 | 581 | 467 | 343 [ 221 | 111 1 0
2,175 2,200 { 101 83 0 0 4, 500 4,550 | 690 | 476 | 353 119 | 18 0
, 200 2,225 1 105 | 87 0 0 4, 550 4,600 | 508 | 484 | 362 126 | 25 0
2,225 2,250 | 109 | 01 0 0 4, 600 4,650 | 607 | 405 | 372 | 246 | 134 | 32 0
2,250 2,275 | 203 | o4 0 0 4,650 4,700 | 615 | 601 | 381 | 255 | 141 39 0
2,275 2,300 | 207 | 98 0 ] 4,700 4,750 | 624 | 510 § 391 | 263 } 149 | 46 0
3 2,325 | 211 | 102 2 0 4,750 4,800 | 633 | 519 272 | 167 | 83 0
2,325 2,350 | 215 | 106 5 0 4,800 4,850 | 641 | 527 | 410 | 280 | 165 | 60 0
, 350 2,375 | 219 | 109 9 0 4,850 4,900 | 650 | 536 | 419 | 289 | 173 | 67 0
2,375 2,400 | 223 1 113 12 [ 4, 900 4,950 | 658 | 544 1 420 | 297 | 181 74 0
, 400 2,425 | 227 | 117 | 16 0 4,950 5,000 | 667 | 553 { 438 | 306 | 189 | 81 0
2,425 2,450 | 231 [ 121 | 19 (R | IO IR FUURY AR PRI NEPOY AR BRI PR




REVENUE ACT OF 1063 91

“Table 1I—Head of Household
“Taxable Years Bexinning After December 31, 1964

If adjusted gross And the number of Ifadjusted gross And the number of exemptions is—
income jg=— exemptions fg— income jg—-
I
1 2 3 | 4or 1 2 3 14 5 6 | 7Tor
At But tess more At But less more
least than least than
‘The tax ig— The tax is—
$0 $9500 [ $01 $0| 30 $0 $2, 450 $2.475 [$230 (8121 [ $23 ; SO | S0 30 $0
600 925 2 [ 0 0 2,476 2,500 1 234 | 124 26 0 0 0 0
926 950 5 0 0 0 2, 500 2,525 | 238 | 128 | 30 0 0 0 0
950 976 9 0 1} 0 2,525 2,550 § 242 | 131 33 0 0 0 (1]
975 1,000 | 12 0 0 0 2, 550 2,575 | 246 | 135 | 37 0 0 0 0
1,000 1,025 16 0 0 0 2,575 2,600 | 250 | 138 | 40 0 b] 0 0
1,025 1,050 { 19 0 0 0 2, 600 2,025 | 251 | 142 | 4% 0 0 0 0
1,050 1,075 1 23 0 0 0 2, 625 2,650 | 258 | 146 | 47 0 0 0 0
1,075 1,100 | 26 0 0 0 2,650 2,675 1262 | 150 | 51 0 1] 0 [
00 1,125 | 30 0 0 0 2,675 2,700 | 266 | 154 | 5% 0 0 0 0
1,125 1,150 | 33 0 0 0 2,700 2,725 1270 | 158 | 58 0 0 0 0
1,150 1,175 37 0 0 0 2,725 2,750 | 274 | 162 | 61 0 0 0 0
1,175 1,200 | 40 0 0 0 2,750 2,775 1 278 1 166 | 65 0 [i] 0 0
1,200 1,225 | 44 0 0 0 2,775 2,800 { 282 | 170 | 68 0 0 0 0
1,225 1,250 | 47 0 0 0 2,800 2,825 | 286 | 174 72 0 0 0 1]
1,250 1,276 | 51 0 0 0 2,825 2,850 1 290 | 178 | 75 0 0 0 0
1,275 1,300 | 54 0 0 0 2, 2,875 1294 | 182 ) 79 0 0 0 0
1,300 1,325 | 68 0 0 0 2,875 2,900 | 208 | 186 | 82 0 0 [1} 0
1,325 1,350 | 61 0 0 0 2,900 2,025 13021100 | 86 0 0 0 0
1,350 1,375 65 0 0 0 2,625 2,050 | 307 | 194 | 89 0 0 0 0
1,376 1,400 | 68 0 (1] 0 2,950 2,075 1 311 ] 1981 93 [} 0 0 0
1,400 1,425 2 0 0N 0 2,075 3,000 | 316 | 202 | 96 0 0 0 0
1,425 1,450 1 75 0 0 (1} 3,000 3,050 | 322 | 208 { 102 4 0 0 0
1,450 1,475 | 79 0 0 0 3,050 3,100 | 330 216 | 109 | 11 0 0 0
1,475 1,500 { 82 0 0 0 3, 100 3,150 | 338 | 224 | 116 18 0 0 0
1, 500 1,525 | 86 0 0 0 3, 150 3,200 | 316 | 232 ) 123 | 25 0 0 0
1,525 1,550 | 89 0 0 0 3,200 3,250 | 354 | 240 | 130 ] 32 0 0 o
1, 550 1,575 1 93 1] (1] 0 3,250 3,300 | 363 { 248 | 137 | 39 0 0 0
1,575 1,600 [ 96 0 0 0 3,300 3,350 | 371 | 256 | 144 | 46 0 0 0
1,600 1,625 | 100 2 0 (1] 3,350 3,400 | 379 | 264 | 152§ 63 0 (1] [1]
1,625 1,650 | 103 5 0 0 3,400 3,450 § 387 { 272 [ 160 | 60 0 0 0
1,650 1,675 | 107 9 0 0 3,450 3,500 | 395 | 280 | 168 | 67 0 0 (1}
1,675 1,700 1 110 12 0 0 3, 500 3,550 1 403 | 288 | 176 | 74 0 0 0
1,700 1,725 | 114 16 0 0 3, 550 3,600 | 411 | 296 | 184 | 81 0 0 0
1,725 1,750 | 117 19 0 0 3, 600 3,650 | 419 | 305} 1921 88 0 0 0
1,750 1,775 | 121 23 0 0 3,650 3,700 | 427 | 314 { 200§ 05 0 0 0
1,775 1,800 | 124 | 26 0 0 3,700 3.750 | 435 | 323 | 208 | 102 4 0 0
1,800 1,825 1128 | 30 0 0 3,750 3,800 | 444 | 332 ) 216 | 109 11 0 0
1,825 1,850 | 131 33 ] 0 3, 800 3,850 | 452 | 341 | 224 | 116 18 0 0
1,850 1,875 | 135 | 37 aj, 0 3,850 3,000 ] 460 [ 350 [ 232 | 123 | 25 0 0
1,875 1,900 | 138 | 40 0 0 3,900 3,050 | 468 | 359 | 240 | 130 | 32 0 0
1,900 1,025 | 142 ] 44 0 0 3,950 4,000 | 476 | 368 | 248 | 137 | 30 0 0
1,925 1,950 | 146 | 47 0 0 4,000 4,050 | 484 | 376 | 256 | 144 | 46 0 0
1,950 1,975 1 160 | 51 0 0 4,050 4,100 | 4921 384 | 264 | 162 | &3 0 0
1,975 ,000 | 154 | 54 0 0 4,100 4,150 3921272160 | o0 0 0
2,000 2,025 1 168 | 58 0 0 4,150 4,200 | 508 | 400 | 280 | 168 | 67 0 0
2,025 2,050 1 162 | 61 0 0 4,200 4,250 | 516 | 408 | 288 | 176 | T4 [}] 0
2,050 2,075 1 166 | 65 0 0 4.250 4.300 | 5251 417 ; 296 | 184 | 8! 0 0
2,075 2,100 | 170 | 68 0 0 4,300 4,35) | 533 |1 425 ] 305 | 192 | 88 o 0
2,100 2,125 } 174 2 0 [} 4,359 4,400 | 541 | 433 | 314 ] 200) 95¢ - 0 0
2125 2,160 § 178 | 75 0 0 4,400 4,450 | 549 1 441 1323 1 208 [ 102 | " 4 0
2,150 2,175 | 182 | 79 0 0 4, 450 4,500 | 557 | 449 | 332 | 216 | 100 11 0
2,175 2,200 ] 186 | 82 0 0 4, 500 4, 550 457 1 341 (224 | 116 [ 1 0
2,200 2,225 [ 100 | 86 0 0 4, 550 4,600 | 573 [ 465 | 350 | 232 | 123 [ 25 0
2,225 ,260 | 194 ] 89 0 0 4, 600 4,650 | 581 | 473 | 350 | 240 | 13v § 32 0
, 250 2,275 | 198 | 93 0 0 4,650 4,700 | 580 | 481 | 368 | 248 | 137 | 39 0
2,275 2,300 | 262 | 96 0 0 4,700 4,750 | 597 | 489 | 377 | 256 | 144 46 0
, 300 2,325 | 206 | 100 2 0 4,750 4,800 | 606 ) 408 | 386 | 264 | 152 1 53 0
2,325 2,350 { 210 | 103 5 0 4, 800 4,850 | 614 | 506 | 305 | 272 | 100 [ 69 0
2,350 2,375 | 214 | 107 9 0 4,850 4,900 | 6221 514 | 404 | 280 1 168 | 6 0
2,375 ,400 | 218 | 110 12 0 4, 900 4.950 | 630 | 522 | 113 | 2 176 | 74 0
2.400 2,425 1 222 1 114 16 0 4,950 5,000 | 638 | 53) | 4221206 ) 184 | 81 0
2,425 2,480 | 226 | 17 19 0
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“Table 1II—Married Persons Filing JOINT Returns
“Taxable Years Beginning After December 31, 1964

Ifadjusted gross | And the numberof {| If adjusted gross And the number of exemptions Is«—
income 18— exemptions [s— income is—
2 3 dor 2 3 4 5 6 Tor
At But less more At But less more
least than least than
The tax is— The tax ig—
7
$0| $1,600| $0| $0 $0 $2,800 | 2,825 | 8172 $72| so| so| $0 $0
1,600 1,625 2 0 1] 2,825 , 8! 176 75 0 0 0 0
1,625 1,650 5 0 0 2,850 2,876 1 179 79 0 0 0 0
1,050 1,675 9 0 0 2,875 2,000 | 183 82 [1] 0 0 0
1,676 1,700 12 0 (1} 2,900 2,925 | 187 86 [1] [1] 0 0
1,700 1,725 16 0 (1] 2,025 2,950 | 181 89 0 [1] 0 0
1,725 1,750 19 0 0 2,950 2,075 1 194 93 0 0 0 [1]
1,750 1,775 23 0 (] 2,975 3,000 | 198 96 0 0 0 0
1,776 1,800 26 0 [\ 3,000 3,050 | 201 | 102 4 0 0 0
1,800 1,825 30 0 0 3,050 3,100 | 211} 109 1 0 0 0
1,825 1,850 33 0 0 3,100 3,150 | 219 116 18 0 0 0
1,850 1,875 37 0 0 3,150 3,200 | 226 | 123 25 0 0 0
1,875 1,900 40 0 0 3,200 3,250 | 234 ] 130 32 0 0 0
1,900 1,925 44 0 0 3,250 3,300 | 241 137 39 0 [ 0
1,925 1,950 47 0 0 , 300 3,350 | 240 | 144 46 (1] (1} 0
1,950 1,075 51 0 0 3,350 3,400 | 256 | 151 53 [} 0 0
1,975 2,000 54 0 0 3,400 3,450 | 264 | 159 60 0 0 0
2,000 2,025 58 0 0 3,450 3,500 | 271 166 67 [1} 0 0
2,025 2,050 61 (1] 0 3, 500 3,850 | 279 | 174 74 V] 1] 4
2,050 2,076 5 [1] 0 3,550 3,600 | 286 | 181 81 0 [} [
2,075 2,100 68 0 0 . 600 4,650 | 294 | 189 88 0 0 0
2,100 2,125 72 0 0 3. 650 3,700 | 302 196 95 1} 0 0
2,125 2,150 75 0 0 3,700 3,750 | 310 | 204 | 102 4 0 0
2,160 2,175 79 0 1] 3, 750 3,800 318 | 211 109 11 0 0
2,175 2, 82 (1] 0 3,800 3,850 | 326 | 219 | 116 18 0 0
2,200 2,225 86 0 0 3, 850 3,000 | 334 | 226 | 123 25 0 0
2,225 L 24 80 0 0 3, V00 3,050 | 342 | 234 | 130 32 0 0
2,270 2,275 93 (1} 0 3,950 4,000 | 350 | 241 | 137 39 0 0
2,215 3 96 0 1] 4,000 4,050 | 358 | 249 | 144 46 0 0
2,300 2,325 | 100 2 1} 4,050 4,100 | 365 ] 2561 161 63 0 [
2,325 2,350 | 103 ] 0 4,100 4,160 | 372 | 264 | 160 60 0 0
2,350 2,376 | 107 9 1] 4,150 4,200 | 379 | 271 166 (74 0 0
2,375 2,400 | 110 12 0 4,200 4,250 | 386 2791 174 74 0 0
, 400 2,425 | 114 16 0 4,250 4,300 | 394 286} 181 81 0 0
2,425 ,450 | 117 19 [ 4,300 4,350 | 401 | 204 | 189 88 0 0
, 450 2.475 | 121 23 0 4, 350 4,400 | 408 | 302 | 190 95 0 0
2,475 % 124 26 1] 4,400 4,450 | 415 310 | 204 102 4 0
2, 500 2,625 | 128 30 0 4, 450 4,600 | 422 318 211 109 11 0
2,525 2,550 | 13t 33 [ 4, 500 4,550 | 430 | 328 219 | 118 18 0
2,550 2,616 | 135 37 0 4, 650 4,600 | 437 | 334 | 226 | 123 25 0
2,675 2,600 | 138 40 [} 4,600 4,650 1 444 | 342 234 | 130 32 1]
, 600 2,626 | 142 44 0 4, 650 4,700 | 461 | 350 | 241 137 39 0
2,025 , 050 | 146 47 0 4,700 4,750 | 4501 358 | 249 | 144 48 0
2,650 2,676 | 140 51 0 4,750 4,800 | 467 | 366 | 256 | 151 53 1}
2,676 ,700 | 1583 54 0 4,800 4,850 | 474 | 374 | 364 | 169 60 [1]
2,700 2,725 | 1567 58 0 4, 850 4,000 | 482 | 382 271 168 67 0
2,725 2,750 | 161 61 0 4, 900 4,050 | 490 | 300 | 279 | 174 74 0
2,750 2,715 1 164 85 0 4,950 5,000 | 497 | 398 | 286 | 181 81 0
2,776 2,800 | 168 63 0 PR FRN . ceeemeas
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“Table IV—Married Persons Filing SEPARATE Returns
“10 PERCENT STANDARD DEDUCTION
“Taxable Years Beginning After D ber 31, 1964

PO .

I LTI

st LTI L LG R s s e B 2

Ifadjusted And the number of Ifadjusted And the number of exemptions ig—
grossi 19— ptions ls— gross income ig—
1 2 3 | dor 1 2 3 4 5 6 71 8or
At But more At But more
least less least less
than than
The tax to— The tax ig—
$675| $0| $0| $0 $0 || $2,325 | $2,350 [$226 1$131 {$43 ] $0| s0| $0| %0 $0
675 700 0 0 0 2,350 2,375 [ 229 | 134 | 48 0 0 0 0 0
700 725 6 1] 0 0 2,376 2,400 1 233 | 137 | 49 (1] 0 0 0 0
726 750 9 0 [\] 0 2,400 2,425 1 237 | 141 | 52 0 0 0 Q 0
750 751 12 0 0 1] 2,426 2,450 | 241 | 144 | 85 [} 0 0 0 0
76 800 | 15 0 0 0 2,450 2,475 1 245 | 148 | 58 0 0 1] 0 0
800 8251 18 0 1] 0 2,475 2,500 | 249 | 151 | 61 0 0 0 0 0
825 850 | 22 0 0 0 2, 500 2,525 | 252 | 155 | 65 0 0 0 0 0
850 875 | 25 0 0 0 2, 526 2,550 | 256 | 158 | 68 0 0 0 [ 0
875 900 | 28 0 0 0 2, 550 2,575 1 260 { 162 | 71 0 0 0 0 0
900 9251 31 0 0 0 2,575 2,600 | 264 | 166 | 74 0 0 0 0 0
925 950 | 34 0 0 0 2, 600 2,625 { 268 | 169 | 7 (1} 0 1] 0 [1]
950 976 | 37 0 0 0 2,625 2,650 | 272 ¢ 173 | 81 0 [} 0 0 1]
975 | 1,000 { 40 0 0 0 2,650 2,675 (275 176 | 84 0 0 ] 0 0
1,000 | 1,025 | 44 0 0 0 2,676 ,700 | 279 | 180 | 88 3 0 0 0 0
1,025 | 1,050 | 47 0 0 0 2,700 2,725 283 | 184 | 91 [} 0 1] 0 0
,050 { 1,075 | 80 0 0 0 2,726 2,750 [ 287 | 187 | 95 9 0 0 0 0
1,076 ,100 ] 63 0 0 0 2,750 2,775 | 291 | 191 12 0 0 0 0
1,100 1,125 56 0 0 0 2,775 2, 204 | 194 | 101 15 1] 0 [1] (1]
1,126 1,150 | 59 0 0 0 2, 2,825 ( 208 | 198 § 105 18 0 0 0 0
1,150 | 1,175 | 62 0 0 0 2,825 2,850 | 302} 202 | 108 | 22 0 1] 0 0
1,176 1,200 | 66 [1] 0 0 , 850 2,875 1 308 | 205 ¢ 111 25 0 0 0 0
1,200 | 1,225 | 69 0 0 0 2,876 2,900 | 310 [ 209 | 115 | 28 0 [ 0 0
1,225 2260 1 72 [1} [1] 0 2, 900 2,025 1 3141 212 | 118 | 31 0 0 0 0
1,250 | 1,275 75 0 0 (1] 2,925 2 3181 216 | 122 | 3% 0 0 0 1]
1,275 3001 79 0 [ 0 2,950 2,975 1 323 | 220 | 125 37 0 0 0 0
,300 1,325 1 82 0 0 0 2,975 3, 3271223 | 128 | 40 0 0 0 0
1,325 | 1,350 | 86 1 0 0 3,000 3,050 3| 2201 1331 45 0 0 0 0
1,350 1,375 89 4 0 0 3,050 3,100 | 342 ) 236 | 140 | 51 0 0 0 0
1,375 1,400 | 92 7 0 [ 3,100 3,150 | 350 | 244 | 147 | 58 0 (1} 0 ]
1,400 | 1,425 | 96 10 0 0 3,150 3,200 | 350 | 252 | 154 64 0 0 0 0
1,426 | 1,450 1 0 0 3,200 3,250 1 367 | 259 | 161 | 70 0 1] 0 0
1,450 | 1,475 | 102 16 0 0 3,250 3,300 | 376 § 267 | 169 { 77 0 0 0 0
1,475 106 | 19 0 0 3,300 3,350 1 38512751 176 | 84 0 0 0 0
1,500 | 1,525 1109 [ 23 0 0 3,35 3,400 | 393 | 282 | 183 | 901 5 ¢ [ 0
1,525 , 113} 26 0 0 3,400 3,450 | 402 1 200 { 190 | 97 | 12 0 0 0
1, 550 1,576 | 118 0 0 3, 450 3,500 | 410 | 208 | 197 | 104 18 0 0 0
1,575 1, 119 | 32 0 0 3, 500 3,550 | 419 ) 3051 205 | 111 | 24 0 0 0
1,600 | 1,626 | 123 | 35 0 0 3, 550 3,600 | 427 | 313 1 212 | 118 { 30 0 0 0
1,626 1 1,650 | 126 | 38 [ 0 3, 600 3,650 | 436 | 322 | 219 | 124 | 37 0 0 0
1,650 | 1,675 ) 120 | 41 0 0 3, 650 3,700 | 444 1 330 | 226 | 131 | 43 0 0 0
1,675 | 1,7 133 | 45 0 0 3, 700 3,750 | 453 | 339 | 234 | 138 | 49 0 0 0
1,700 | 1,725 | 136 | 48 0 0 3,750 3,800 | 462 | 348 | 242 [ 145 0 0 0
1,725 1,750 | 140 | 51 0 0 3, 800 3,850 1470 | 356 [ 240 | 152 | 62 0 0 0
1,750 | 1,775 | 143 | &4 0 0 3, 850 3,000 | 479 257 | 150 | 68 0 0 0
1,775 | 1,800 | 146 | &7 0 1] 3, 000 3,050 | 487 1 373 | 265 | 166 | 75 0 0 0
1,80 | 1,825 150 0 1] 3,050 4,000 | 406 | 382 | 172 | 173 | 82 0 0 0
1,825 1 1,850 | 1564 0 0 4,000 4,050 | 504 | 3 280 | 181 | 88 3 0 0
1,850 | 1,876 | 167 | 67 0 0 4,050 4,100 | 513 | 399 | 287 | 188 [ 95 9 0 0
1,875 | 1,900 | 161 | 170 0 0 4,100 4,150 | 521 | 407 | 205 | 195 | 102 | 16 0 0
1,000 | 1,9251 164 | 73 0 0 4,150 4,200 | 630 | 416 | 303 | 202 | 109 | 22 0 0
1,025} 1,050 | 168 [ 77 0 0 4,200 4,250 | 638 | 424 | 310 [ 209 | 115 | 28 0 0
1,050 | 1,075 | 172 | 80 0 0 4,250 4,300 | 547 | 433 | 319 [ 217 } 122 { 3 0 0
1,075 ] 2,000 | 176 | 83 0 0 4, 300 4, 350 442 | 328 } 224 | 120 1 41 (1} 0
2,000 | 2,025 (179 ] 87 2 0 4,350 4,400 | 564 | 450 | 336 | 231 [ 136 | 47 1] 0
2,025 | 2,050 | 182 | 90 5 0 4, 400 4,450 | 573 | 459 | 345 | 230 [ 142 ] B4 [ 0
2,050 2,075 | 186 93 8 0 4,450 4,500 | ¢ 407 { 353 § 247 1 140 | @0 0 o
2,076 | 2,100 | 190 | 97 11 0 4, 500 4,650 | 590 | 476 | 362 | 254 | 167 | 66 1] 1]
2,100 | 2,125 | 193 | 100 | 14 0 4, 550 4,600 | 508 1 484 | 370 | 262 | 164 | 73 ] 0
2,126} 2,150 | 197 [ 104 | 17 0 4, 600 4,650 | 607 | 493 | 379 0{171 | 79 0 [
2,150 | 2,175 | 2 107 | 20 0 4, 650 4,700 | 615 | 501 | 387 | 277 | 178 1 0
2,176 | 2,200 | 204 | 110 | 24 0 4,700 4,750 | 624 | 510 | 396 | 285 | 185 7 0
2,200 | 2,225 | 208 | 114 | 27 0 4,750 4, 800 510 ] 405 1 203 | 193 | 100 14 0
2,226 | 2,2 20 1171 30 0 4, 800 4,850 | 641 | 527 | 413 | 300 108} 20 0
2,250 | 2,275 1215|120 33 0 4, 850 4,900 | 650 4221308 1207 { 113 | 28 0
2,275 1 2,300 [ 218 | 124 [ 38 (] 4, 000 4,050 | 658 | 514 | 430 | 316 | 214 | 120 | 33 0
2,300 | 2,325 ) 222|127 | 39 0 4,95 5,000 | 667 | 553 | 439 | 325 [ 221 | 127 | 39 0

24-532—63—pt. 1——7
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«“Table V—Married Person Filing SEPARATE Returns
“MINIMUM STANDARD DEDUCTION
“Taxable Years Beginning After December 31, 1964

1f adjusted And the number of If adjusted And the number of exemptions le—
grossi o= ptions fs— gross incomo ls—
4or 8or
At But 1 2 3 At But 1 2 3 4 5 6 17
least | less more i jeagt | less more
than than
The tax lg— Tho tax is=
$0 ¢! 0] g0l ol €2,4001 2,425 ls244 10130 [ 4301 g0} f0! S0l g0} 90
800 825 2 0 0 0 2,425 2,450 | 248 | 130 | 33 0 0 0 0 0
825 850 5 0 4] 0 2.450 2,475 | 253 | 139 | 37 0 0 0 0 0
850 875 9 0 0 0 2.475 2,500 | 257 | 143 | 40 0 0 0 (1} 0
875 12 0 0 0 2 2,525 1201 | 147 | 44 0 0 0 0 0
925 | 16 0 0 1} 2,525 , 650 ] 265 | 161 § 47 0 0 0 0 0
026 950 | 19 0 0 0 ) 2,575 | 270 1 155 | b1 0 0 Q 0 0
250 975 23 0 0 0 2,575 , 274 |1 150 | 6% 0 0 0 0 0
075 | 1,000 | 20 0 0 0 2,625 1278 | 163 | &8 0 0 0 0 [}
1.000 | 1,025 § 30 0 0 0 2,625 2,650 | 282 167 | O1 o 0 Q 0 0
1,025 1 1,050 | 33 [1] 0 1} 2,650 2,675 | 287 {171 | 65 0 0 0 0 0
1,000 | 1,075 | 37 1} 0 0 3 2,700 { 201 | 175 | 68 0 0 0 0 0
1,075 | 1,100 | 40 0 0 0 2,700 2,726 1 205 | 17u } 72 0 0 0 0 0
L100 | 1,125 ) 44 0 0 0 2,725 2,750 | 209 | 183 | 76 0 0 0 0 0
Li125 | L1E0 | 47 0 0 0 2,750 2,776 | 304 | 187 [ 79 0 0 0 0 0
1,150 1,175 | 51 0 0 0 2,776 2, 308 | 191 83 0 0 0 0 0
1,176 1,200 | 64 0 0 0 2, 800 2,826 { 312 | 15 | 87 [ [} 0 0 0
1,200 L2265 | 68 0 0 [} 2,825 2,850 {317 | 199 | 01 0 0 0 0 0
1,225 | 1,20 61 0 0 [1} 2,850 2,875 | 322 | 203 | 94 0 0 0 0 0
1,250 1,275 | 65 0 0 0 2,875 2,000 | 327 | 207 | 98 \] 0 o 0 0
1,2 1,300 | 68 0 0 0 2,400 2,925 | 331 } 211 | 102 2 0 0 0 0
1,300 | 1,325 72 0 0 1} 2,925 2,080 | 336 | 215 | 100 5 [\ 0 0 0
1,326 | 1,350 | 76 0 0 [} 2,9 2,075 | 341 | 219 { 109 0 0 i} 0
1,350 | 1,376 79 0 0 0 2,976 3,000 | 346 {223 [ 113 | 12 9 0 0 0
1,375 | 1,400} & 0 0 0 3,000 3,050 | 353 (229 [ 199 | 18 0 0 0 0
N 1,425 87 0 0 0 3,050 3,100 [ 362 |2 126 § 25 0 0 0 0
1,426 | 1.450 [ 91 [ 0 0 3,100 3,150 | 372 | 240 | 134 ] 32 0 0 0 0
1,45 1.475 | 04 0 0 0 3,150 3,200 | 381 | 255 | 141 | Sy 1) ] v 1}
1.475 | 1,600 | ©8 0 0 0 3,200 3,260 | 301 263 [ 149 | 40 0 0 0 0
1,500 | 1,525 | 102 2 0 0 3,25 ,300 | 400 | 272 1 107 | 63 0 0 0 (1}
1,525 | 1,550 | 106 5 0 0 3,400 3 35 410 | 280 | 165 | GO [ 0 0 0
1,550 | 1,575 1 100 9 ¢ 0 3,360 d 419 [ 289 | 173 | 67 Q 0 [} 0
1,875 1,600 [ 113 | 12 0 0 3,400 3,460 | 420 | 297 | 181 74 0 0 0 0
1,625 | 117 | 18 0 0 3, 460 ) 433 1 306 | 180 | 81 0 0 0 QO
1,625 | 1,050 § 121 | 19 0 1} 3, 500 3,550 | 448 | 315 1 197 | 89 4 0 0 0
1, 1,675 ] 124 | 23 0 [ 3, 550 3,600 | 467 | 324 | 205 11 Q 0 0
1,675 | 1,700 20 (1} 0 3,600 3,650 | 467 | 334 | 213§ 104 | 18 0 0 0
1,700 | 1,725 | 132} 30 (1} 0 3,650 3,700 | 476 | 343 | 221 | 111 25 0 0 0
1,725 | 1,760 | 136 | 33 0 0 3,700 3,750 | 486G | 353 | 229 | 110 | 32 1] 0 0
1,750 | 1,776 {139 | 37 0 0 3,750 3,800 | 405 1 362 | 238 | 126 | 30 0 0 0
1,776 | 1,800 [ 143 | 40 Q 0 3,800 3,850 | 605 | 372 [ 246 | 134 | 46 0 0 0
1,800 | 1,825 | 147 | 44 0 0 3,850 3,000 | 614 [ 351 1 255 1 1411 &3 ] 0 0
1,825 | 1,850 | 161 | 47 0 0 3,000 3,050 | 524 | 301 | 263 | 140 | 60 0 0 0
1,850 1,875 | 165 | 61 (1} 0 3,950 4,000 4 272 | 167 1 67 0 0 0
1,876 ] 1,000 1169 | 54 0 0 4,000 4,050 | 543 | 410 | 280 | 165 | 74 0 0 0
1,000 | 1,025 | 163 0 [\ 4,050 4,100 | 552 | 419 | 289 | 173 | 81 0 0 0
1,025 | 1,050 | 167 | 61 0 0 4,100 4,160 | 662 | 420 | 207 | 181 | 89 4 0 0
1,050 | 1,075 | 1711 65 0 0 4,150 4,200 | 671 | 438 189 n 0 0
1,075 2,000 | 175{ ©8 0 0 4,200 4,050 | 681 | 448 | 315§ 107 | 104 | 18 0 0
2,000 | 2,025 19| 72 0 0 4,250 4,300 | 690 } 457 | 324 | 205 | 111 | 25 0 0
2,025 | 2,060 1831 70 0 0 4,300 4,350 467 (33412131 110 32 (1} 0
2,050 | 2,075 | 187 | 70 0 0 4,350 4,400 | 609 | 476 | 343} 221 | 126 | 39 0 0
2,075 | 2,100 | 191 | 83 0 0 4,400 4,450 | 619 | 480 | 353 13t | 46 0 0
2,100 | 2,125 1105 | &7 1] 0 4,450 4,500 | 628 | 405 | 362 | 233 | 141 [1] 1}
2,125 | 2,160 { 199 | 01 [ 0 4, 500 4,550 | 638 | 805 | 372 [ 246 | 140 | CO (1} [
2,150 | 2,176 | 203 | 04 Q 0 4, 550 4,000 | 647 | 614 | 381 | 265 | 187 | 67 0 0
2,175 1 2,200 | 207 | 98 0 0 4, 600 4,650 | 657 | 8524 | 301 | 263 | 105 | 4 0 0
2,225 1 211 | 102 2 1} 4,050 4,700 | 666 | 833 | 400 | 272 { 173 | 81 0 0
2,235 1 2,280 | 215 1 108 5 4] 4,700 4,750 L A7A 1 847 | 410 1 orn 1 W] K09 4 [
2,250 | 2,275 | 210 ] 109 0 [} 4,750 4,800 | 685 | 552 | 410 ] 289 | 180 ] 06 | 11 0
2,276 1 2,300 [ 223 | 113} 12 0 4, 800 4,850 | 696 | 562 | 420 | 207 197 | 104 | 18 0
2,300 | 2,325 | 27|17 | 16 0 4,850 4,000 | 707 | A71 } 438 | 308 ] 205 | 111 | 26 0
2,326 | 2,350 | 231 | 121 19 (1} 4, 000 4,050 | 718 | 581 1 448 | 316 ) 213 1 119 | 32 0
2,350 | 2,376 (2361124 23 0 4,900 5,000 | 720 | 590 | 457 | 324 | 221 ] 126 | 39 [
2,375 1 2,400 | 290 } 128 | 26 0 |
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(b) RULES ror OprTIONAL TAX,~—

(1) HUBBAND OF WIFE FILING SEPARATE RETURNS.—Subsection (c¢) of sec-
tion 4 (relating to rules for optional tax) is amended to read as follows:

“(e) HusBaNDp or WIFE IF'ILING SEPARATE RETURN.—

“(1) A huband or wife may not elect to pay the optional tax imposed by
section 3 if the tax of the other spouse is determined under section 1 on
the basis of taxable income computed without regard to the standard
deduction.

“(2) Iixcept as otherwise provided in this subsection, in the case of a
:)mslmnd or wife filing a separate return the tax imposed by section 3 shall

e_

“(A) for taxable years beginning in 1964, the lesser of the tax shown
in Table IV or Table V of section 3(a), and

“(B) for taxable years beginning after December 31, 1903, the lesser
of the tax shown in Table IV or Table V of section 3(b).

““(3) Neither Table V of section 3(a) nor Table V of section (3)(b) shall
apply in the case of a husband or wife filing a separate return if the tax
of the other spouse is determined with regard to the 10-percent standard
deduction; except that an individual described in section 141(d) (2) may
elect (under regulations prescribed by the Sceretary or his delegate) —

“(A) to pay the tax shown in Table V of section 3(a) in lieu of the
fax shown in Table 1V of section 3(a), and
“(B) to pay the tax shown in Table V of section 3(b) in lieu of the
tax shown in Table IV of section 3(b).
I'or purposes of this title, an clection under the preceding sentence shatl be
treated as an election made under section 141(d) (2).

“(4) For purposes of this subsection, determination of marital status
shall be made under seetion 143"

(2) AMENDMENT OF SECTION ¢014.—Scction 6014(a) (relating to income
tax return—tax not computed by taxpayer) is amended by adding at the
end thereof the following new sentence: “In the case of a married individual
filing a separate return and electing the benefits of this subsection, neither
Table V in section 3(a) nor Table V in soclion 3(b) shall apply.”

(3) 'FECHNICAL AMENDMENTS.—

(A) Subsection (a) of section 4 (relating to rules for optional tax)
is amended by striking out “table” and inserting in li2u thereof “tables”.
(B) Section 4(f) (relating to cross references) is amended by adding
at the end thereof the following new paragraph:
“(1) For nonapplicability of Table V in section 3(a) and Table V in section 3(b)
in case where tax is not computed by taxpaver, see section 6014 (a).”

(e) Errective DarE—Lxcept for purposes of section 21 of the Internal Reve-
nue Code of 1934 (relating to effect of changes in rates during a taxable year),
the amendments made by this section shall apply to taxable years beginning
after December 31, 1963,

SEC. 302, INCOME TAX COLLECTED AT SOURCE,

() PERCENTAGE MEeTnOn or Wirtnnormina.—Subsection (a) of seetion 3402
(relating to requirement of withholding) is amended to read as follows:

“(a) REQUIREMENT or WrrHiornIiNa.—lvery cmployer making payment of
wages shall deduet and withhold upon such wages (except as provided in sub-
gection (j)) a tax equal to the following percentage of the amount. by which
the wages exceed the number of withholding exemptions clnimed, multiplied by
the amount of one such exemption as shown in subsection (b) (1):

“1(1) 15 percent. in the case of wages paid during the calandar year 1964,
an(

“(2) 14 percent in the case of wages paid after December 31, 1964,

(L) WAGE BRACRET WITILHOL m\u—-—l'm‘agl'nph (1) or section 3402(c) (re-
lating to wage bracket withholding) is amended to read as follows:

(1) (A) WAGES PAID DURING CALENDAR YEAR 1964.—At the eleetion of the
employer with respect to any employee, the employer shall deduet and with-
hold upon the wages paid to such employee during the calendar year 1964
a tax determined in accordance with the following tables, which shall be in
lieu of the tax required to be deducted and withheld under subsection: (n) &
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“If the payroll period with respect to an employee is weekly

And the wages are— And the ber of withholding ptiona claimed {8—

Y 1 2 3 4 5 6 7 8 9 100r

Atleaat——| Butlesa more

than—
The amount of incomo (ax to be withheld shail be—
15%o0f} $0 30 - $0 30 $0 30 $ 30 0
2. 000 1] 0 [} ] 0 [\ 0 0
2.20 o 0 0 4 i 0 0 0 0 [\]
2,30 A0 0 v )] 4 0 )] 0 0 0
2,80 601 0 [ 0 [ 0 0 0 0 [
2,60 700 0 (1} 0 [\] 0 0 0 0
2.80 0| 0 0 0 [\ 0 0 0 0 0
200) 100} O i} i} 1) 0 ] 0 0 0
3.10 L2041 0 0 [} 1\ (1} 0 0 0 0
3.201 1.30] o 0 [\ [\ [\] 0 0 0 ]
3.401 L5 0 0 Q0 [} 0 [\} 0 0 0
35| 1L60) 0 0 0 [\] 0 0 0 0 0
3.0 180} o 0 [\ 0 0 [\] 0 0 0
3.80 1.0 ] 0 Q0 0 0 0 0 0 0 [}
4.00 | 2.10 A0 0 0 0 0 0 0 o 0
4101 2.2 304 0 0 1] 0 0 0 Q 0
4.30 | 2.40 A0t o 0 1] 0 [\l 0 0 0
4.40 ] 2,50 A0 0 [ \] n 0 0 0 [V}
4.60 | 2,70 0o [\] ] 0 0 0 0 (1}
4,70 | 2,80 W] o ] 0 [\] 0 0 0 ]
001 3001 L00] 0O [} 0 (1} 0 0 [\} [}
5001 3.10 1 0 0 0 [} 0 0 0 0
520 3.3 130 0 0 )] 0 0 0 [\ 0
5301 340} LB 0 0 [\] 0 0 0 1} 0
580 3607 LG O [\ 0 0 0 0 0 Q
5601 3.70] .80 | 0 0 0 0 (1} 0 )} 0
5801 3.9 1L 0 [} 0 0 (1} 0 0 0
5001 400} 2.10 20100 0 0 0 0 0 0.

6.10 | 4201 2.2 30100 0 0 0 0 0 [\
6.20 | 4301 2.40 S0 00 [\} 0 0 0 0 0
6.40 ] 430 | 2.8 KN 0 [\ [} [\ 0 [\
0.50 ) 4.60] 2.70 R0 0 0 9 [\} )} 0 [\}
6.70 ] 4.80) 2.80 W0 0 [\l 0 0 0 0
6.801 4.00] 3.00 L1010 1] [} 0 0 1} 0
7.00§ 510} 3.10 1201 0 0 [} [\} 0 0 0
7.10 ] 5207 3.30 1.0 O 0 [\} [\} 0 0 0
7.30 | A.40) 3.40 .51 o 0 [\] 0 0 0 0
740 ] A5} 360 17O 0 0 0 (] 0 0 0
7.60 1 8707 3.7 L8] 0 0 [\ 1} [\} 0 0
7.70 ] 580 ) 3001 200} 0 0 0 0 0 0 0
700 6,001 4.00]| 210 200 0 [ 0 0 0
RO0| 6.10 7] 4201 230 3010 o 0 0 ] 0 0
82 6.30 4.3 2.40 10 0 0 0 0 0
830] 6.40| 450 | 2.00 wl o 0 [\} 0 0 0
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“If the payroll period with respect to an employee Is weekly—Continued

And the wagea are— And the number of withholding exemptions claimed ig—
1007
0 1 2 3 4 5 6 7 8 9
Atleast—{ Butless fmore
than—
The amount of income tax to be withheld shall be~
$3.50 | $0.60 | $4.60 | $2.70 | $.80 | $0 $0 $0 $0 $0 $0
8.60| 6.70| 48| 2.9 001 o 0 ] 0 0 0
8.80| 690) 4900 3.00] 1L10{ O 1] 0 0 0 0
800 7.00| 510| 3.2 L2 0 [1} 0 [1} [\ 0
0.20) 7.20! 530 3.40) 150} O [1} 0 0 0 0
.60 7.80 560 | 3.70 1.8} 0 0 0 0 0 [\}
0.80] 7.80 ) 500} 400 2.10 A0} 0 [\} [\ 0 1}
10.10 | 810 6.20] 430 | 2.40 401 0 0 0 0 1}
1040} 840 6.50) 460 ) 2.70 70 0 0 0 [\} [\]
10.70 | 8.70| 6.8} 490| 3.00{ 1.00]| 0 0 0 0 [\}
1L00 | 9.00) 7.10] 520) 3.30) 130| 0 [ 0 0 0
1L30 | 9.30] 7.40] 550 3.60] LOGO| O 0 0 Q0 0
1.60} 9.60) 7.70| 5680} 3.90| 1LVO}| O [\} [} 0 0
1LV | .00 800f 6.10] 4.20| 2.20 L3010 0 0 0
12220 1 10,20} 830) 6.40] 4.50 | 2.50 60) 0 0 0 0
12.50 { 10.50 | 8.60| 6.70 { 4.80 | 2.80 B0} 0 0 0 0
1280 | 10.80] B9} 7.00} 510} 3.10] L2} v 1} |} 0
13.10 | 11.10 9.20 7.30 5401 3.40 LS 0 (1} 0 [}]
13.40 } 11.40 ] 0.50 7.00 8.70 3.70 1.80} 0 0 0 [\
13.70 [ 170 ] 9.80! 7,00} 600} 400 210 2100 0 [\}
4.00 | 12.00 1 10.10 ] 8.20] 6.30} 4.30) 2.40 8010 [ 0
430112301 10.40| 850 | 6.60| 400 270 801 0 Q 0
14.60 } 12260 | 10.70 | 8.80] 6.9 ] 400| 3.00| 1,10} 0O 0 [\
1400 1 12200 | 11,00 ] 90.10] 7.20| 6520 3.30| 140} O 0 0
15.40 1 13.50 | 11.80 | 0.60 ]| 7.70 5.80 { 3.80 100} 0 0 [\
16.10 | 14.20 | 12.30 ] 10.40 | 8.40 | 6.50 | 4.60| 2.70 L0100 0
16.00 | 16,00 | 13.00 | 11.10 | 9.20| 7.30| 530) 3.40) L8] © [
17.60 | 15.70 | 13.80 { 11,00 | 9.90| 800 | 610 | 420] 220 B0 0
18.40 | 16.50 | 14.50 ] 12.60 | 10.70 | 8.80 ) 6.8 ) 490} 3.00| 110} ©
10.10 | 17.20 § 1530 { 13.40 | 11,40 9.50| 7.60 570 | 8.70| 18| ©
10.90 [ 18,00 ] 16.00 | 14.10 | 12.20 | 10.30 ] 8.30] 6.40) 4 50| 2.60 .60
20,60 [ 18.70 : 16.80 | 14.00 | 12290 [ 1107 | 0.10 7.0 5201 3.3 1.40
21.40 | 10.50 } 17.50 { 1560 | 13.70 | 11.80 | 9.80 7.90) 6.00] 410} 210
22.10 1 20.20 § 18.30 | 16.40 { 14.40 { 12.50 { 10.60 ] 8701 6.70 | 4.80 | 2.90
23.30 | 21.30 ] 19.40 ] 17.50 | 15,60 | 13.60 | 11,70 | 9.80] 7.90| 560 ] 4.00
24.80 | 22. .00 1 10.00 | 17.10 | 16,10 | 13.20 | 11.30 | 9.40 7.40 5. 50
20.30 | 24.30 § 22.40 | 20. 18. 10.60 } 14.70 | 12280 | 10.90 ] 8.90 | 7.00
$100......] 27.80 | 25.80 | 23.00 | 22.00 | 20.10 | 18.10 2011430 | 12,40 ] 10.40 | B.50
$100... ... $200._....] 20.30 | 27. 25.40 | 23.50 | 21.60 ) 10.60 | 17.70 | 15.80 | 13.90 | 11,90 | 10.00
18 percont of the excess over $200 plusg—
$200 and OVeET.ccvannen 30.00 ) 28.10 | 26.20 | 24.20 | 22.30 | 20.40 | 18.50 { 10.50 | 14.60 | 12,70 | 10.80
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“If the payroll pericd with respect to an employee is biweekiy
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REVENUE ACT OF 1963

“If the payroll period with respect to an employee is blwoekly—Continued

99

And the wages are—

And the number of withholding execmptions clalmed is—

0 1 2 3 4 5 6 7 8 9 100e
Atleast— | But less more
than= r
The amount of Income tax to be withheld shall bo=—

$17.30 [$13.40 { $9.60 1 $5.70 | $1.90 | $0 $0 $0 $0 $0
17.00 | 13.70 | 9.90| 6.00[ 2.20| 0 0 0 0 $8 1]
17.90 . . 6.30] 260| 0 0 [} 0 0 0
3 . . O 6.80] 290 | ¢ 0 0 0 0 0
. . . 7401 3.50| 0O (1} 1] 0 0 0
X . . 8.00| 4.10 301 O 0 0 0 1}
3 . & 5 860 4.70 0] 0 0 0 0 0
3 3 X 9.20] 630 1.50} 0 0 )] 0 (1]
. . . (H 9.8 | 6,00 2.10| O 0 1] 0 0
. X 4, 10.401 6.50} 2.70| © 0 0 1} 0
23, 3 3 1L00 | 7.10| 3.30| O 0 0 0 )]
3. . . 11.60 | 770} 3.90| O 0 0 0 0
156........ 3. 5 6. 12.20| 8.30| 4.50 601 0 0 [ 0
160, caaae 24.30 [ 20.50 | 16,60 { 12.80 ] 8.90| 5.10| 120 © 0 1} 0
164.. 2490 | 21.10 | 17.20 1 13.40 | 9.80 | 5.70 1.8 | o0 0 0 0
108.. 25.50 | 21.70 | 17.80 | 14.00 | 10.10 | 6.30 | 2,40 © 0 0 0
172.. 25.10 1 22.30 | 18.40 | 14.60 | 10.70 ] 6.90] 3.00{ 0 1} 0 0
176... 26.70 1 22.60 | 19.00 § 15.20{ 11.30| 7.50| 3.60] O 1} 0 0
180.. 27,30 { 23.50 | 19.60 | 15.80 | 11.90 | 8.10 | 4.20 40] o 0 0
184.. 27.60 [ 24.10 1 20.20 | 16.40 | 12.50 | 8.70 | 4.80( 100} © 0 0
188 28.50 | 24.70 { 20.80 | 17.00 [ 13.10 | 9.50 | 540 L60}| O 0 0
102....... 29,10 | 25.30 | 21.40 [ 17.60 | 13.70 | 9.90] 6.00] 2.20| 0O 0 0
196..caune| & 20.70 | 25.00 | 22.00 { 18201 14.30 [ 10,60} 6.60| 280 | O 0 0
$2J0.. 30.80 | 25.90 1 23.10 | 19.20 | 15.40 | 11,50} 7.70| 3.80| © 0 1}
32.30 | 28.40 | 24,60 | 20.70 [ 16.9) | 13.00} 9.20| 5.30| 1.60)| O 0
33.80 | 20.90 | 26.10 | 22.20 | 18.40 | 14.50 | 10,70 | 6.80 | 3.00| © 0
35.30 § 31.40 | 27.60 | 23.70 | 19.90 | 16.00 | 12.20 | 8.30 | 4.50 60| O
36.80 | 32.90 | 29.10 | 25. 21.40 1 17.60 } 13.70 ] 9.80| 6.00| 2.10) O
38.30 | 34.40 | 30.60 | 20.70 | 22.90 { 19.00 | 15,20 | 11.30 | 7.50] 3.60| O

39.80 | 35.60 | 32.10 | 28.20 | 24.40 | 20.60 | 16.70 [ 12.80 | 9.00] 5.10| 1.30

41.30 | 37.40 | 33.60 | 20.70 | 25.90 | 22.00 | 18.20 | 14.30 | 10.50 | 6.60 | 2.80

42.80 | 38.90 | 35,10 | 31.20 | 27.40 | 23.50 | 10.70 | 15.80 | 12.00 | 8.10 ) 4.30

44.30 [ 40.40 | 36.60 | 32.70 | 28.60 { 25.00 | 20,20 | 17.30 | 13.50 | 0.60 [ 5.80

46.50 | 42.70 | 38.80 | 35.00 | 31,10 | 27.30 | «3.40 | 19.60 | 15.70 | 11.00 | &.00

49.50 | 45.70 | 41.80 | 38.00 | 34.10 | 30.30 | 26.40 | 22.60 | 18.70 | 14.60 | 11.00

52,50 | 48.70 | 44.80 | 41.00 | 37.10 | 33.30 | 20.40 | 25.60 | 21.70 | 17.90 | 14.00

55.50 | 51.70 | 47.80 | 44.00 | 40.10 | 36.30 | 32,40 | 28.60 | 24.70 | 20.90 | 17.00

58.50 | 54.70 | 50.80 | 47.00 { 43.10 | 39.¢ .40 | 31.60 | 27.70 ] 23.90 | 20.00

15 percent of the excess over $400 plus—
$400 and over...... va-]| 60.00 | 56.20 | 52.30 | 48.50 | 44.60 | 40.80 | 36.90 | 33.10 | 20.20 | 25.40 | 21.50
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“If the payroll period with respect to an
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REVENUE ACT OF 19063 . 101

“If the payroll period with respect to an employee is semimonthly—Continued

And the wages are—— And the number of withholding exemptions claimed ig—

10or
5 6 7 8 more

-
@

0 1 2 3
Atleast—| Butless
than—

The amount of income tax to be withheld shall be—

®
e
g
8

—
13
-
[
'S
5
COPOPPNIIDce
o

—
®
3
=}
—
-
®
S
—
=)
HEOO D00 NI NID OO i e 00 N 1D e 2

$1s8....... $120...... $17.90 ($13.70 | $9.50
3 8.30 | 14.10 { 10.00

SEER232TR
OO0

8
8

8
=
333
228
s
EERRRARRS SRR BBRSI
B2RENERERN=288I=T

P00 ND NN S AN e

PrOONTARNNN -, CO000000000D

SBLBLBLEISZTIBISE
NOPROPNORR-, CO0000000CBOOCODCOD

SHREREN St S onprw~, coo00oo00000000cococooccod
[
PERCOPEN, CO0OCCOoo0oooooetoooscao0d

030980 B9 i o
2RERSEEENrprooocooccoco0ococo0cco00ncnool

50
60
. 10
20.60 | 25.40 | 21.30 | 17.10 | 12.90 ) 60 40
31.10 | 26,90 | 22.80 | 18.10 | 14.40 | 10. 10 90
32,60 | 28.40 | 24.80 | 20.10 ) 15.80 | 1 60 40
34.10 1 29.90 | 25.80 | 21.60 | 17.40 | 1 10 00 80
35.60 { 31.40 | 27.30 | 23.10 | 18.90 | 14, 10. 60 40 30
37.10 | 32. 28.80 | 24.60 | 20.40 | 16. 12,10 90 80
3 38.60 | 34.40 | 30.30 | 26.10 | 21.90 [ 17.80 | 13.60 40 30 10
3 40.10 | 85. 31.80 | 27.60 | 23.40 | 19.30 | 15.10 | 10.90 80 60
46. 42.30 § 38.20 | 34.00 | 20.80 | 25.70 | 21.50 { 17.30 | 13.20 00 80
; 45.30 | 41.20 | 37.00 | 32.80 | 28.70 | 24.50 | 20.30 | 16.20 00 80
5 48.30 [ 44.20 | 40.00 | 35.80 | 31.70 | 27.50 | 23.30 | 19.20 00 80
55.50 | 51.30 | 47.20 | 43.00 80 | 34.70 | 30,50 | 26.30 | 22.20 00 80
58.50 | 54.30 | 50.20 | 46.00 | 41.80 | 37.70 }{ 33.50 ?. 30 20 | 21.00 80
61,50 | 57.30 | 53.20 | 49.00 | 44.80 | 40.70 | 36.50 | 32.30 ; 28.20 | 24.00 80
64.50 | 60.30 | 56.20 | 52.00 | 47.80 | 43.70 | 39.50 | 35.30 | 31.20 | 27,00 80
67.50 | 63.30 | 59.20 | 55.00 | 50.80 | 46.70 | 42.50 | 38,30 | 34.20 | 30.00 80
70.50 | 86.30 | 62.20 | 58.00 | 53.80 | 49.70 | 45.50 | 41.30 | 37.20 | 33,00 80
73.60 | 69.30 | 65.20 | 61.00 { 56.80 | 52.70 | 48.50 | 44.30 | 40.20 | 36.00 80

15 percent of the excess over $500 plug~=

$500 and over...--o—-- 75.00 | 70.80 | 68.70 | 62.50 | 58.30 | 54.20 | 50.00 | 45.80 | 41.70 | 37.50 | 33.30




102 REVENUE ACT OF 1963

““If the payroll perfod with respect to an employee is monthiy

And the wages are—- And the number of withholding exemptions claimed is—
10 or
0 1 2 3 4 5 6 7 8 9
Atleast—| Butless more
tharn—
The amount of income tax to be withheld shall be—
15%01} $0 £0 $0 %0 $0 $0 €0 $0 $0 $0
wages
$8.70 401 0 0 0 0 0 0 0 0 0
9.30| 1L00| 0 0 0 0 0 0 0 0 0
.80 | 1.60| 0O 0 0 0 0 0 0 0 0
1051 2201 0 0 0 0 0 [ 0 0 0
11101 280} 0 0 0 (1] 0 0 0 0 0
11.70 | 3.40| © 0 0 0 0 (1} 0 0 0
1230 400 O 0 0 | 0 n 0 0 1} 0
1290 | 4.60| 0 0 0 0 U 0 0 0 0
13501 520! 0 0 0 0 0 0 0 0 0
14.10 | 580 0. (1} 0 0 (1} 0 0 0 [
1470 | 6.40} 0O 0 0 0 0 0 0 0 0
1530 7.00| © 1} 0 0 0 0 0 0 0
1590 | 7.60 | 0 0 [} 0 0 0 0 0 0
16,60 8.20{ 0 0 0 0 0 0 0 0 0
17.10 | 8.80 401 0 0 0 0 0 0 0 0
17270 { 9.40 | 1.00| © 0 0 0 0 0 0 0
18.30 [ 10.00 | 1.60| O 0 0 0 [ 1} 0 0
18.90 |1 10.60 | 2.20| 0 0 0 0 0 ] 0 0
10.50 | 11.20 | 2.80 O 0 0 0 0 0 [ 0
20.10 | 11.80 | 3.40| O 0 0 0 0 0 0 0
20.70 1 12.40 | 4.00| O 0 0 0 0 0 [} 0
21,30 (13.00 | 4.60] O 0 0 0 0 0 0 0
21,90 | 13.60 ] 5.20] O 0 0 0 (1} 0 0 0
22.50 | 14.20 | 5.80}1 O 0 0 0 0 0 [ 0
23.10 | 14.80 | 6.40 | © (1} 0 0 0 0 0 0
23.70 1 15,401 7.00 | O 0 0 0 0 0 0 0
24.30 [ 16.00 | 7.60 | 0O 0 0 0 0 0 0 0
24.90 [ 16.60 | 8.20f 0 0 0 (1] 0 0 0 0
25.60 | 17.20 | 8.80 .50 o 0 0 0 0 0 0
26.10 { 17.80 ] 9.40| 1.10{ © 0 0 0 0 0 0
26,70 | 18.40 y10.00 | 1.70| © 0 [ 0 0 0 0
27.30 | 19.00 }10.60 { 230 | ©O 0 0 0 0 0 0
27.90 1 19.6¢0 | 11.20 | 2,90 © 0 0 0 0 [ 0
28.60 { 20.20 | 11.80 | 3.50 | O 0 0 0 0 0 0
20.10 | 20.80 | 12.40 ( 4 0 0 0 0 0 0 0
20.70 [ 21.40 | 13.00 | 4.70 | © 0 0 0 [ 0 0
30.30 ] 22.00 | 13.60 | 5.30 | 0 0 0 0 0 0 0
30.90 ] 22.60 [ 14.20 | 5.90{ O 0 0 [1] 0 0 0
31.50123.20 | 14.80 | 6.50| O 0 0 0 0 0 0
32.10123.80 )15.40 | 710} 0O (1] 0 0 0 0 0
32,70 | 24.40 | 16.00 { 7.70| © 0 0 0 0 0 0
3 25.00 [ 16,60 | 8.30 | © 0 0 0 0 0 0
33002560 }17.20 | 8.90 .60 0 0 0 0 0 0
34.50 12520 1 17.80 1 9.501 1201 0 0 0 0 0 0
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“If the payroll period with respect to an employee is monthly—Continued

REVENUE ACT

OF 1963

103

And the wagesare—

And the number of withholding exemp/{ons claimed is—

10 or
0 1 2 3 4 5 6 7 8 9
Atleast— | Butless more
than-—
‘The amount of inconie tax to be withhdld hall be—
$15.40 1$10.10 | $1.80 | $0 $0 $0 $0 20 $0
19.00 | 10.70 [ 2.40( © 0 0 0 0 0
10.90 1 11.60 ] 3.30 | 0 0 0 0 1} 0
21.10 [ 12.80 ] 450 | 0 0 0 0 0 0
22,30 | 14.00 | 5701 O (i} 0 0 0 0
23.50 115,20y 6.60 | O [} (1} [} 0 0
24,70 { 16,40 | 810 | O 0 0 0 0 0
25.90 | 17.60 | 9.30 .890{ 0 0 0 0 0
27.10118.80 | 10.50 [ 2.10] 0 0 0 0 0
23.30 1 20.00 [ 11.70§ 3.30 ] O 0 (1] 0 0
20.50 121.20 { 12290 | 4.50| 0 0 0 0 0
30.70 { 22.40 ] 1410} 5.70 | © 0 0 0 0
31.90 | 23.60 | 16,30 | 6.90 | 0 0 0 0 1]
33.10 1 24.80 1 16.50 | 8.10 | © 0 0 0 0
3430 [ 26.00 | 17.70 | 9.30 ] 1.00| © 0 0 0
35.50 1 27.20 | 18.90 { 10.50 | 2.20} 0 0 0 0
36.70 | 23.40 | 20.10 | 170 | 3.40]| O 0 0 0
37.90 1 20.60 | 20.30 { 12.80 | 4.60{ O 0 0 0
39.10 [ 30.80 | 22.50 | 14.10 | 5.80{ O 0 (1} 0
40.30 § 32.00 [ 23.70 | 15.30 | 7.00| 0 0 0 0
41.50 | 33.20 { 24.90 | 16.50 | 8.20( 0 0 0 0
42.70 | 34.40 | 26.10 { 17.70 [ 9.40 | 1.10| © 0 0
44.80 { 36.60 | 23.20 | 19.80 ) 150 | 3.20 | © 0 0
47.80 [ 30.50 | 31.20 | 22,80 | 14.50 | 6.20] O 0 [
50.80 | 42.50 | 34.20 | 25.80 | 17.60 | 9.20 .80 0 [
53.80 | 45.50 | 37.20 | 28.80 | 20.50 | 12.20 | 3.80} ©O 0
50,80 | 48.50 | 40.20 { 31.80 | 23.50 | 15.20 | G.80| O 0
59.80 | 51,50 | 43.20 | 3180 { 20.50 | 18.20 | 9.80] 1.50 | ©
62.80 | 51.50 | 46.20 { 37.80 | 29.50 | 21.20 | 12.80 | 4.50 | ©
55.80 | 57.50 | 49.20 [ 40.80 | 32.50 | 24.20 | 15.80 | 7.50 | O
6S.80 ) 60.50 | 52.20 | 43.80 | 35.50 | 27.20 | 18.80 [ 10.50 | 2.20
71.80 | 63.50 | 55.20 | 46.80 | 3%.50 | 30.20 | 21.80 | 13.50 | 5.20
76.30 1 68.00 ] 59.70 | 61.30 | 43.00 [ 34.70 | 20.30 | 18.00 | 9.70
82.30 | 74.00 | 65.70 | 57.30 | 49.00 | 40.70 | 32.30 | 24.00 | 15.70
88.30 { 80.00 | 71.70 | 63.30 | 55.00 | 46.70 § 33.30 | 30.00 | 21.70
94.30 | 85.00 | 77.70 { 69.30 | 61.00 | 52.70 | 44.30 | 36.00 | 27.70
100.30 | 92.00 | 83.70 | 75.30 | 67.00 | 58.70 | 50.30 | 42.00 | 33.70
106.30 | 98 00 | 89.70 | 81.30 | 73.GO | 6470 | 56.30 | 48.00 | 39.70
112,30 {101.00 { 95.70 | 87.30 | 79.00 | 70.70 | 62.30 | §4.00 | 45.70
2 118.30 (110.00 |101.70 | 93.30 | 85.00 | 76.70 | 63.30 | 60.00 [ 51.70
132,70 {124.30 {116.00 [107.70 | 99.30 | 91.00 | 82.70 | 74.30 | 66.00 | 57.70
138.70 {130.30 }122.00 |113.70 |{105.30 | 97.00 | 83,70 | 80.30 | 72.00 | 63. 7
15 percent of the excess over $1,000 plus—
$1,000 and over........ 150.00 141,70 |133.30 {125.00 {116, 70 {108.30 {100.00 | 91.70 | 83.30 | 75.00 | 60.70
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ee is a daily payroll period or a miscellaneous

ACT OF 1963

rayroll period—

05
10
15
15
20
25
30
30
35
10
45
45
50
55
60
60
65
70
80
85
95

SERREICEIRRISE2RGLRERB LS8

e e e e e e e e e e e e e e e e e e T - - T o gt o O O
i BER885R820885325%8 82838 | L) &
2 AR e e e e e e e e e e e e s T el T T R T =21
= 2
g 2
= SEREEITEERINEBELRILILREREI8S M B
m REPCe o000 COo000CoeoCCOCO00soo0000see | T T T Tttt ol o o ot ok o I QT I O N 4 o
°
3
= SEEERBR R EBRNRE S8 ER38523REL3L2Res m ©
= geocooPoccoooocoooeceooReeReee T T T T T T T R e R e R e N L L S T T ) X o5
]
< °
=
> S REREBRINBBNRRLERNRIRR22Z2828E8LRERE | T | @
2 geeedooecooocoosocopees T T T T T T T T Tttt e v ot e ok o ot ot A NI QI I N CT N OB 0 05 © of
£ F
El H
e H
=
- w
-

t tr)an
And the number of withholding exemptions claimed is—
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And the wages

divided by the num-
ber of days in such
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“If the payroll period with r
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“(B) WAGES PAID AFTER DECEMBER 31,1064.—At the eleciion of the employer
with respect to any employee, the employer shall deduct and withhold upon
the wages paid to such employee after December 31, 1964, a tax determined
in accordance with the following tables, which shall be in leu of tlhe tax
required to be deducted and withheld under subsection (a) :
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‘It the payroll period with respect to an omployee Is weokly—
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“If the payroll period with respect to an employee is weekly—Continued

And the wages are— .. And the number of withholding exemptiors clalmed lg—
‘ 0 1 2 ] 4 5 [ 7 8 9 |100r
Atleast—| Butlesa more
than—
The amount of income (ax to be withhield shall bo—
$0.10 | $4.30 | $2.60 | $.70 | $0 $0 $0 $0 $0 0
6.30( 4.80| 270 .00| O 0 0 0 0 0
6.40| 400 28| 1.00| 0 0 0 0 0 0
6,60 | 470} 2.90) 1.20] 0 0 0 0 0 0
6,70) 500| 320 .40 o 0 0 ) 0 0
700 6.20] 3.40| 1.60( 0 0 0 0 0
7.30| 660 3.70| L0 [~:101~0-..] 0 0 0
70| 5801 400|220 .40| O B, 0 0
7.00] o610 430| 2860| .70] 0 . 0
8,10 6,40 4.060| 250 1.00| O 0 0. |0
£.40 | 660 480 00| 120 0 0 ~1
87047690 5.10| 3.30( 1.50| 0 0 »
0.00) 7.20| 540 3.060| 1501 O 0 0
3;30 7.60 [ 6,70 [ 3.00| 2410 “830| 0 0 N,
.50 | 7.80 | 6.00|.4.20| 240 .00°|* @ 0 y
0.80 | 8.00 o.go 4.0 [ 2601 .90 0 0 \
/10.10| 8.30] 6:80 | 470 2.9 1.10] o, 0 (
10,40 | 8.60 176.80 | 6.0 3.20 | 1.40 | 0 0 ( ),
10.70 | 8.90| 7.10] 530 3.50y L70{ 0
10.90 | 9{20| 7.40| 5.00 ?88 22,00 .20/ 07\
. 11,20 | 940 { 7.60 80 1" 4. \3.30 B0f/0 L]0
X 1,60 | 9.70 | 7,001 6,90 |. 4,30 | 2: 70, \
3.60 | 11.80 | 10.00 | 8.20 | ) 0\33 2. 1 \
X 12.10 | 10.30 | 8.50 4, 310\ 1
. 12.60 | 10.80 | ©.00 5401 3.60) 1
. 13.30 |-11,80 [ 9.70 .8 4.30 50| .70
50 | 14,00 [ 1228} 10,40 ef| sl 3 1,40 |}
X 14.70 | 12.90 *31,10 1001470 |} 3.00°1~2,10.4 .30
.20 | 16,40 \13.00 | 1178 1 o 5 6} 4.00 | 2807 100
.00 | 16,10 {\14.30 | 12, 10.70 | 8 101 630 3.50| 170
.60°( 10.80 145,00 { 13.20 \11.40 | 9.60,1-7:80 { 6,00 } 4.20| 240
.30 | 17,80 | 15.70 | 13. izxo 10 8,50 /%10] 490 810
.00 | 18,20 | 18.40 13. 2.80 | 11,4 9, 7.40 5\33 8.80
.70 | 18,90 | 1Y.10 | 15.30 13:68 115901 9¢ 8.10 | 6. 4.50
\70 | 10.90 [ 18,10 116.30 | 14.50°112.70.410.00 | 9.10 [ 7.30 |, 8.50
23M0 | 21,30 | 10.50 | 17.70 | 15,90 %5, 01]12.30 | 10.50 | 8.70,} 6.60
. 22,70 | 20.90 | 10.10 | 17.3p | 16. 13.70 i 11.00 10'%8 8.30
X 24.10 | 22.30 | 20.50 | 18:70 | 16. 15.10 |113.30 | 13¢ 9,70
130 25,50 | 23.70 | 21,90 { 20, 10 | 18.30\| 16,50 |\14.70 |.12.00 [ 11,10
N s Ak
) \ 14 percent of 1he excess over $200 plus—
. . T R - % 7. ‘
$200 ANA OVer.cuennees| 28.00 | 26.20 | 24,40 [ 22,60 | 20.80 | 10.00 | 17.20 | 15,40 | 13.00-| 11.80 | 10.10

T \“w ) . L
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“If the payroll period with respect to an employee is biweekly—
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It the payroll period with reapect to an employee Is biweekly—Continued

109

And tho wages are—~

And the number of withholding exemptions claimed is—

0 1 2 3 4 5 6 7 8 9 10 or
Atloast— l:gt loss more
AN
Tho amount of incomo tax to he withheld shall be—
$12.80 | $8.00 | $5.30 | $1.70 | $0 80 $0 $0 $0 $0
1280 | .20 6,601 2.00] [(] 0 [} (1} 0
13101 0,60 5001 2301 0 0 V] 0 0 0
13,0 000 6.30| 2701 0 0 [} 0 (1} 0
14,10 110,80 600)] 3.3 1] 0 0 0 (1} 0 0
1460 | 1,00 | 7.40 | 3.80 3010 0 0 0 0
15,20 | 11,60 { 8,00 | 4.40 801 0 (1] 0 0 0
18,70 { 12,10 8.00 | 500 1.40 | © 0 ] 0 0
16,30 | 1270 0.10 ] 5.50 1.90) 0 [1] 0 [1] 0
16.00 1 13,30 | 9.70| 610} 2801 O 0 0 0 [1]
162......0 21,00 1 17.40 | 13,80 | 10.20 | 6.60| 3.10| O 0 0 0 [\]
150......] 21,00 | 18.00 | 14.40 | 10,80 | 7.20| 3.60| © 0 0 (1} 0
60, 5 80 4.20 600 0 0 0 0
160....... L8301 470 ) LIn| O 0 0 0
164....... i 53| 0| 0O (1} 0 0
108....... .40 | 590] 230 | 0 0 0 0
0] 640 2.80| 0 0 0 0
L60 | 7.00( 3.40[ O 0 0 0
100 7.0 3.0 401 0 0 0
70| 8.10( 4.80 201 0 0 0
1220) 870 810} L8} O 0 0
80| 9.20f 660| 200 0 0 0
13.40| 9.80] 6.20] 2.60| © 0 0
30)10.80] 7.20] 360 O 0 0
15,70 {1220 | 8,60} 500 1.40] © 0
10113,60] 10,00 | 6.40| 280 | 0 0
80! 1500 11.40| 7.80] 42| .60| O
16.40 | 12.80 | 9.20( 560] 200 O
17.80 | 14,20 ] 10.60 | 7,00 ] 3.40} O
22, 10.201 15.60 | 12.00 | 8,401 4.801 1.20
24.10120.60 | 17.00 { 13.40 | 9.80{ 6.20 | 2.60
. 80 %.00 18.;3 14.80 (11,201 7.60 | 4.00
;90 ,40°] 10, 10:20°1 12,60 | 0.0 5.40
29.00 { 25,80 | 21,90 | 18,80 | 14.70 | 11,10 | 7.80
31.80 128,301 24.70 | 21.10 | 17.80 | 13,90 | 10.30
00 ] 31,10 | 27.50 | 23.90 | 20.30 | 16.70 ] 13,10
37.40 | 33,90 | 30,30 | 26,70 | 23.10 | 10,50 | 15.90
40. 36,70 | 83.10 | 20.50 | 25,00 | 22,30 { 18,70
14 percent of the excess over $400 plus—
$400 and over.........| 86,00 | 52.40 | 48.80 | 45.20 { 41.60 | 38.10 | 84.50 | 30.90 | 27,30 | 23.70 | 20.10

24-582—-68-—pt. 1——8
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“If the payroll period with respect to an employee is semimonthly—

And tho wages arc=— Aud tho number of withholding exemptions claimed to—
0 1 2 3 4 5 6 7 8 9 100r
Atlcast—| Butless moro
than—
Tho amount of Income tax to ho withheld shall be—
$0.ceecens| $28.cnnn.. w‘?gg $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$28...ccu-n| $30.......] $4.10 200 0 0 0 0 0 0 0 1] 0
e $32.cucuee| 430 801 0O 0 0 0 0 0 0 0 0
$32_ ooc..| 84ooaiia| 460 701 0 0 0 0 0 0 0 0 0
$34.cceeen| $30.caee| 400 LOOF O 0 0 0 0 0 0 0
.| $38.icoa..] 520 130 O 0 0 0 0 0 0 0
eaveee| 650 | 1.60] O 0 0 0 0 0 0 0
570 | 1801 O 0 0 0 0 0 0 0
6.00| 210 O 0 0 0 0 0 0 0
0.30 .40 1 0 0 0 0 0 0 0 0
0.60 .70 0 0 0 0 0 0 0 0
6.90 L0V 0 0 0 0 0 0 0 0
7.10 30t 0 0 0 0 0 0 0 0
7.40 601 0 ] 0 0 0 0 0 0
7.70 | 3.501 0 0 0 0 0 0 0 0
8.00 | 4.10 .20 0 0 0 0 0 0 0
8.30 | 4.40 .50 0 0 0 0 0
8.50 | 4.70 .80 0 0 0 9 0
880 400{ 1.00 0 0 0 0 1]
9.10 .20 | 1,30 0 0 0 0 0
9.40 .50 | 1.60 0 0 0 0 0 0
z«'&‘l-....... 70.caeene] 0.70 .80 | 1.00 0 0 0 0
70 caceue| $72ccenee] 9.00 .10 | 2.20 0 0 0 0
10,20 .30 | 2.401 O 0 0 0 0
10.50| 6.60] 2.70| 0 0 Q 0 0
10.80 .00 3.00| O 0 0 0 0 0
1L10| 7.20] 3.30] 0 0 0 0 0 0
301 7.50| 3.60| O 0 0 0 0 0
11.60 .70 380 0 0 0 0 0
11,90 .00 | 4.10 .20 0 0 0 1]
12.20 ,30 | 4.40 .80 0 0 0 0
. 60 .00 | 4.70 .801 0 0 0 0 0
12.70 .00 | 600( 1.10| O 0 0 0 0
- 13.00 .10 | 58,20 1.40| 0 0 0 0 0 0
$04.cnaeen.| $90......0] 13,30 .40 | 580 1.60] O 0 0 0 0 0 0
00, ceoeeo-| $98.......1 13.60 | 0.70 | 580 | 190} O 0 0 0 0 0 0
08 .. veo.| $100......1 13,00 [ 10.00 | 6,10 | 2.20]| O 0 0 0 0 0
100..ueenn ;ln?...... 14.10 | 10.30 | 0.40 | 2,50 0 0 0 0
102, 00eee.| $104.... .-] 1440 | 10.50 | 0.060 | 2.80 0 0 0 0
104...o...| $100......} 14,70 | 10.80 | 6,00 | 3.00 0 0 0 0
100..co...| $108......] 15.00 { 1110 | 7.20 | 3.30 0 0 0 0
108..ueuen ...eno| 16,30 | 11,40 | 7.80 | 3.60 0 0 0 0
$110.......| $112......] 156,60 | 11.70 | 7.80 | 3.90 0 0 0 0 0 0
$112......_1 8114115680 1 11.00 ] 8.001 4.20 30100 0 0 0 0 0
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“If the payroll perlod with respect to an employee Is semimonthly—Continued

And tho wages nre— And the number of withholding exemptions clalmed {9
0 1 2 3 4 5 6 7 8 9 100r
Atleast— l:rt less more
13N~
Tho amount of incomo tax to he withheld shall bo—

114.c.ene.| $116......1$10.10 1$12.20 | 88,30 | $4.40 | 8$.20 | $0 £0 $0 $0 $0 £
110.......| $118......] 16.40 | 12,60 | 8.60 | 4.70 801 0 0 0 0 0 0
N4... 120...... 16.70 { 12.80 | 8.00 | 5.00 1.101 O 0 0 1] 0 0
120... 124...... 1710 | 13.201 0.30) 540 | 1.70] O 0 0 [\ 0 0
124... 128...... 1260 | 13.80 | 0.60| 6.00| 210 O 1] 0 0 0 0
128. L $182......118.20 1 14,301 10.40] 6.f0| 260 O [ 0 [1] 0 0
132... 130......] 18.80 | 14.60 | 11.00 | 7.10]| 3.20{ © 0 0 0 0 0
130... 140...... 10,30 | 15.40 | 11,80 | 7.50| 3.80| O 0 0 [\] 0 0
140... . 60 3 A 8.20| 4.30 .40} © 0 0 0 0
114... 880] 4¢0| 100} O 0 0 0 0
148. 0301 6401 1601 O 0 0 0 0
152... 99| 600| 2.10| 0 0 0 0 0
150. 10.60 | G6.60| 2270} 0 0 0 0 0
160. 11,00 | 710| 3.20} © 0 0 ] 0
104. 11,60 | 7.70 | 3.80{ 0O 0 (1} 0 0
168. 1210 | 8.20 | 4.40 0l 0 [1] [} 0
172. 12,70 | 8.80| 4.60] 1.00| O 0 0 0
170. 13.30 | 9.40} 580] 1.60| O (1] 0 0
180. 13.80 | 0.€0| 6.00| 2.10| O 0 0 0
184... 14490 [ 10..0 | 6.60| 2.70| O 0 0 0
188.. 1400 | 11,00} 7.20] 3.30( O [\] 0 0
192. 1600 [ 11,60 | 7.70| 3.80] 0 0 0 0
146... 10.10 | 12,20 | 8.30 | 4.40 01 0 0 0
200... 17.00 | 13.10 | 9.30( 640| LEO| O 0 0
210... 18.40 | 14.80 { 10.70 | 6.80} 2.f0| O 0 0
71} 12.10 | 8.50{ 4.30 401 0 0
$230.......| $240 .| 32, X X 13.500] 0.60( 670 1.80| O 0
$240.0c0no.]| $250......} 34.830 1 30.40 | 20.60 | 22.60 | 1870 | 14.€0 | 11.00| 7.10| 3.20} O [
7 X X 1240 | 8.80 | 4.60 70| 0
13.80| 0.¢0| 600 210{ O
1620 | 11.30 | 7.40 3.L0| O

10.60 | 12,50 | 8.80 | 4.60| 1.00

18.00 | 14,10 | 10.20 | 6.30 | 2.40

20.10} 16.20 | 12.30 | B8.40 | 4.0

22,601 10.00 | 15.10 | 11.20 | 7.30

25.70 | 21,80 | 17.60 | 14.00 | 10.10

28,10 .00 | 20.70 | 16.80 { 12,00

31,30 | 27.40 | 23.£0 | 19.G0 | 18.70

34.10 | 30.20 | 26.30 | 22.40 | 18.50

30.90 | 33.00 | 20.10 ] 25,20 | 21.30

30,70 | 35.80 | 31.60 | 2R.00 § 24,10

42,80 | 38.60 | 34.70 | 30.80 | 26.60

45,30 | 41.40 | 37, 33.60 | 29.70

14 percont of the excess over $500 plus—
$500 01:d OVOr..ceuen..| 70.00 | 66.10 | 62,20 | 58,30 | 84,40 | 50.60 | 46.70 | 42.80 | 38,00 | 35.00 | 31.10
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“I the payroll perlod with respect to an employce {s monthly—

S
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And the wages aro~— And the number of withholding exemptions claimed i
0 1 2 3 4 5 6 7 8 ] 10or
At loast— | But less more
than—
Tho amount of Income tax to be withheld shall bo=
14%0n{| $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
.31 0 0 0 0 0 0 [ 0 0
90 0 0 0 0 0 0 0 0 0
1.50] O [1] 0 0 0 0 0 0 0
20/ 0 0 0 0 0 0 0 0 0
2.60| 0 0 0 0 0 0 0 0 0
3101 0 0 0 0 0 0 0 0 0
37010 0 0 0 0 0 [1} 0 0 1]
430 0 0 0 0 0 0 0 0 0
480 0 0 0 0 0 0 0 0 [1]
8.40| O 0 0 0 0 0 0 0 0
5001 0 0 0 0 0 [1} 0 0 0
050 0 (1} 9 0 0 [ 0 0 0
7101 0 [} 0 0 0 0 0 0 0
7601 0 0 0 0 0 0 0 0 0
8,20 401 0 0 0 0 0 [1] 0 0
87| L 0 0 0 0 0 0 0
0,31 1 0 0 0 0 0 0 0
9.00 | 2. 0 0 0 0 0 0 0
10. 40 0 0 0 [ 0 0 0
11,00 0 0 0 0 0 0 [1]
11, 50 0 0 0 0 0 0 0
12,10 0 0 0 0 0 0 0
12,70 0 0 0 0 (1} 0 0
13.20 0 0 0 0 0 0 [\
13.80 0 0 0 0 [1] 0 0
14,30 0 0 0 0 0 0 0
0 0 0 0 0 0 0
0 0 0 0 0 (1}
. 0 0 0 0 0
1. 0 0 0 [} 0
1. 0 0 0 0 0
2. 0 0 0 0 0
2. 0 0 0 0 0
3. 0 0 [] 0 0
0 0 0 0 0
0 1} 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 0 0 0 0
0 o v 0 0
0 0 0 0 0
0 0 0 0

23.20 | 16.60 0
23.80 | 16.00 50 0
24.40 | 10.060 00 0
24.90 | 17.10 60 0
25.60 | 17.70 10 0
26.00 | 18,30 | 1 70 0
20. 60 .80 | 1 80 0
27,20 (1 10.40 | 1 3.80 0
21.70 | 19.90 | 1 4.40 0
28.80 | 20.60 | 12.70 | 4.90 0
28.80 | 21.10 | 13.30 | 5.80 0
20.40 | 21.60 | 13.80 | 6.10 0
80.00 | 22.20 | 14.40 | ©0.60 0
80.80 | 22.70 | 18,00 | 7.20 0

.| 31,10 | 23.30 | 15, 7.70 0 0

224......." $228......' 31,00 1 23,00 ! 16.10 ! 8.30 80 0 0
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And tho wages aro—

And the number of withholding exemptions clalmed ig—

10 or
0 1 2 3 4 5 6 7 8 )
Atlonst— 1::1 less more
LY 0
Tho amount of income (ax to bo withheld shall be--

$10.00 | $8.00 | $1.10 | $0 $0 $0 $0 $0 $0

17220 | 9.40| L60| O 0 0 0 0 [}

12.80 [ 10.00 | 2220 © [ 0 0 0 0

18.60 | 10.80 | 3.001 0 0 0 0 0 0

10.70 | 11,00 | 4.20]| 0 0 0 0 0 0

20.80 { 13.10 ] 530 © 0 0 0 0 0

22,00 [ 14.20 | 6.40] O 0 0 0 0 0

231011830 7501 0 0 0 0 0 1}

24,20 | 160.40 | 8.60 000 (1] 0 0 0

25.30 | 17. 0.80 200 0 0 0 0 0

20.40 | 18,70 | 10.00 | 3.10( 0 0 0 0 0

27,60 | 10.80 1 1200 | 4201 O 0 0 0 0

28.70 | 20.00 | 13.10} 5401 0 0 0 0 0

20.80 [ 22,00 | 14,20 6.801 0 0 0 0 0

30.00 { 23.10 | 1640 7.60| O 0 0 0 1}

32.00 | 24.30 | 16.80 | 8.70 ol 0 0 [ 0

33.20 1 25.40 | 17.60{ 9.80| 2.10| © 0 0 0

31, 20. 18.70 | 11,00 | 3.20| O [1} 0 0

35.40 | 27.60 | 10.80 1 12,10 | 4.30] O 0 0 0

30.50 | 28.70 { 21.00 | 13.20 | 5.40| © 0 0 1]

37,60 | 20.90 | 22.10 { 1430 ) 06.50| O 0 0 1]

.80 | 31,00 | 23.20 | 16,40 | 7.70| © 0 0 1}

39.00 | 32.10 { 24,30 | 16.60 | 8.80 1.001 0 [}] 0

41,80 | 31.310 | 26.30 | 18.80 | 10.70 | 3.00} © 0 0

41.60 | 30. 20101 21.30 | 13.50 | 6.8 | © (1} 0

47.40 | 39.70 { 31,90 | 24.10 | 10.30 | 8.60 800 0 1]

80.20 | 42.50 | 34.70 | 26.90 | 10.10 { 11,40} 3.60 | O 0

X 53.00 | 45.30 | 37.50 { 20.70 | 21,90 { 14.20 | 6.40| O 0

63,00 | 85.80 | 48.10 | 40.30 | 32.60 | 24.70 | 17.00 | 9.20 ] 140} O

00,40 | 58.60 | 50.90 | 43.10 | 35.30 | 27.50 | 10.80 | 12.00 | 4.20| O

60.20 | 01.40 | 53.70 | 45.00 | 38,10 | 30.30 | 22.60 | 14.80 | 7.00 | 0
72.00 | 64.20 | 80. 48,70 | 40.00 | 33.10 | 25.40 | 17.60 | 9.80 | 2.00
74.80 | 67.00 | 59.30 | 51.60 | 43.70 { 35.00 | 28.20 | 20.40 | 12.60 | 4.80
79.00 | 71.20 | 63. 85.70 | 47.00 | 40.10 | 32,40 | 24.60 | 16.80 | 9.00
81,60 | 70.80 | 69,10 | 61.30 | 53.50 | 45.70 | 38.00 | 30.20 | 22.40 | 14.60
00.20 | 82.40 | 74.70 | 66.00 | 59.10 | 51.30 { 43.60 | 35.80 | 28.00 | 20.20
05.80 | 88,00 | 80. 72.50 | 64.70 | 86.90 | 49.20 | 41.40 | 33.60 | 25.80
101.40 | 93.060 | 85.00 | 78.10 | 70.30 | 62,50 | £1.80 | 47.00 | 39.20 | 31.40
107.00 | 09.20 | 91.50 | 83.70 | 75.00 .10 § 60.40 | 52.00 | 44.80 | 37.00
3 104.80 | 97.10 | 89.30 | 81.80 | 73.70 | 60.00 | 58.20 | 50.40 | 42.60
110.40 [102.70 | 04.90 | 87.10 | 79.30 | 71.60 | 63.80 | 80.00 | 48.20
116.00 [108.30 {100.50 | 92.70 | 84.00 | 77.20 | 69.40 | 61.60 | 63.80
121,60 [113.90 [100.10 | 08.30 .50 | 82.80 | 75.00 | 67.20 | 569.40

14 percont of the excess over $1,000 plug~

$1,600 and over........ 140. 00 132.20 |124.40 |116.70 |108.90 |101.10 | 93.30 | 85.60 | 77.80 | 70.00 | 62.20
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“If the payroll periecd with respect to an employce is a daily payroll period or a miscellaneous
. payroll period—

And the number of withholding exemptions claimed ig—
And the wages B

divided by the num-

ber of days in such 0 1 2 3 4 5 6 7 8 9 10or

period are— more

Atleast—| Butless | The amount of tax to bo withheld ghall be the following amount multiplicd by

than— the number of days in such period—
[ {1 PR, $2.00..... 1%! 2.1 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
WARES
$2.00...... 2.25 , 30 051 0 0 0 0 0 0 0 0
$2.25....n- 2.50 .| .3 Jdot o [\] 0 0 0 (] 0 0 0
$2.50.c.n- 2,76 4 .35 L1071 0 0 0 0 0 0 0 0 0
$2.75. ... . | .40 151 0 0 0 0 0 0 0 0 0
$3.00......] £3.25 N ] 201 0 0 0 0 0 0 0 0 0
$3.25. o .can $3.60.....] .46 200 0 0 0 0 0 0 0 0 Q
$3.00. auu-- 3,75 .0nec| .80 250 0 0 0 0 0 0 0 1] 0
3 [ S 100 ... .85 .30 051 0 0 0 0 ] [ 0 0
4.00. 2! i .30 051 0 0 0 0 0 0 0 0
[ 1.50 - .35 101 0 0 0 0 ] 0 0 0
$4.50 . - 65 .40 51 0 0 0 0 0 0 0 0
$5.00 I (1] .45 A0 0 0 0 0 [\] 0 0 0
| .70 .45 2100 0 0 0 0 0 0 0
N - .50 260 0 0 0 0 0 0 0 0
1.8 .85 300 0 0 0 0 0 0 0 0
.| .80 .55 .30 051 0 0 0 0 0 0 0
-4 .8 .60 .35 101 0 0 0 0 0 0 0
. .90 .65 .40 15] 0 0 0 0 0 0 0
.95 .08 .40 50 0 0 0 0 0 0 0
.95 .70 .46 L2010 0 0 0 0 0 0 1]
1.00 . .50 25 0 0 0 0 0 0 [
1.05 . .50 251 0 0 0 0 0 0 0
1.05 .80 .55 .30 05 0 0 0 0 0 0
110 .85 .60 .35 101 0 0 0 0 0 0
116 .90 .05 .35 01 0 0 0 [} 0 0
1.15 .90 .05 .40 61 0 0 0 0 0 0
1.20 .05 .70 .45 20| 0 [\] 0 0 0 0
1251 1.00 W76 . 50 200 0 0 0 0 0 0
1.30f 1.00 (] .60 251 0 0 0 0 0 0
1.30) 105 .80 .85 .30 051 0 0 0 0 0
1.35| 110 .85 .60 .30 05| 0 0 0 0 0
1.40] 1.16 .85 .60 .35 101 0 0 0 0 0
1.45] 1.20 .90 y .40 151 0 0 0 0 0
. 160 L25{( 100 .75 .50 251 0 0 0 0 0
11.50....] 1.60| 130 1.05 .80 .85 .30 051 0 0 0 0
1200....] L65| 1.40] L15 .00 .60 .35 0] 0 0 0 0
12.60....] 1.70] 1.45| 1.20 .05 .70 . 201 0 0 0 0
13.00....] 1.80] 1.65] 1.25| 1.00 W15 .50 25 0 0 0 0
1.85] 160 1.35{ L10 .85 .60 .30 06| 0 0 0
1.95] L65| L40| 115 .90 .05 .40 50 0 0 0
200 L75) L60] 1.25 .05 .70 .45 201 0 0 0
205| 1.80 | 1.65| L30| 1.05 .80 .65 30 0 0 0
2.15| Lo0| 1.60| 1.35| L10 .85 .60 .35 101 0 0
2,20 195 1.70) L45| 1.20 .95 .05 .40 JA51 0 0
2.30| 200} 175 1.50| 1L25| 1.00 .76 .60 251 0 0
2,351 2.10] 1.85| 1.60| 1.30| 105 .80 .85 .30 .06 0
2.40 | 2.15) 1.90] 1.65] 1.40] 116 .90 .05 .85 100 0
2.60 | 2251 1.05| L70| 1.45| 1.20 .95 .70 .45 201 0
2.65| 2.30| 2.05| 1.80] 1.55| 1.30| 1.00 .76 .60 251 0
2.65) 2.35] 2.10 1.85 1.60 .35 1L.10 .60 .30 .05
270 2.45] 2.20] 1.95] 1L65) 1.40] 115 .00 .05 .40 156
275 | 2.60 | 2.28§ 2.00f 1768 | 150| 1.25| 1.00 .70 .45 20
2.85| 2.60| 235| 2.10| 1.85{ 1.60| 1.35) L10 .80 .65 .30
3.00) 2.76| 2.50) 2.25| 200| 1.75}] 1.50| 120 .95 .70 45
315) 2,00 2051 240| 2.16{ 1.85| 1604 L35| 110 .85 .60
3.30) 3.05| 2.80] 260 225} 200| L75} L350 .25 1.00 W76
3.45] 3.15] 200 2.65] 2.40] 2.15| 1.90| 165 L15 .85
3.55| 3.30| 3.05| 2.80] 2.65; 230 205 1.80| 1.60} 1.25] 10O
3.70] 3.45| 3.20]| 2.95] 2.70| 2.45| 2.20| 1.90| 1.65}] L40] L15
3.85] 3.60| 3.35| 3.10| 2.85| 2.55| 2.30| 2.05| 1.80| 1.55| 1.30
400| 3.75| 3.50( 3.20] 2.95| 270 245 220} 1951 L70| L45
$20.00..... 415] 3.85| 8.60| 3.35| 3.10| 2.85| 2.60| 2.35| 2,10 1.85| 1.55

14 percent of the excess over $30 plug—

T

$30 and over.........| 4.20] 3.95] 3.70| 3.45{ 3.20| 2.90| 2.05} 2.40| 2.16| 1.90 | 1.65"
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(¢) WITHHOLDING OF TAX ON CERTAIN NONRESIDENT ALIENS.—
(1) Section 1441(a) (relating to general rule) is amended by striking out
;’lthe t:;x shall be equal to 18 percent of such item.” and inserting in lleu
hereof :
“the tax shall be equal to—
10‘(‘}(}1) 1{5 percent in the case of payments made during the calendar year
4, an(
“(2) 14 percent in the case of payments made after December 31, 1064.”
(2) Sectlon 1441(b) (relating to income items) is amended by striking
out “18 percent” and by inserting in lieu thercof 15 percent or 14 percent
(as the case may be)".

(d) BrrecTive DATES—The amendments made by subsections (a) and (b) of
this section shall apply with respect to remuneration paid after December 31,
10063. The amendment made by subsection (¢) of this section shull apply with
respect to payments made after December 31, 1963.

Passed the House of Representatives September 253, 1003.

Attest: RALPH R. ROBERTSG, .

lerk.
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The Cirairaman. The first witness in open session will be the Honor-
able Douglas Dillon, Secretary of the Treasury, who is here to advo-
cate passage of the bill, discuss its provisions, and perhaps to suggest
certain changes he thinks should be made.

I know woall welcome Secretary Dillon,

Before the Secretary presents {ﬁs statement, the Chair thinks it is
appropriate briefly to review the rate of progress that has been mode
on this bill to date—both in the Finance %Jommittce and elsewhere,

This scems to bo necessary for the record in view of inferences
contained in certain recent public statements—which have the char-
acteristics of pressure propaganda—to the effect that there is undue
delay in the procedure being followed by the committee.

The facts are: :

Tho President, in a message to Congress on April 21, 1961—30
months ago—announced that he had directed the Treasury Depart-
ment to prepare recommendations for comprehensive tax legislation.

Tt tools the executive branch 21 months to prepare the recommenda-
tions. They were made to Congress in the President’s tax message of
January 24, 1963, .

The House Committee on Ways and Means—which implements the
constitutional responsibility of the House of Representatives for orig-
inating revenue legislation—started hearings and consideration of the
President’s recommendations on February 6, 1963. That was 8 months
ago.
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The Ways and Means Committee reported a bill—previously un--
available to either the Finance Comnmittee, or the public—on Septem--
ber 18. That was a month ago.

A week later on September 19, 1963, the House Rules Committee:
reported the tax bill to the floor of the House of Representatives.

The House debated the bill, under a closed rule, for 2 days—Sep--
tember 24 and 25.

The pending bill (ILR. 8363) was referred to the Senate Finance:
Committee on September 30. That was 15 days ago, including Sat-
urdays and Sundays. The committee cleared its calendar of other-
matters on October 1, preparatory to consideration of the tax bill.

On the same day the commitiee determined procedure for consider--
ation of the bill; and the procedure being followed was adopted by a
committee vote of 12 to 4. -

The procedure adopted represents virtually no change from com-
mittee practice on major tax-legislation for 30 years to my knowl-
edge, and I have been a member for 30 years, under Chairman Pat
Harrison, Walter George, and Eugene Millikin. )

The only variation in the procedure has been to start a briefing of
committee members on provisions in the House bill by the staff on
the Joint Committee on Internal Revenue Taxation. The Secre-
tary of the Treasury was advised of this change, and his reaction
was favorable.

This is a major tax bill. It covers 304 pages. It contains 234 pro-
posals to amend the complex Tax Code, and it would add 7 new pro-
visions. It would involve every individual and corporate taxpayer
in the country. It should not be considered lightly. It cannot be
considered hurriedly.

The Finance Committee cannot overlook the fact that its members
and the public—including the lawyers and accountants who represent
taxpayers—have had relatively little opportunity to study the actual
provisions in the bill as reported by the {fVays and Means Committee;
and there have been no public hearings on them.

This committee has always given the public a reasonable opportunity
to be heard on major legislation before it.

This was done last year when the administration’s 1962 tax bill
was before the Finance Committee, and the committee’s examination
led to substantial changes, some at the request of the administration,
itself. And the bill was passed as amended.

The same procedure was followed, also last year, with respect to
the administration’s reciprocal trade expansion bill.

On August 13, 1963, more than a year ago, when the President, in a
nationwide broadcast, said tax bill recommendations would be sub-
mitted to Congress in January 1963, he took the position that there
was no need for a “quickie” tax bill at that time.

In that same broadcast he said there was no indication of a reces-
sion, and that there was “every reason for confidence.”

He repeated these views in a major tax program speech before the
New York Economic Club on December 14, 1962.

In his tax message of January 24, this year, the President said the
revisions he proFosed were “not motivated by any threat of imminent
recession,” and his recommendations could be met under the January
1,1964, effective date in the bill, if enacted.
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The Ways and Means Committee considered the President’s recom-
mendations over a period of some 7 months. It took 4,000 pages of
testimony in 7 volumes. .

To date the bill, as reported by the Ways and Means Committee,
-and passod by the House, has been before the Finance Committee 2
weeks. And, to date, some 140 requests for time to be heard have been
received. The testimony will be received in accordance with commit-
tee policy of long standing. The first of the witnesses in public hear-
ing is Secretary Dillon.

%l‘he Chair recognizes the Secretary.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY

Secretary DiLrox. Mr. Chairman, since I submitted my statement
to this committee about a week ago, I would like, with your permission
o have the privilege of 1'eudin% parts of it and swnmarizing some of
._the rest of the data, particularly thut part of the data that has been
covered in the detailed briefings that the committee has received.

If that is all right, I would like to proceed that way.

The Craman. Without objection.

Secretary DiLron. Mr. Chairman, members of the committee, last
January, the President sent to the Congress a broad program of tax
reduction and structural reform, designed to meet the Nation’s most

ressing economic problems: chronic employment, underutilization of
industrial eapacity, and continuing deficits, both in our international
balance of payments and in our Federal budget.

The President recommended significant cuts in individual and cor-
porate tax rates. He also recommended structural revisions that
would broaden the tax base and remove certain inequities to permit
larger reductions in tax rates than would otherwise have been possible.

The bill before you was drafted in the House after full considera-
tion of the President’s 1program. It is generally in accord with the
President’s program, although it differs in certain specific respects.
1t reduces tax revenues in scale, form, and with a timing pattern
that meets the urgent needs of our economy-—and the reduction is
within the limits of fiscal prudence. With one important exception—
in the treatment of capital gains—the bill fairly distributes the bene-
fits of tax reduction among all income groups. It also contains im-
portant provisions that relieve hardship and lessen favoritism.

The need for a major program of tax reduction and revision is
pressing. 1 ﬁrmly believe that to delay its passage would incur serious
economic risks. Therefore, I appear before you today to urge your
-committee to give favorable consideration to H.R. 8363 as passed by
the ITouse with one principal exception. Because of the urgency of
prompt action, I recommend that the committee eliminate the pro-
‘visions in the bill dealing with capital gains, specifically those that
relate to the new 40-f)ex'cenb inclusion factor and the new 21-percent
.ceiling rate for so-called class A capital gains.

The administration’s position has always been that these controver-
-sial and complex features should only be dealt with in connection with
the related and inseparable problem of the treatment of unrealized
.«capital gains at death.
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The tax reductions contained in thig-bill have been strongly en-
dorsed by both'business and ‘labor, by financial leaders at home and
abroad, and by a large cross section of the most distinguished econo-
mists in our universities.

After months of public debate in the press and other media, the
bill was approved by a very substantial majority of the House of
Representatives, In sum, there is a national consensus that the bill
is a necessary and proper measure that is vital to our economic prog--
Tess.

1. THE IMPORTANCE OF TAX REDUCIION

A. ECONOMIO EFFECTS

The President’s tax program addresses the basic problem of chronie
underemployment of manpower, plant, and equipment that has
plagued us for more than 5 years. For the past 6 years unemployment
has averaged 6 percent, and it has not fallen below 5 percent during
that period. The rate of capacity utilization for plant and equipment
has remained well below preferrved operating rates.

Recessions have occurred all too frequently, and recoveries have
fallen progressively shorter of full employment. Finally, corporate
profits and the ratio of expenditures on plant and equipment to gross
national product have been below previous postwar levels.

Despite the encouraging 1963 performance in certain sectors of the
economy, I wish to emphasize that the underlying situation has not
changed since the President presented his program last January.
Although retail sales, personal income, civilian employment, and
gross national product have all reached record levels during the present
recovery, which has been underway since February 1961, our more
pressing economic problems remain with us. Unemployment this year
has averaged 5.7 percent and in September 5.6 percent of the labor
force was still unemployed. ’

Capacity utilization remains well below preferred operating levels. .
A serious deficit in the balance of payments persists. Moreover, there
is reason to believe that the expectation of major tax reduction has .
contributed to the 1963 advance.

Businessmen ‘and individuals have based their spending plans, to
some extent, upon their anticipation of significant across-the-board tax
reductions. A substantial cutback of the proposed tax reduction, or -
a further delay in their implementation, might seriously affect the
economy’s vitality. A

The present business cycle expansion is now in its 32d month. It is
already 7 months longer than the expansion which ended in the reces-
sion of 1960 and now equals the average duration of our postwar
peacetime recoveries. But in the 32d month of continual expansion,
the unemployment rate is only slightly less than it was in the depths
of the 1954 recession. . ‘

Although the economy is growing, it is doing so in a cyclical fashion .
in which the cycles mirror the economy’s underlying inab’ili:;iy to sus- -
tain, over any extended period, the rate of growth required to pro- -
vide employment for our rapidly growirig labor force.
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When the President said in January that the—

largest single barrier to full employment of our maxipbwer and resources und”td
a higher rate of economic growth is the unrealistically heavy drag of Federal
income taxes on private purchasing power, initiative, and incentive—

he voiced a widely held view.

Without the basic reduction in tax burdens proposed in H.R. 8363,
we increase the likelihood of repeating the disappointing record of
recent business cycles. When recession occurs, the economy will fall
from a plateau well below full employment and the subsequent re-
covery will agdin fall short of that goal. This is not to say that unless
tax reduction is enacted—and enacted soon—recession will necessarily
follow. It is only to suggest that without the thrust that significant
tax reductions can provide, there is no basis in recent experience to
predict or expect that the economy will break out of the disappointing
pattern of recent years. . )

On the other hand, a substantial across-the-board reduction in taxes.
should give our economy the impetus it needs to put an end to this
pattern of recession. Ve’,hile I recognize that a sustained period of
rapid economic expansion such as we envisage with enactment of H.R.
8363 would be & new experience for the American economy, it would
only parallel what is now being regularly achieved by the countries
of Western Europe.

Our persisting problem has been insufficient demand. The Federal
Government has the capacity to meet this problem and since the en-
actment of the Employment Act of 1946 it has had a clear responsi-
bility to do so. Two entirely different courses are open.

Either additional Government expenditures, which mean bigger-
Central Government, or an increase in the growth of the private sector
can stimulate our economy. The choice is whether the Government or
private consumers and investors will control how our increased output
1s to be used. The administration, in support of H.R. 8363, has chosen
the free enterprise, private economy course.

It prefers that course. This is the course that leaves to private in-
dividual and corporate spenders the decision as to which particular-
goods and services shall be purchased with the increase in demand
that will flow from the substantial reductions we are recommending:
in our harsh tax rates. I feel certain that the great majority of Amer-
icans agree with the administration’s preference for the tax reduction,.
private economy route to full production and full employment. The
enactment of H.R. 8363 will carry out their desires.

H.R. 8363 is fully adequate to set us on a new path of growth. Tax
reduction will augment both individual incomes and corporate earn-.
ings. Individual income tax liabilities will be lowered by $9 billion..
This will enhance consumer purchasing power, to be spent and respent,,
circulating through the economy, in a way that will increase overall
consumer spending by several times the amount of the-initial tax cut..

‘This sustained increase in the demand for consumer goods and ‘serv-.
ices will in turn stimulate greater investment in plant and equipment,
At the same time, tax reductions for corporations and businessmen.
will p]i'ovide new investment incentive by raising the net return on.
capital.
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Talen together with-last year’s depreciation reform and investment
credit, the profitability of new investment will be increased by nearly
35 percent, and corporate tax liabilities will be reduced by more than
$4.5 billion, This increased profitability will bring enlarged invest-
ment ?})ending, which in turn will generate still higher incomes and
expanded consumption outlays.

inally, the rise in our national output will expand the revenues of
State and local governments and mitigate their mounting financial
roblems. State and local governments will be better able to support
adly needed public facilities and services, and the pressure they are
now under to raise tax rates or find new sources of tax revenue will be
substantially reduced.

Thus the tax program envisaged in H.R, 8363 will have a balanced
impact upon the economy, stimulating both consumption and invest-
ment. The forward thrust provided for the economy will be greater
than if the tax reduction were concentrated on either sector alone.

The higher level of business investment under a more favorable
tax environment will greatly increase the productivity of our economy.
This improved productivity will facilitate the development of new
and better products, thus enabling us to compete more effectively in
international trade,

A higher rate of return on investment. will make investment at home
more attractive relative to investment abroad, and will also attract
more foreign capital to ourshores.

Substantial improvement of the investment environment in the
United States is essential if we are to achieve a stable balance in our
international %ayments. This is why the President, in his recent
statement, on the balance of payments, urged the tax reduction pro-

;ram as the single most important step that could be taken to achieve
alance abroad as well as growth at home,

B. BUDGETARY IMPACT

While we strongly advocate tax reduction as the best means of
achieving a desirable, full employment growth rate, we also believe
that it must be accompanied by a most prudent management of the
Government’s fiscal affairs, Our repressive tax structure prevents
our economy from operating at reasonably full capacity. This failure
to reach capacity operations in turn reduces profits and incomes and
so reduces our revenues. Therefore, paradoxical though it may seem,
{;)ma reduction today provides the best and quickest route to a balanced

udget.

Tﬁis comes about simply from the fact that the tax base rises and
falls with economic activity. The economic expansion we can expect
from passage of HLR. 8363 will thus “feed back” increased tax reve-
nues sufficient to achieve a balanced budget at substantially reduced
tax rates, provided expenditures are restrained.

With prompt enactment of this bill, we now expect the deficit for
fiscal year 1964 to be less than $9.2 billion, which was the deficit origi-
nally forecast by the President, last January before any allowance for
the effects of tax reduction. This improved budgetary outlook reflects
the economy’s expansion and resulting higher tax revenues, the delay
in the effective date of the tax cuts, and also a reduction in prospec-

tive expenditure levels,
!
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As for fiscal year 1965 and following years, the President has as-
sured the Congress that he intends to maintain a tight rein on expendi-
tures and that a substantial part of the tax revenues from economic
expansion will be used to reduce the budgetary deficit until balance
is reached, : . :

On this basis—and barring an unforeseen slowdown of the economy
or international contingency—the President expects to submit a
budget for fiscal 1965 with a deficit less than presently forecast for
fiscal 1964, despite the fact that the second stage of the tax reduction
will have gone into effect and that the revenue loss from tax reduction
in 1965—before feedback—will be $5 billion greater than in 1964,

The House in turn has emphasized these factors by specifically
referring to them in section 1 of:the bill.. The bill states:

It I8 the sense of Congress that the tax reduction provided by thig Act through
stimulation of the economy, will, after a briéf transitional peried, raise (rather
than lower) revenues and that such revenue increases should first be used to
eliminate the deflcits in the administrative budgets and then to reduce the
public debt. : .

Thus, our real choice regarding budget deficits is whether we shall
have a small and temporary increase in our deficit as a byproduct of
much-needed tax revision designed to stimulate the economy and lead
to budgetary balance, or whether we shall continue to live with the
deficits that have characterized .ecent years and which, in the absence
of tax reduction, will stay with us no matter how much we attempt to
limit expenditures. This isso because our present repressive tax struc-
ture guarantees recurring recessions and underemployment of our hu-
mallzl and material resources, which inevitably bring deficits in their
walke. '

~ During the recent debate on HL.R. 8363 in the House of Representa-
tives, virtually the only element of controversy was over the way
in which to insure the expenditure control ixeeded to reach balance in
the next few years. There was little disajsreement on the necessity
for prompt and broad-scale tax reduction. There was no disagree-
ment at all over the fact that such tax reduction should be accompanied
by firm expenditure control. . S

It was the view of a substantial minority that the necessary expjendi-
ure control could best be achieved by setting limits on the esfimates
of expenditures for the fiscal year 1964 and 1965 which are to be sub-
mitted by the President ncxt January. :
- A fundamental weakness in this particular approach is the fact
that actual expenditures for.these 2 years could vary significantl
from January estimates for many reasons, & good number of which
are not subject to Pregidential controel. o o

Past, experience has shown this to be the case.. On the other hand,
expenditures can never exceed the amounts actually appropriated b
the Congress. Effective exli:mditure‘ control thus requires a joint ef-
fort by the President and the Congress. Recognizing this fact, the
majority of the House felt that the generally desired expenditure
control would be more likely of achievement during the years nhead
by-the acceptance of joint Presidential and congressional responsibility
as outlined in section 1 of the bill. The President on numerous occa-
sions has clearly indicated his sympathy for this approach and his
recognition of the need for expenditure control. With the cooperation

24-532—63—pt. 1——9
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of the Congress, I am certain that it can be achieved. 'L'here is thus
no reason to deiay the long-needed reduction in our repressive tax
rates,

Some people have criticized tax reduction on the ground that the
temporary increase in the budgetary deficit that would flow from en-
actment of TLR. 8363 would pose an unacceptable danger of inflation.
This criticism is based upon an erroneous view of the cause of inflation.
‘Whether inflation occurs depends on the state of the whole.economy
not just on the Federal budget. It can be due either to an excess of
demand over supply to a situation where costs of production rise more
rapidly than productivity., For the past 5 years neither type of in-
flation has been present in our economy. Wholesale prices have stayed
level since 1958 and wage increases remain within the bounds of the
improvement in productivity.

t present our economy is marked, not by inflationary pressures,
but by unused plant capacity and unemployed workers, Our idle re-
sources are fully capable of producing an additional $30 to $40 billion
of goods and services which would match the increased private spend-
ing that we can expect from this bill. TUnder such conditions addi-
tional private spending, stimulated by a tax cut, will increase output
and employment rather than prices.
¢ The general outline, of the bill, is indicated by the table in my state-
ment. This table shows that there is a reduction scheduled under this
bill of $7.075 billion of calendar year liabilities in 1964 and $11.075
billion in 1965.

1t shows that rate reductions amount to $7,630 million in 1964 and
$11.660 billion in 1965, that revenue raising changes in the bill amount
to $1.240 billion in 1964 and $1.319 billion in 1965.

These are offset by certain revenue reducing specific proposals which
will reduce revenue by $685 million in 1964 and $725 million in 1965,

The net change or the structural changes are $555 million in 1964
and $585 million in 1965, a plus.

The end result is in 1965, a reduction for individuals of $8.750 bil-
lion and a reduction for corporations of $2.325 billion.

In my statement, I cover the effect of the bill on budget receipts
which, on a fiscal year basis, naturally differs from the calendar year
caleulation just discussed. . o

Based on calendar 1963 estimated income levels and without taking
into account the stimulating effect on the economy, over and above
current rates of economic growth, of the tax reductions, fiscal year
1964, which ends next June, would, under the bill, show a decrease in
-revenues of $2.190 billion, and fiscal 1965 would show a decrease of
$7.395 billion. However, we estimate that the net revenue cost after
taking account of the -economic stimulus will be $1.8 billion in fiscal
1964 and $3.5 billion in the fiscal year 1965. St

As to the reductions as a whole, the bill when fully effective would
reduce individual liabilities by $834 billion, which nearly equals 80

rcent of the total tax reduction n the bill. Such emphasis on the

ndividual income tax is entirely appropriate, however, in the light of
the significant reductions in corporatetaxes effected last year through
revision of depreciation guidelines and enactment of the investment
tax credit, '

i
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These two provisions reduced corporate tax liabilities by about $2.25
billion in 1962, They also reduced individual taxes payable on the
profits of unincorporated business by about another $250 million.
‘When these tax actions are included, the reductions made in 1962 and
proposed for 1965 total $13.6 billion for both individuals and corpora~
tions. Of this total just over $4.5 billion, or one-third, will go to cor-
porations and the remaining two-thirds will go to individuals, and
allocation which is roughly in proportion to the current division of in-
come tax revenues between corporations and individuals. Hence, the
bill, we feel, distributes the tax reduction equitably. ,

Taxpayers at all income levels will receive significant tax reductions,
averaging 18.8 percent after the structural changes are taken into ac-
count and averaging 20 percent before calculating any such changes.
Those at the lowest income levels will receive a larger percentage tax
reduction than individuals at higher income levels.” Persons with in-
comes of less than $3,000 will be given tax reductions averaging about
38 percent. On the other hand, persons with incomes of $50,000 or
more will receive reductions averaging approximately 13 percent.

The equitable distribution of tax reduction proposed in this bill
would be seriously distorted if the structural revisions accompanying
the rate reductions were significantly altered. The structural revi-
sions further reduce liabilities for those with incomes of less than
$5,000 and partially offset the rate reduction impact among those with
higher incomes. Without the structural revisions, tax reduction would
be much less favorable to the needy persons at low income levels and
much more favorable to persons with higher incomes.

My written statement contains a description of rate revision with
which the committee is fully familiar. I would merely like to empha-
size that the corporate rate change was designed to give important tax
benefits to small businesses. The House bill reduces the normal rate
from 30 to 22 percent on the first $25,000 of taxable income. In effect,
the taxes of the business with income under $25,000, a group that in-
cludes 467,500 out of 576,000 taxpaying corporations will be reduced
by 26.7 percent against'a reduction of 7.7 percent for very large com-
[f)ianies. The revised tax structure would thereby strengthen the internal

nancing of small businesses that have less ready access to the capital
markets and are more dependent on internal funds for new investment.
The vitality of small business, so essential to our competitive economy,
will thus be better assured.. The over 9 million small individual pro-
prietorships will of course benefit from comparable reductions in in-
dividual income tax rates. -, : - . '

In my written statement, I also refer to the fact that the House bill
would, over a period of 7 years place large corporations on a current
payment basis, as is presently the case for individuals. . N ‘

The current payment provision applies only to corporate tax
liabilities in excess of $100,000. L

This shift would take place gradually so that in no year will any
corporation with constant income have to pay more tax than it would
have been paying this year. 1In other words, the amount of the shift
will be offset by the reduction in the corporate rates that are proposed.
By 1970, taxpayments of all large corporations would be fully cur-
rent, with 25 percent of their year’s tax liabilities in exoess of $100,-
000 paid in each quarter. Payment requirements would be subject
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to the relief provisions of present law. The corporations involved
should experience no difficulty in adjustin% to the current payments
schedule. Because current payments would not be required on the
first $100,000 of tax liabilities, the effect of the provision would be
limited to 15,000 or so large corporations and only a small proportion
of those companies would have a substantial accelerated payment to
make., The 15,000 large corporations account for about 214, percent
of the total number of corporations with taxable income.

Many of the larger companies that will be subject to the full effect
of accclerated payments conventionally fund their tax liabilities by
investment in Treasury tax notes and other short-terin securities. In
general, then, the accelerated payments would not disturb their net
working capital. Current payments would liquidate acérued income
taxes payable and, therefore, reduce short-term liabilities by an
equivalent amount. . — . e '
~ My written statement contains a description of various structural
provisions on which the committee has been previously briefed. I
would like to turn now to the capital gains area, where we do recomi-
mend a change. ) _— S ‘

It is the only basic change we recommend. = -

Under present law. 50 percent of the net capital gains of individuals
on assets held more than 6 months are includable in income subject to
tax at the regular rates, except that the tax may hot exceed 25 percent
on net caﬁita gains in any event. ‘ . '

“‘Thus the ganeral-rate reduction of the House bill automatically re-
duces the tax on long-term capital gains for all those below a 50-
Ee{flent marginal tax rate, at which point the 25-percent ceiling takes

old. .. e :

“Under the House bill this marginal rate would start at $44,000 of
taxable income for a married taxpayer instead of $32,000 as under
present law, . ) o

The House bill provides a reduction in the effective tax rate for
assets sold after a 2-year holding period. Only 40 percent of the
gain on such assets would be included in income instead of 50 percent
and the maximum tax would be 21 percent instead of 25 percent.

Capital gains on assets held more than 6 months but not more than
2 years would continue to be includable at 50 percent with a maximum
tax of 28 percent. The so-called statutory capital gains—income not
truly derived from the sale of capital assets, such as lump-sum dis-
tributions from pension plans, gain on cutting of timber inventories,
and the like—would remain.in the §0-percent inclusion—25-percent
maximum rate category. o , o ,

For those taxpayers not using the altérnate rate—97 percent of all
tax returns with capital gains—the combination of thé reduction in
the inclusion factor and the lower ordinary income rates affords a
85-percent reduction in tax on capital gains as opposed to a 19-per-
cent reduction oh ordinary income. o ,

" This reduction in the House bill to a 40-percent inclusion factor and
the 21-percent limitation is unacceptahle to the administration.

It provides a rate reduction which will largely benefit our wealthier
citizens without treating a concomitant problem of equity in capital

aing taxation, namely, that gains which are unrealized at the time of

eath are never subject to income tages, A man who accumulates an

’
‘
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estate from salary or dividends, or business profit, pays income tax on
the accumulation during his lifetime and then if the estate is large
enough, his estate may be liable for estate tax when he dies. The same
]i‘S t(ll'pe of & man who builds up a valuable business and sells it before

o dies, .

However, the individual who holds appreciated assets until death,
as well as his heirs, escape all income and capital gains tax applicable
to their gains, since the tax cost or basis to the heir is stepped up to the
value of the property in the gross estate of the decedent. .

This situation is not only a special benefit to owners of capital assets,
but it seriously “locks in” capital holdinfs. . ‘ )

Indeed, it may be a principal cause of the lock-in problem for which
other remedies are suggested. Older taxpayers frequently feel they
can’t afford to sell appreciated capital assets when they know that the
capital gains tax can be completely avoided by passing the assets to
their heirs. . V

The President specifically stated in his tax message last January
that no reduction in the capital gains rate of taxation is justified unless
a tax is imposed— 5
at capital gains rates on all net gains accrued on capital assets at the time of
transfer at death or by gift, - : . .
" The Ways and Means Committee tentatively approved an alterna-
tive provision for carryover of a decedent’s basis at death which was
reasonably satisfactory, since it meant that thé capital gains tax on
the before-death appreciation would be paid when the property was
sold by the heir. At the last moment, however, the Ways and Means
Committee decided to delete the provision because it was dissatisfied
with the language présented to it and wanted more time to work out
technical details. - o : ‘
<. 'Without a provision either for carryover of basis or for taxation at
the time of transfer at death, the capital gains rate changes should be
deleted from the House bill and the entire matter put over until the
problem can be solved as a whole. . e T A

Without closing the escape hatch by which our. wealthier taxpayers
can avoid all taxation on substantial amounts of capital gains, there is
no justification for a reduction in rates of primary benefit to such
taxpayers. gt L e e Voo
' The present 50-percent inclusion factor and 25-percent, ceiling pro-
vide enough of an advantage for those whose income is «:lerivedg from
profits on the sale of capital assets. - Mereover, since the House pro-
vigions involve a three-sbe;i) arrangement of .capital gain inclusions
and two maximum rates, they seriously complicate the capital gain
portion of the tax return and of thecode, .. - . [ . - e
. The deletion of this feature ‘would lower the longrun annual rev-
enite loss in the bill by about $140 million a year. o would, how-
ever, have to forgo a temporary 2-year increase in revenues durin
fiscal 1965 and 1966, which had beon foreseen becauge of the initis
onie-time “unlocking effects” of the reductions in capital gain tax rates,
amounting to $210 million in fiscal 1965 and $80 million in fiscal 1966,
These calculations are shown in more detail in the table 6, attached to
my written statement, . .. VR TR R

Finally, I would just like to sn,{‘ t word about the amendment to the
Revenue Act of 1962 dealing with the investment tax credit.
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This amendment was not suggested by the administration, but was
put into the bill by the Ways and Means Committee. We strongly
concurred in the Ways and Means Committee action, however, and we
now support the amendment. By way of background, last year the
Congress, in approving the investment credit, decided that the depre-
ciation basis of the assets should be reduced by the amount of the
credit. This naturally reduced the effectivencss of the credit and we
were disappointed about that last year. The reduction in basis cut
the inducement to new investment provided by the credit almost in
half. During the course of the year, other unforeseen problems have
also arisen, largely in the accounting and the administrative field.
This led, however, to strong feelings by many businesses, and consid-
erable testimony asking that the basis reduction provision be removed.

Briefly, in most States, taxpayers are not required to reduce their
depreciation basis to reflect the investment tax credit when computing
income for State tax purposes. Consequently, taxpayers in these
States now must keep two different sets of accounts in which their
various assets have different bases. In addition, the basis reduction
complicates the computation of earnings and profits, produces diffi-
culties in the pricing of defense contracts, and also complicates the
bookkeeping requirements of regulated companies. None of these
things were fully foreseen by the Treasury last year at the time of
the enactment of the law and I assume they were not foreseen by the
Congress either. It is in view of this that we feel that it is impor-
tant to have this provision—which would delete the the basis reduc-
tion rule—approved. o

Tn addition, approval of the investment credit provision is of par-
ticular importance to our current international balance-of-payments
difficulties. Adoption of this investment credit provision will bring
our treatment of new investment close to or practically equivalent to
that abroad. We made great steps in this direction with last year's
investment credit, and also with depreciation reform, but our new in-
vestment is behind that of most European countries. With the adop-
tion of this amendment, we should achieve a parity with new invest-
ment abroad. This stimulus to investment in the United States is
vitally important to our program of reaching equilibrium in our inter-
national balance-of-payments position. .

“In conclusion, Mr. Chairman, I wish to emphasize the urgent need
for prompt action along the lines suggested by this bill to reduce
taxes and strengthen the economy. We can no longer delay decisive
action to restore the full measure of economic vigor. The unem-
ployment problem at home is serious. Equally serious is our balance-
of-payments problem, Reduced tax rates and the structural revi-
gions adopted for equity purposes will increase the reward for effort,
enterprise, and risk taking, and will thus enhance individual initia-
tive and stimulate investment. These factors will provide the needed
gpur to full employment and a faster rate of economic growth.
~The revenue loss incurred in the first few years because of this bill
will be temporary. In combination with the program of strict ex-
penditure control announced by the President, the stimulating effects
of tax reduction on the economy should produce sufficient ‘revenue
gains in the future to enable us to balance the budget.

t



REVENUL ACT OF 1063 131

It is essential to the well-being of the Nation that every effort be
made to complete action on this bill before the end of the current
year. The encouraging expansion of economic activity which has
occurred thus far during the year is no doubt in part the result of
favorable speculation regarding tax reduction. Failure to act on
this bill might produce adverse psychological reactions throughout
the country which would check the growth of our economy. The
Nation has waited too long for relief from the stifling burden of ex-
cess taxes, Although the problems placed upon Congress and this
committee are many and pressing, nothing is more important to the
health of the Nation than decisive and prompt action along the lines
provided by this bill.

I have attached to my written statement, Mr. Chairman, a number
of tables, 7 in number, and also 13 exhibits which deal in detail with
a number of the structural changes.

Thank you, Mr. Chairman.

(The complete prepared statement of Hon. Douglas Dillon, Secre-
tary of the Treasury, with attachments, follows:)

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY, BEFORE THE SENATE FINANCE COMMITTEE

Last January, the President sent to the Congress a broad program of tax re-
duction and structural reform designed to meet the Nation’s most pressing eco-
nomic problems: chronic unemployment, underutilization of industrial capacity,
and continuing deficits, both in our international balance of payments and in our
Federal budget.

The President recommended significant cuts in individual and corporate tax
rates. He also recommended structural revisions that would broaden the tax
base and remove certain inequities to permit larger reductions in tax rates than
would otherwise have been possible.

The bill before you was drafted in the House after full consideration of the
Pregident’s program. It is generally in accord with the President’s program,
although it differs in certain specific respects. It reduces tax revenues in scale,
form, and with a timing pattern that meets the urgent needs of our economy—
and the reduction is within the limits of fiscal prudence. With one important
exteption—in the treatment of capital gains—the bill fairly distributes the bene-
fits of tax reduction among all income groups. It also contains important provi-
stons that relieve hardship and lessen favoritism.

The need for a major program of tax reduction and revision is pressing, I
firmly believe that to delay its passage would incur serlous economic risks.
Therefore, I appear before you today to urge your committee to give favorable
consideration to H.R. 8363 as passed by the House with one principal exception.
Because -of the urgency of prompt action, I recommend that the committee elimi-
nate the provisions in the bill dealing with capital gains, specifically those that
relate to the new 40-percent inclusion factor and the new 21-percent ceiling rate
for so-called class A capital gains. The administration’s position has always
been that these controversial and complex features should only be dealt with in
connection with the related and inseparable problem of the treatment of un-
realized capital gains at death.

. The tax reductions contained in this bill have been strongly endorsed by both
business and labor, by financial leaders at home and abroad, and by a large
cross section.of the most distinguished economists in our universities. After
months of public debate in the press and other media, the bill was approved by a
very substantial majority of the House of Representatives. In sum, there is a
national consensus that the bill is a necessary and proper measure that is vital
to our economic progress. :
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1. THE IMPORTANCE OF TAX REDUOCTION
A, ECONOMIC EFFECTS

The President’s tax program addresses the basic problem of chronic under-
employment 6f manpower, plant, and equipment that has plagued us for more
than § years. For the past 6 years unemployment has averaged 6 percent, and
it has not fallen below 6 percent during that period. The rate of capacity utili-
zation for plant and equipment has remained well below preferred oper.ting
rates. Recessions have occurred all too frequently, and recoveries have fallen
progressively shorter of full employment. Finally, corporate profits and the
ratio of expenditures on plant and equipment to gross national product have been
below previous postwar levels.

Despite the encouraging 19638 performance in certain sectors of the economy,
I wish to emphasize that the underlylng situation has not changed since the
President presented his program last January. Although retail sales, personal
income, civilian employment, and gross national product have all reached record
levels during the present recovery, which has been underway since Feb-uary
1961, our more pressing economic problems remain with us. Unemployment this
year has averaged 5.7 percent and in September 5.6 percent of the labor force
wag still unemployed. Capacity utilization remains well below preferred operat-
ing levels, A serious deficit in the balance-of-payments persists, Moreover
there is reason to believe that the expectation of major tax redution has con-
tributed to the 1963 advance. Businessmen and individuals have based their
spending plans, to some extent, upon their anticipation of significant #cross-
the-board tax reductions. A substantial cutback of the proposed tax reduc-
tions, or a further delay in their implementation, might seriously affect the
economy’s vitality.

The present business cycle expansion is now in its 32d month. It is already

7 months longer than the expansion which ended in the recession of 1960 and
now equals the average duration of our postwar peacetime recoveries. But
in the 32d month of continued expansion, the unemployment rate is only slightly
less than it was in the depths of the 1954 recession. Although the economy is
growing, it is doing so in a cyclical fashion in which the cycles mirror the
economy’s underlying inability to sustain, over any extended period, the rate of
growth required to provide employment for our rapidly growing labor force.
- When the President said in January that the “lnrgest single barrier to full
employment of our manpower and resources and to a higher rate of economic
growth is the unrealistically heavy drag of Federal income taxes on private
purchasing power, initiative, and incentive,” he voiced a widely held view.
‘Without the basic reduction in tax burdens provosed in H.R. 8368, we increase
the likelihood of repeating the disappointing record of recent business cycles.
‘When recession occurs, the economy will fall from a plateau well below full
employment and the subsequent recovery will again fall short of that goal.
This is not to say that unless tax reduction is enacted-—and enacted soon—re-
cession will necessarily follow. It is only to suggest that without the thrust
that significant tax reductions can provide, there is no basis in recent experi-
ence to predict or expect that the economy will break out of the disappointing
pattern of recent years. On the other hand, a substantlal across-the-board re-
duction in taxes should give our economy the impetus it needs to put an end to
this pattern of recession. While I recognize that a sustained period of rapid
economie expansion such as we envisage with enactment of H.R. 8363 would
be a new experience for the Amerfcan economy, it would only parallel what is
now being regularly achteved by the countries of Weatern Europe.

Our persisting problem has been insufficlent demand:; The ¥Federal vaem-
ment has the capacity to imeet this problem and since the enactment of the
‘Bmployment Act of 1946 it has had a clear responsibility to do so. Two entirely
‘different courses are openn. Either additional Government expenditures, which
mean bigger Central Govefnment; ox‘ an increase in the growth of the p¥ivate
‘sector éhn stimulate ouf economy:! The cholce is whether the Governnient or
‘private consumiers and investors will conitrol how ouy indréased output s to-be
used. The administration, in supporting H.R. 8363, has ¢hogén the free étiter-
prise, private economy course. It prefers that course. This ig the course that
leaves to private individual and corporate spenders the decision as to which
particular goods and services shall be purchaged with the increase in demand
that will flow from the substantial reductions we are recommending in our
harsh tax rates. I feel certain that the:rgreat majority of Americans agree
with the administration's preference for the tax reduction, private economy
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route to full production and full employment. The enactment of H.R. 8363
will carry out their desires.

H.R. 8303 is fully adequate to set us or. a new path of growth, Tax reduction
will augment both individual incomes and corporate earnings. Individual in-
come tax liabilities will be lowered by $9 billion. 'This will enhance consumer
purchasing power, to be spent and respent, circulating through the economy,
in a way that will increase overall consumer spending by several times the
amount of the initial tax cut.

This sustalned increase in the demand for consumer goods and rervices will
in turn stimulate greater investment in plant and equipment. At the same time,
tax reductions for corporations and businessmen will provide new investment
incentives by raising the net return on capital. Taken together with last year’s
depreciation reform and investment credit, the profitability of new investment
will be increased by nearly 85 percent, and corporate tax liabilities will be
reduced by more than $4.56 billion. This increased profitability will biing
enlarged investment spending, which in turn will generate still higher incomes
and expanded consumption outlays.

Tinally, the rise in our national output will expand the revenues of State
and local governments and mitigate their mounting financial problems. State
and local governments will be better able to support badly needed public facil-
ities and services, and the pressure they are now under to raise tax rates or
find new sources of tax revenue will be substantially reduced.

Thus the tax program envisaged in H.R. 8363 will have a balanced impact
upon the economy, stimulating both consumption and investment, The forward
thrust provided for the economy will be greater than if the tax reduction were
concentrated on e¢lther sector alone.

The kigher level of business investment under a more favorable tax environ-
ment will greatly increase the productivity of our economy. This improved pro-
ductivity will facilitate the development of new and better products, thus enabl-
ing us to compete more effectively in international trade. A higher rate of
return on investment will make investment at home more attractive relative to
investment abroad, and will also attract more foreign capital to our shores
Substantial improvement of the investment environment in the United States
is essentlal if we are to achieve a stable balance in our international payments,
This is why the President, in his recent statement on the balance of payments,
urged the tax-reduction program as the single most important step that could
be taken to achieve balance abroad as well ag growth at home. .

B. BUDGETARY IMPACT

‘While we strongly advocate tax reduction as the best means of achieving a de:
sirable, full employment growth rate, we also believe that it must be accompanied
by a most prudent management of the Government’s ifiscal affairs. Our repres?
sive tax structure prevents our echnomy from operating at reasonably full capac«
ity. This failure to reach capacity operations in turn reduces profits and in-
comes and so reduces our revenues. Therefore, parndoxical though it may seem,
tax reduction today provides the best and quickest route to a balanced budget.
This comes about simply from the fact that the tax base rises and falls with
economic activity, ‘The economic expansion we can expect from passage of H.R.
8363 will thus “feed back” increased tax revenues sufficient to achieve a balanced
budget at substantially reduced tax rates, provided expenditures are restrained.

With prompt enactment of this bill, we now expect the deficit for fiscal yeur
1964 to be less than $9.2 billfon, which was the deficit originally forecast by the
President last January before any allowance for the effects of tax reduction:
This improved budgetary outlook reflects the economy’s expansion and result-
ing higher tax revenues, the delay in the effective date of the tax cuts, and also
a reduction ip prospective expenditure levels. .

As for fiscal year 1965 and following years, the President has assured the
Congress that he intends to maintain a tight rein on expenditures and that a sub-
stantial part of the tax revenues from economic expansion will be used to re-
duce the budgetary deficit until balance is veached. On this basis—and barring
an unforeseen slowdown of the economy or international contingency—the Presi»
dent expects to submit a budget for fiscal 1965 with a deficit less than presently
forecase for fiscal 1964, despite the fact that the second stage of the tax reduer
tion will have gone into effect and that the revenue losg from tax reduction. in
1965 (before feadback) will be 38 billon greater than in 1964. . C ey

Sl ore o i
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The House in turn has emphasized these factors by specifically referring to
them in section 1 of the bill, The bill states:

“It is the sense of Congress that the tax reduction provided by this Act
through stimulation of the economy, will, after a brief transitional period, raise
(rather than lower) revenues and that such revenue increases should first be
used to eliminate the deficits in the administrative budgets and then to reduce the
public debt.”

Thus, our real choice regarding budget deficits is whether we shall have a small
and temporary increase in our deflcit as a byproduct of much needed tax revision
designed to stimulate the economy and lead to budgetary balance, or whether
we shall continue to live with the deficits that have characterized recent years
and temporary increase in our defieit as a byproduct of much-needed tax revision
we attempt to limit expenditures. This is so because our present repressive tax
structure guarantees recurring recessions and underemployment of our human
and material resources, which inevitably bring deficits in their wake.

During the recent debate on IH.R. 8363 in the House of Representatives, vir-
tually the only element of controversy was over the way in which to insure
the expenditure control needed to reach balance in the next few years. There
was little disagreement on the necessity for prompt and broad-scale tax reduc-
tion. There was no disagreement at all over the fact that such tax reduction
should be accompanied by firm expenditure control,

It was the view of a substantial minority that the necessary expenditure
control could best be achieved by setting limits on the estimates of expenditures
for the fiscal years 1965 and 1966 which are to be submitted by the President
next January. A fundamental weakness in this particular approach is the
fact that actual expenditures for these 2 years could vary significantly from
the January estimates for many reasons, a good number of which are not
subject to Presidential control. Past experience has shown this to be the case.
On the other hand, expenditures can never exceed the amounts actually appro-
priated by the Congress. Effective expenditure control thus requires a joint
effort by the President and the Congress. Recognizing this fact the majority
of the House felt that the generally desired expenditure control would be more
likely of achievement during the years ahead by the acceptance of joint Presi-
dential and congressional responsibility as outlined in section 1 of the bill. The
President on numerous occasions has clearly indicated his sympathy for this
approach and his recognition of the need for expenditure control. With the
cooperation of the Congresg, I am certain that it can be achieved. There is thus
no reason to delay the long needed reduction in our repressive tax rates.

Some people have criticized tax reduction on the ground that the temporary
increase in the budgetary deficit that would flow from enactment of H.R. 8363
would pose an unacceptable danger of inflation. This criticism is based upon
an erroneous view of the cause of inflation. Whether inflation occurs depends
on the state of the whole economy, not just on the Federal budget. It can be
due either to an excess of demand over supply or to a situation where costs of
production rise more rapidly than productivity. ¥or the past § years neither
type of inflation has been present in our economy. Wholesale prices have stayed
level since 1958 and wage increases remain within the bounds of the improvement
in productivity.

At present our economy is marked, not by inflationary pressures, but by
unused plant capacity and unemployed workers. Our idle resources are -fully
capable of producing an additional $30 to $40 billion of goods and services
which would match the increased private spending that we can expect from this
bill. Under such conditions additional private spending, stimulated by a tax
cut, will increase output and employment rather than prices.

I1. S1ZE, TIMING, AND DISTRIBUTIONAL EFFECTS

Let me now discuss this bill in greater detail.

A, GENERAL OUTLINB

The bill provides across-the-board individual and corporate rate reductions,
which, when combined with the various structural changes, will reduce revenues
bg $7.08 billion in the calendar year 1964, and by $11.08 billion in calendar year
1965.

On January 1, 1964 individual income tax rates are to be reduced by two-thirds
of the full reduction planned for 1965. The calendar year 1964 rates will range
from 16 percent to 77 percent, instead of the present range of 20 percert to
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91 percent. The withholding rate will drop on January 1, 1964, from 18 percent
to 15 percent. On January 1, 1965, tax rates ranging from 14 percent to 70
percent will become effective and the withholding rate will drop to 14 percent.
(Sec attached table 1 for greater detail.)

On January 1, 1964, the corporate normal tax rate, which is applicable to all
taxable corporate income, will be reduced from 30 percent to 22 percent, a
reduction of 26.7 percent. Simultaneously the surtax rate, which applies to
corporate taxable income in excess of $25,000, will be raised from 22 percent
to 28 percent. These changes will reduce the combined normal and surtax rate
from its present 52 percent to 50 percent. On January 1, 1965, the surtax rate
will be reduced by 2 percentage points to 26 percent. For 1965 and subsequent
years, the combined normal and surtax rate will thus be 48 percent.

The principal revenue effects, based on 1963 levels of income, before any
‘“feedback” in revenue from economic stimulation may be summarized as follows:

[In milifons of dollars}
Calendar year
liabilities
1964 1965
Rato changes:
Individuals....... - . ~6,310 -9, 470
Corporations. ... . - a—— -1,320 —2,190
Totaloe e ceeeccceecemamenn -7,030 —11, 660
Btructural changes, capital gains revis!on, and revision of 1962 legislation:
Revenue raising:
Individuals...... +1,185 +1,220
[070) 410) 113103 ¢ 1N +75 +00
1] 1 R, - - +1,240 +1,310
Revenue reducing:
Individuals..oooooeoeoooaaoooe PR, - —405 —500
Corporations. . oeeeueceemcinceemcacracncenas .- —190 —225
Total...-..-.- . —685 ~725
Total, structural:
Individuals...cecvanan.. 4670 +720
Corporations -- - ~115 ~135
Total...oceeeacanns . . +555 © 585
Total: - .
Individugls......c.coo.en R, ae- . —5,040 -8, 750
Corporations. . . . —=1,435 -~2,825
Total . - -7,005 | —11,078

See attached table 2 for greater detail. The capital gain revisions will create
revenue gaing during the first 2 years they are in effect due to their “unlocking”
effect; but a revenue reduction will occur after 1965." (See table 6 for detail.)

The effect on budget receipts is estimated to be: ’ .

.

{In millions of dollars)

Fiscal year receipts

1064 1965

Rate changes: ' . .
INAIVIANA)S .o ann -7, 530

Corporations:

cfore acceleration of payments -1,320
Acceleration of PAYMENES. . v emummeceoc il cacmam e ain +900
) ~ "Total, COrPOratONS. -« ..eemoeeeeeme oo enee oo aaanes S . —420
Total, rate changes. ... ......... eecvememea————— ] =2,170 7,950
Structural changes and capital gains revision........... . -20 4585

_Total veeees| =210 | ~7,305
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Structural changes and capital gains revision affect corporation income tax
payments only in the fiscal year 1904; the effect of such changes in the fiscal
year 1965 {s the same as on calendar year 1904 liabilities.

These estimated reductions in budget receipts are based on calendar year
1963 estimated income levels and are computed before any account in taken
of the stimulating effect on the economy, over and above current rates of
economic growth, of the tax reductions. The net revenue cost after taking
account of economic stimulus, is estimated to be $1.8 billion in the fiscal vear
1964 and $3.5 billion in the fiscal year 1905.

B. INDIVIDUALS AND CORPORATIONS

H.R. 8363, when taken in conjunction with the 1962 tax action, distributes
the benefits of tax reduction between individuals and corporations in proportion
to their relative contributions to Federal revenues from the income tax.

The bill, when fully effective, would reduce individual liability by $8.7 billion,
which nearly equals 80 percent of the total tax reduction. Such emphasis
on the individual income tax is entirely appropriate, however, in the light of
the significant reductions in corporate taxes effected last year through revision
of depreciation guidelines and enactment of the investment tax credit. These
two provisions reduced corporate tax liabilities by about $2.25 billion in 1962.
They also reduced individual taxes payable on the profits of unincorporated
business by about another $250 million, When these tax actions are included,
the reductions made in 1962 and proposed for 1965 total $13.6 billion for both
individuals and corporations. Of this total just over $4.5 billion, or one-third,
will go to corporations and the remaining two-thirds will go to individuals,
an allocation which is roughly in proportion to the current division of income
tax revenues between ¢orporations and individuals.

Viewed from another standpoint, the net individual tax reduction, excluding
capital gains provisions, will reduce present tax liabilities for individuals by
Just under 19 percent, The combined effects of this bill, depreciation reform,
and last year's investment tax credit, will reduce corporate tax liabilities by
something more than 17 percent.

C. EQUITABLE DISTRIBUTION AMONG INDIVIDUALS

The bill distributes the tax reduction equitably. Taxpayers at all income
levels will receive significant tax reductions, averaging 18.8 percent even after
taking account of structural changes. Those at the lowest income levels,
however, will receive the largest percentage tax reductions while those at
higher income levels will receive smaller percentage reductions. Those persons
with incomes of less than $3,000 will be given tax reductions averaging about
88 percent,. On the other hand, persons with incomes of $50,000 or more
will receive reductions averaging approximately 13 percent. These differen-
tials (presented in more detail in the attached tables 3 and 4) are equitable
since even minimal tax burdens impose hardship on those at very low income
levels and since even small percentage reductions applied to higher brackets
represent large amounts of after-tax incomes. o

The equitable distribution of tax reductions thig bill contains would be
serlously distorted if the structural revisions accompanying the rate redictions
were significantly altered. These revisions reduce liabilities for thosc with
incomes of less than $5,000 and partially ‘offset the rate reduction impact among
those with higher incomes. Without the structural revisions, tax reduction
would be much less favorable to the needy persons at low income levels and
much more favorable to persons with higher incomes.

III. TAX RATES
A. INDIVIDUAL TAX RATES

The most important part of H.R. 8303 is a top-to-bottom reduction in individual
income tax rates. These rates, which now range from 20 percent to 91 per-
cent, are reduced in two steps to a new level of 14 to 70 percent, The 14- to 70-
pércent rates would take effect in 1965. For the 1964 interim year, the rates
would be two-thirds of the full reduction, to fange from 16 to 77 percent,

. With the exception of adjustments at the bottom end of the tax scale fav-
‘oring single taxpayers with $1,600 or less of taxable income and married persons
with less than $3,000 of taxable income, and adjustments in the upper levels
.where the rate scale has long been recognized as unrealistically high, the rate
reductions are geared to the present tax scale with reductions varying from

}
b;

e
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14 to 17 percent in various brackets. These variations are necessary because of
the desirability of rounding in the interest of avoiding fractional rates.

A distinctive feature of this rate scale is the manner in which it would treat
the present first taxable income bracket. This bracket, which includes the
first $2,000 of a single person’s taxable income—income after deductions and
exemptions—and the first §4,000 of a married couple’s taxable income, is currently
taxed at the rate of 20 percent. Over 50 percent of all taxpayers have taxable
incomes that fall wholly within this bracket and pay .tax only at tie 20-per-
cent rate. H.R. 8363 would split the hracket into four equal segments, $500
segments for single persons and $1,000 segments for married couples. 'Tax rates
of 14, 15, 16, and 17 percent would apply to these four brackets. These rates
average 22.5 percent less than the existing rate. This average does not, how-
ever, fully describe the effect of this provisjon. About 10 percent of a]l taxpayess
would pay tax only at the 14-percent tax rate. For them the passage of H.R,
wonld represent a 80-percent tax reductiop. Amnother 10 percent would pay tax
at only the 14- and 16-percent rates.. They would recelve an average percentage
reduction in tax of between 26 and 80 percent. Still another 16 percent of all tax-
payers would be subject to a rate no higher than 16 percent, or an average re-
duction of 25 percent.

The new tax rates on income in brackets above the present first taxable income
bracket up to a taxable income of $100,000 for a married couple will be 14 to
17 percent below present rateg. But since these taxpayers also share in the
reductions in lower brackets, the average tax reduction even for these levels
is about 16 percent fo 18 percent. The new rates on taxable incomes in .excegs
of $100,000 will show reductions of 17 percent to 23 percent below present rates.
The top rate will be 21 percentage points less than the current maximum of 91
percent, a reduction of 23 percent.

The present top bracket rates ware origlnally enacted to insure an equitable
distribution of the sacrifices required by an all-ont war effort. ; They are un-
realistic today. Although individuals expend their best efforts and take in-
vestment risks for many reasons, the fingneial reward.is an extremely important,
if not critical, one. Reduction of the highest tax rates should, therefore, stimu-
late risk taking and effort, to the benefit not only .of the taxpayers involved
but to the entire economy as well, Moreover, a rednction in tho highest mtes
will make it less rewarding for some of our most productive citizens to 'ex-
pend their energies in nctivities and planning designed to avoid the consequernices
of the present high tax rates. Finally, cuts in thec:e hlgh brackets will lose
little revenue since few people actually pay these rates I

B. CORPOBATE TAX RATES - SRR )

The House bill reduces comblned corpomte normal and surtax rates from
62 percent to 50 percent in 1964 and 48 percent in 1965. Reversal of the historic
trend toward high taxes will greatly improve business expectations and create
more favorable conditions for new investment. When the xate reductions are
fully effective, corporate income tax linbilities will be reduced by $2.2 billion
a year.

The reduction of corporate rates Is, an essential step n the continufng objectlve
of stimulating economic growth, . By raising profitability rates, greater incen-,
tives are provided for modernization of facllities and expansion of productive
capacity. At the same time additional funds are supplied internally to finance
expansion plans. To these reductions must be added-the annual tax savings of
$2.25 billlon resulting from the recent reduction in useful lives-for.depreclation
purposes and the enactment last year of the Investment credit. As a result of
these measures American buslness will be in an unns\mlly favornble position’
to expand. : o } .
1. Benefits to small dusiness

The proposed corporate rate structure is deslgned to glve lmportant tax benefits
to’ small businesses. The House bill reduces the normal rate from 30 to
22 percent on the first $25.000 of taxable fncome. In éffect, the taxes of a hnsi-
ness with income under $25,000—a group that includes 467, 500 ont of 576,000
taxpaying corporations—will be reduced by 26.7 peteent, agalnst 8 reduction of
7.7 percent for very large companies, (See table 5.) "The tax structure will
thereby strengthen the juternal flnancing of small businesses' that have less
ready access to the capital markets and are more dependent on internal funds
for new investment. The vitality of small business that is so essential to our
competitive economy wlll thus be better nssured The over 9 mimon small
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individual proprietorships will of course benefit from comparable reductions in
individual income tax rates.

2. Ourrent payment of corporate income taw

The House bill will ultimately place large corporations on a current paynment
basis as in the case of individuals. It proposes a shift toward quarterly pay-
ments of tax in the corporation’s taxable year. Corporations with tax liabilities
In excess of $100,000 will be required to make first and second quarterly current
payments of 1 percent each in 1964, the quarterly percentages increasing to 4
percent in 1963, 9 percent in 1966, 14 percent in 1967, 19 percent in 1968, 22 percent
in 1969, and finally 26 percent in 1970, Through this plan, by 1970 tax payments
of all 1arge corporations would be fully current, with 25 percent of this year's
tax liabilities in excess of $100,000 paid in each quarter. Payment requirements
would be subject to the rellef provisions of present Iaw.

The corporations involved should experience no difflculty in adjusting to the
current payments schedule. Because no payments would be required on the
first $100.000 of tax liabilities, its effects would be limited to 15,000 or so large
corporations and only a small proportion of those companies would have substan-
tial accelerated payments to make. The 13,000 large corporations account for
about 214 percent of the total number of corporations.

Many of the larger companies that will be subject to the full effect of accel-
erated payments conventionally fund their tax liabilities by investment in Treas-
ury tax notes and other short-term securities, In general, then, the accelerated
payments would not disturb their net working capital. Current payments would
liguidate accrued income taxes payable and, therefore, reduce short-term lia-
bilities by an equivalent amount.

The payment system of the bill is so designed that no corporation would make
greater payments in any one year than under present law since the reduced tax
liabilities resulting from lower tax rates would offset acceleration of tax
payments. :

IV. STRUCTURAL REVISIONS

A. INDIVIDUAL INCOME TAX

1. Measures to relieve hardships and inequities

H.R. 8363 contains a number of provisions in the individual income tax area
that provide relief for indviduals and families at the lowest income levels, in-
cluding many older perzons. It would also remove inequities the existing tax
system imposes on persons whose incomes fluctuate widely from year to year.
The revenue cost of these provisions is $435 million. Unless otherwise noted,
these revisions would go into effect on January 1, 1964, They are designed to
meet tax hardships which cannot be alleviated by rate reductions alone,

(a) The minimum standard deduction.—The bill provides each taxpayer with
a minimum standard deduction of at least $300 plus an additional $100 for
each exemption after the first, ‘A married couple with no dependents would
thus have a $400 minimum standard deduction, or $200 each if they filed sepa-
rately. The standard deduction would still be optional, of course, and the tax-
payer will still be free to itemize his deductions. The maximum limit to the
standard deduction of $1,000 will continue to apply regardless of the number
of exemptions. ‘

The minimum standard deduction is a far less costly and much more effective
method of providing relief for those with low incomes than an increase in the
personal exemption. Moreover, since it involves an adaptation of the familiar
standard deduction, it is a recommendation readily effected and understood.

The minimum standard deduction would relieve many persons whose incomes
are near subsistence levels of the tax liabilities they may incur under present
law. A single person under 65 would not be subject to income tax until his
fncome exceeds $000, whereas at present he may be taxed on income in excess
of $667. F¥or a single person with an income of $900, the minimum standard
deduction is equivalent to an increase in the personal exemption of over $233.
A married couple with income. of $1,600 would not be taxed whereas they now
may be taxed on income in excess of $1,333—for them the standard deduction
is equivalent to an increase of $133 per exemption, A married couple with two
children would remain free of tax until their income exceeded $3,000, as com-
pared to their present nontaxable level of $2,667. Such a married couple with
two children would he granted the equivalent of an inerease of $83 per exemption,

Since the minimum standard deduction’ bases relief upon the number of ex-
emptions, it grants additional relief to the very poor aged or blind, For ex-

+
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ample, a widow aged 63 or more is not under this provision taxable on an in-
come, not counting her nontaxable social security benefits, of less than $1,600
a year. An older married couple would be exempt from tax on an income, again
excluding social security benetits, of $3,000 a year or less. The minimum stand-
ard deduction will, therefore, greatly help those of our Nation’s older taxpayers
who must live on low incomes.

The revenue cost of this provision is estimated to be $320 million a year.
Almost all of the tax saving would be granted to taxpayers with incomes of
less than $5,000.

(b) Liberalization of the deduction for the care of children and disabled
dependents.—The bill will modify the present deduction for the expenses of child
care and the care of dependents unable to look after themselves so as to make it
more equitable and more meaningful. The bill raises from $600 to $000 the
maximum deduction in the case of widows, widowers, and persons with dis-
abled spouses when such people have two or more children or other eligible
dependents to support. It alse raises the age limit from 11 to 12 for children
of the taxpayer for whom the deduction may be claimed. The bill grants the
deduction to a man whose wife is incapacitated or institutionalized.

The annual revenue cost of these changes would be $5 million a year. )

(¢) Income averaging—H.R. 8363 provides a practical and uniform solution
to the longstanding problem of the inequitable treatment that a progressive tax
system can impose on individuals with receipts of income bunched in 1 year.
Present law contains a variety of complex schemes applicable to limited
situations.

Under this bill, taxpayers could average the amount of current income in ex-
cess of 133% percent of average income for the immediately preceding 4 years,
provided the excess is over $3,000. The tax on the income subject to averaging
would be five times the tax payable on one-fifth of the amount. Capital gains,
already subject to special tax provisions, are not eligible for the averaging pro-
vision. Neither may the provision be used to reduce the tax which would other-
with be due on wagering gains.

The provision would reduce revenues by $40 million.

(d) BMore liberal ireatment of employee moving expenses.—Under existing
law a transferred employee may generally exclude from his gross income sums
reimbursed by his employer for the basic expenses of moving to a new permanent
duty station. Similar allowances received by a newly hired employee may not

" be so excluded, nor is any deduction allowed to any employee for nonreimbursed
expenses. .

The House bill provides a new moving expense deduction which will be avail-
able under certain conditions to all employees, whether newly hired or trans-
ferred, whose expenses are not excluded from income under present law. The
deduction is allowable In‘computing adjusted gross income, so that employees
who elect the standard deduction may also claim this new deduction. The deduc-
tion includes the reasonable expenses of moving houschold goods and personal
effects and of family travel between the old and the new residence. (The deduc-
tion would not be allowed to a transferred employee who excludes reimburse-
ments for moving expenses under present law.) By allowing this new deduction
for moving expense, the bill removes the discrimination in present law in favor
of reimbursed transferred employes. It would also promote the mobility of
labor and thus enhance employment.

The estimated annual revenue cost is $60 million.

(e) Liberalization of the medical expense deduction for the aged.—Under
present law a taxpayer over 65 may deduct all of the medical expenses of himself
or his spouse except in the case of the cost of medicines and drugs where his
deduction is limited to the amount in excess of 1 percent of adjusted gross
‘income. The bill eliminates this 1-percent floor for a taxpayer aged 65 or over
for the expenses of medicines and drugs for himself or his spouse. The medical
expensed’ of our senior citizens are much heavier on the average than similar
expenses for younger persons and they may often include large amounts for
medicines and drugs. The present 1-percent floor on the deduction wonld also
‘be removed in the case of taxpayers who pay expenses for medicines and drugs
on behalf of aged dependent parents.

The revenue cost of this provision is $10 million,

(1) Liberalization of the deduction for charitable contributions.~—Under pres-
ent law, individuals are permitted to deduct the amount of their contributions
to charitable organizations up to a limit of 20 percent of their adjusted gross
income. Deductions amounting to an additional 10 percent of adjusted gross
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incomo are permitted for contributions to churches, educational institutions, and
.medical and research facilities. Co. . : .

The bill would also make the present limitation more uniform and more
liberal, extending the 10 percent additional deduction to donations to nonprofit
-organizations which are publicly supported and controlled. Such organizations
would include community chests, health organizations such as the Cancer So-
clety, the Red Cross, museums, symphony orchestras, ete. It would not include
contributions to private foundations and trust funds. ,

Although very important to many philantliropic organizations, the revenue
cost of this provision is expected to be nominal.

2, Base broadening and equity

The remaining provisions affecting the individual income tax are ones which
would raise revenue., The measures are vital to the bill, for without the $1
‘biltton they would raise, rate reductions of the maguitude proposed would not
_be possible within the limits of fiscal prudence. Furthermore, thege provisions
‘Improve tax equity, so vital to our system of voluntary compliance, by removing
unwarranted speclal provisions and unnécessary complexities and inequities.

(@) Restriction of the deduction for Stete and local taxes paid.—Under the
single largest base-broadening measure contained in H.R. 8303 the deduction for
‘nonbusiness taxes paid would be Umited to State, local, and foreign income and
real property taxes, and State and local personal property and general sales
taxes, including compensating use taxes, The provision would not affect taxes
incurred in carrying on a business or producing incomne, which would remain
fully deductible, ) ) .
© 'Mhe hil, in effect, prohibits the deduction of State and local taxes on ‘cigarettes,
‘lguor, and gasoline, license fees on motor vehicles and operators’ permits, and
miscellaneous taxes such as admissions or occupancy taxes. Although elim-
inating the deduction for these items will produce a relatively large amount of
revenue, it will have a minor fmpact on the average taxpayer because the burden
18 widely dispersed. : ' ’

TAmiting the deduction for taxes ag provided would be an important step for-
ward in tax equity. Under present law the deductibility of special taxes often
depends on the form rather than the substance of the tax. Cigarette taxes, for
example, are only deductible if they are levied directly on the consumer, or gep-
arately stated and passed on to him at the retail level. As a result, cigarette
taxes are currently deductible for residents of 20 States and are not deductible
in 21 States. Three States have no cigarette taxes,

This provision would simplify preparation of returns because the tayes in
question are typleully estimated on the basis of incomplete records or no records
at all. It would eliminate present confusion over the relation between the legal
form of the tax and its deductibility. The nuprecise nature of the deductions
claimed for these taxes not only makes it ditiicult for taxpayers to derive falr
benefits from the deduction, it also makes it difficult for the Internal Revenue
Service to audit claims, s . C

Certain exclse taxes now deductible are, in effect, payments for special ben-
efits provided the users of speclal facilities. For example, in 1961, 96 percent
of the $3.5 billion collected from State motor fuel taxes was allocated to highway
construction and maintenance. Like the Iederal gasoline tax, which is non-
deductible, these State motor fuel taxes form part of the price for the use of
the highways. In the same manner that toll charges on highways and fees
.paid for the use of State parks are not now deductible, gasoline taxes paid for
the personal use of highways should not be deductible.

This provision of the bill would provide $520 million in additional revenues,
which makes it the largest single base-broadening provision in H.R. 8303.

(b) Repeal of dividend credit and increase of dividend exclusion.—Pregent
law provides an exclusion from taxable income of the first $60 of dividend in-
come ($100 for a married couple where each has 350 or more of dividend income)
and a credit against tax liability of 4 percent of dividends which exceed $50.
The House bill would reduce the tax credit to 2 percent, effective in 1064, and
eliminate it in 1965. The bill would increase the amount of exclusion to the
first $100 of dividend income ($200 for a married couple), effective in 1964.

The House action is necessary to justify the rates adopted for middle and
upper income brackets. The net revenue gain from the House action is esti-
mated at $120 million in 1964 and $300 milifon in 1965. The repeal of the credit
would gain $370 million but would be offset somewhat by the higher exclusion
which would cost $70 miliion. 1 ‘ . 8

The $50 exclusion was enacted in 1054 primarily for the benefit of very small

/
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sharcholders. It presently eliminates completely the taxation of dividends for
2 million filers. The House-adopted $100 exclusion would remove from taxation
the dividends of another 1 million taxpayers. Under the bill, a married couple
would have to have more than $6,000 of stockholdings before their dividends
($200) would be at all taxable, on the basis of tho current average dividend
yleld of 8.2 percent. For the vast majorily of our citizens such an investment
represents a sizable amount.

In addition to the 1 million taxpayers whose dividends will become completely
tax free under the House bill, a further 1 million taxpayers will receive more
tax relief from the additional $60 exclusion (or $100 for a married couple) than
they do from the present 4 percent credit. At a tax rate of 20 percent, for
example, dividends would have to exceed $300 before a single taxpayer would
no longer benefit more from the additional exclusion than the credit, and his
gtockholdings would generally be in excess of $0,875. In the case of a married
couple flling jointly the comparable figures would be dividends of $600 on
holdmgs valued at $18,750.

Iiven for taxpayers with all of their income from (li\'idendq, the loss of the
dividend eredit is offset in practically all cases by the reduction in personal
income tax rates. In the very few cases where this does not occur the increased
dividend payments which corporate income tux reduction will produce, will still
insure an increase in after-tax income. Thus all dividend recipients will be
better off under the bill than they are today.

The 4-percent credit, enacted in 1954, sought to provide relief from so-called
double taxation and to stimulate equity financing relative to debt financing, and
thus promote economic growth., There is no clear evidence to indicate that the
dividend credit increased equity financing and investment. Indeed, the ratio
of equity to long-term debt financing fell from 77.3 percent in 1950 to 72.7 percent
in 1960. Since 1954 the economy’s growth rate has not been fipressive.

As for the double-taxation relief the dividend credit provides, its benefits
acerue to tuxpayers in a very inequitable fashion. For example, as shown in
table 3 of the attached exhibit 3 (under proposed rates), the lowest income
bracket obtains relief from 4.3 percent of the extra burden the corporate tax
allegedly imposes; the highest bracket enjoys a 12.2-percent relief. The exist-
ing dividend credit therefore provides the greatest benefits to high-income indi-
viduals., The 4-point reduction in the corporate tax, however, would remove
7.7 percent of the corporate tax burden from all stockholders—rich and poor.
It is a much more straightforward and fair way of providing investors some
mensure of tax relief,

The revenue gain from the ¥House provision is $300 million.

(¢) The sick pay caclusion~Employees who are absent from work because
of illness or injury and who continue to recelve wages or salaries under employer-
financed wage or salary continuation plans (commonly known as sick pay) under
present law may exclude from income subject to tax up to $100 a week of amounts
g0 received. The wage exclusion is unrelated to hospital or medical costs which
are excluded from income anyway iy ~mployer financed or subject to the medical
expense deduction if paid by the employee. The wage exclusion applies from
the first day the employee is injured or hospitalized ; otherwlae there is only a
7-day waiting period.

As the law now operates, wage continuation payments are very often excluded
from income because of minor illness or injury. <This means an employee who
stays at home because of a slight injury which requires little or no medical care
and still gets his salary or wages may exclude from income up to $100 a week
of his pay. His coworker, similarly injured, but who stays on the job, enjoys
no such exclusion,

The ITouse bill restricts the exclusion to cases of absences due to more pro-
longed and, hence more serious, iliness or injury. The present $100 a week exclu-
sion would continue to apply but only after an employee has been absent from
work for 30 calendar days, whether or not he is injured or hospltalized.

The revenue gain from the House provision would be $110 million.

(d) Minor casualty losses—The justification of the nonbusiness casualty loss
deduction is similar to that for the medical expense deduction. The two adjust
ability to pay for tax purposes to take into account extraordinary, nonrecurring
losses of a type likely to be so large and unexpected that they inflict unusual
hardship on the taxpayer. A certain amount of minor loss or damage is common
to everyone's experionce and should be treated as a part of ordinary living
expenses. The fact that most individuals are prepared financially to meet these
minor losses is well attested by the popularlty of deductible clauses in automobile
insurance policies.

24-532—063—pt. 1——10
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It is estimated that enactment of this provision will increase revenues by $50
million a year,

(e) Group term life insurance and bank loan insurance.—~Present law does not
require employees to include in their taxable income compensation received in
the form of protection provided by employer-financed group term life insurance.
Employers, however, may deduct such premiums as a business expense. This
is the only kind of employer-financed life insurance which is not included in
employee income. Within recent years, widespread use of this exclusion privi-
lege has developed beyond its original purpose. The provision of “jumbo” group
term insurance coverage for high-income executives has become a rather common
method of providing substantial tax-free compensation for services. In some
cases executives have enjoyed, without paying any tax on the premiums, the
benefit of life insurance coverage of close to $1 million, which protects their
families and may substantially augment their estate.

H.R. 8363 would place a dollar limit on the amount of group term life insur-
ance which can be enjoyed free of tax. An employee would be required to in-
clude in income for tax purposes the cost of group term life insurance protection
provided by his employer Lo the extent the protection exceeds $30,000. If the
employee makes contributions toward the insurance, such contributiong will
be attributed to the amount of insurance protection which exceeds $30,000. The
amount to be Included in income may be computed from simple tables con-
structed on a very favorable basis.

The bill exempts retired employees from this provision. It will affect less
than 1 percent of those employees now receiving group-term life insurance
protection from their employers.

Abuses have also developed in connection with arrangements which permit
a taxpayer to purchase a life insurance, annuity, or endowment contract al-
most wholly with borrowed funds. Under such an arrangement the policy-
holder begins immediately to borrow substantial amounts against the cash
value of the policy to pay premiums, and claims a tax deduction for the interest
paid on such loans. The device takes advantage of interest deductibility, while
the corresponding buildup on the reserves in the policy is not currently taxed
and can escape all income tax.

The bill contains a provision which will effectively control these abuses, The
provision is consistent with section 284 of present law, which disallows a de-
duction for interest on indebtedness incurred or continued to purchase or carry
a single-premium life insurance, annuity, or endowment policy. The bill would
not affect the normal use of life insurance policies as collateral for loans.

It is estimated that the two provisions described here will increase revenues
by $15 million a year.

(f) Personal holding companies.—The House bill would curb the use of
personal holding companies to shelter passive investment income and certain
personal service income from-tax at individual fncome tax rates.

Present law permits a taxpayer to shelter such passive income (which in the
case of dividends would be taxed under the House bill at corporate rates as low
as 8.3 percent and not more than 7.2 percent) in a closely held corporation which
has as little as just oever 20 percent of its gross income from an active business.
Since the active business need have no net income, a small investment in a busi-
ness where expenses wash out income can save today as much as 82.5 percent-
age points of individual tax on sheltered portfolio investments. The House bill
increases to just over 40 percent the proportion of gross income required to be
derived from an active business to avoid personal holding company status. It
algo tightens the definition of personal holding company income in the areas
of rentals, royalties, and capital gains to outlaw devices that have been fre-
quently used to shelter portfolio investment income.

The House bill affords generous relief provisions to permit companics ad-
versely affected by the changes to adjust their affairs,

The revenue gain from the changes in taxation of personal holding companies
is estimated at $15 million.

(9) Qifts of future interests—The bill denies the charitable contribution
deduction in the case of certain gifts of fnture intersets which involve tangible
personal property. This provision, for example, would prevent a taxpayer from
claiming a charitable deduction in the year in which he donates some item of
tangible personal property, most frequently paintings or other art objects, to a
charitable institution such as a musewn, if he continues to retain possession and
enjoyment of the property for a period ofher than that of his life or the life of his
spouse.- In thege cases the deduction will only be permitted when the property
is actually transferred to the receiving institution,

The revenue gain from this provision is nominal. .

I8
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B. THE CORPORATE INCOME TAX

1. Multiple surtam ewempition

Certain structural changes are essential to limit the benefits of lower normal
tax rates to their intended purpose of aiding small businesses. Many large
enterprises are exploiting the competitive advantage designed for small busi-
ness by operating through multiple corporate units and obtnining numerous sur-
tax exemptions of $25,000. Exhibit 18 {llustrates cases where several hundred
outlets of the same business were separately incorporated, thereby often sub-
stantially reducing the effective rale of tax for the business. As a result of this
practice the Federal income taxes of these businesses are appreciably below those
paid by competitive enterprises of a comparable size which operate through a
single corporation. They are at the same time endangering the continued exist-
ence of the small, independent firm by this tax advantage. Since the proposed
change in corporate rates would provide even greater relative tax advantages,
effective measures are vrgently needed to restrict the use of the surtax exemp-
tion by multiple eorpovate groups under the same ownership and control,

Continuatior. of tax benefits to multicorporate enterprises cannot be con-
doned simply because in some cases they were formed for valid business and legal
reasons rather than for tax avoidance. That tax benefits may not have been the
main or only purpose in these cases should not be allowed to obscure the fact
that the tax benefits of multiple surtax exemptions are very substantial and are
not warranted by the underlying purpose of the surtax exemption. These multi-
corporate groups do not expericnce financial impediments similar to those ex-
perienced by the small corporations which the surtax exemption is designed to
aid. TBven where for legal reasons separate incorporation of the units may be
required, the economic and financial resources of multicorporate groups are equal
to those of its combined members or a comparable large single corporation, Hence
it is paradoxical that a feature of the tax law designed to aid small firms serves
to enhance the financial well-being and strength of their large multicorporate
competitors.

The bill meets this problem by imposing additional taxes on the taxable income
of affiliated corporations that do not flle consolidated returns and elect to retain
multiple surtax exemptions. The additional tax rates would be 6 percent on the
first $25,000 of income.

Although the provision does not fully eliminate the unwarranted tax ad-
vantages of multicorporate organizations, it generally precludes increasing those
advantages through the proposed reduction in the normal tax rate designed to
assist independent small business.

Enactment of these proposals would add an estimated $35 mlmon to tax
recelpts.

2. Two-percent ta® on consolidated retums

Affiliated corporations filing consolidated returns are now subject to an addi-
tional 2-percent tax on their consolidated net income. The House bill provides
for the repeal of this additional tax,

Repesal of the 2-percent tax is consistent with the treatment of afiliated corh
porations as an economic unit. Its repeal, therefore, should be contingent upon
the adoption of the proposals concerning multiple surtax exemptions for com-
monly controlled corporations. Elimination of the 2-percent tax on consolidated
returns will then facilitate the transition of multicorporate structures to more
rational taxation and permit the lower rates on small business.

Enactment of this provision would reduce Federal revenues by $50 millfon.

8. The aggregation of oil and gas properties

Prior to 1954, taxpayers were permitted to combine certain mineral deposlts
in a tract or pnrcel of land for the purpose of computing the net income limita-
tion on the deduction for percentage depletion, This practice did not work
satisfactorily in the case of some hard minerals, such as coal, and the law was
amended in 1954 to permit other forms of property grouping if the properties
were in one “operating unit.” While the change was brought about by the
problems of the hard mineralg industry, it was also made applicable to the oil
and gas industry although that industry did not request any change. 'The
.grouping practices that have evolved in the oil and gas industry as a consequence
of the 1954 legislation have been used to minimize taxes in a way that does not
seem to have been contemplated by the 1954 legislation and does not accord
with sound and ordinary business practices in the industry. It is these un-
-desirable grouping practices induced by the 1084 legislation that should be
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curbed. A company able to select and combine high cost with low-cost properties
located over wide geographical areas, including some propertiey and excluding
others as best suits its tax pleture, can readily circumvent the application of
the 60-percent net income limitation. The excess net income from profitable
properties is used to increase the lower net income or losses on other properties
with the result that none of the properties is affected by the 50-percent limitation.
As a result larger percentage depletion allowances may be taken.

In general, H.R., 8363 restores the pre-1054 rules governing the grouping of
operating mineral interests in the case of oil and gas properties for taxable
years beginning after December 31, 1063. It provides that oil and gas operators
may elect to maintain separate deposits as separate properties or may combine
gome or all deposits falling within a single tract or parcel of land. It also
provides that interests participating under a unization agreement will be
treated as one property even though included in different tracts of land.

Primarily larger operators with widely scattered holdings will be affected
by the aggregation proposal. The information available to the Treasury indi-
cates that most small operators in the oil and gas industry have not used the
broad aggregation rule and thus would not be affected by its elimination. For
instance 90 percent of this provision’s estimated revenue gain (of $40 million)
is attributable to the 32 largest producers. The aggregation proposal does not
affect producers of minerals other than oil and gas.

V. CAPITAL GAINS
A. BABYO PROVISIONS

Under present law 50 percent of the net capital gains of individuals on assets
held more than 6 months are includible in income subject to tax at the regular
raes, except that the tax may not exceed 25 percent on such net gaing in any
event. Thus the general rate reduction of the House bill automatically reduces
the tax on long-term capital gains for all those below a 50-percent marginal tax
rate, at which point the 25-percent ceiling takes hold. Under the House bill
this marginal rate starts at $44,000 of taxable income for a married taxpayer
instead of $32,000 under present law,

The House bill provides a further reduction for assets sold after a 2-year
holding period. Only 40 percent of the gain on such assets would be included
in income instead of 50 percent and the maximum tax would be 21 percent
instead of 20 percent. Capital gains on assets held more than 6 months but not
more than 2 years would continue to be includible at 50 percent with a muximum
tax of 25 percent. The so-called statutory capital gains—income not truly
derived from the sale of capital assets, such as lump-sum distributions from
pension plans, gain on cutting of timber inventories and the like—would remain
in the 50-percent inclusion-25 percent maximum rate category. For those tax-
payers not using the alternative rate—97 percent of all tax returns with capital
gains—the combination of the reduction in the inclusion factor and the lower
ordinary income rates affords a 35-percent reduction fn tax on capital gains as
opposed to a 19-percent reduction on ordinary income.

These capital gain provisions of the House bill are unacceptable, They pro-
vide a rate reduction which will largely benefit our wealthier citizens without
treating a concomitant problem of equity in capital gains taxatjon, namely that
gaing which are unrealized at the time of death are never subject to income
taxes. A man who accumulates an estate from salary or dividends, or business
profit, pays income tax on the accumulation during his lifetime and then if the
estate is large enough, his estate may be liable for estate tax when he dies.
"}‘hg isnme is true of a man who builds up a valuable business and sells it before

e dies. . ,

However, the individual who holds appreciated assets until death, as well as
his heirs, escape all income and capital gains tax applicable to their gains, since
the tax cost or basis to the heir is stepped up to the value of the property in
the gross estate of the decedent. This situation is not only a special benefit to
owners of capital assets, but it seriously *“locks-in” capital holdings. Indeed,
it may be a principal cause of the “lock-in” problem for which other remedies are
suggested. Older taxpayers frequently feel they “can’t afford” to sell appre-
cinted capital assets when they know that the capital gains tax can be com-
gleitely avoided by keeping tho asret in their hands and then passing it to their

eirs. )

The President specifically stated in his tax message last January that no
reducation in the capital gains rate of tqimtion is justified unless a tax is imposed

!
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“at eapital gains rates on all net gains acerued on capital assetq at the time of
transfer at death or by gift.” The Ways and Means Committee had substituted
a tentative provision for carryover of a decedent’s basis at death which was
reasonably satisfactory, since it meant that the capital gains tax on the before-
death appreciation would be paid@ when the property was sold by the heir. At
the last moment, however, the Ways and Means Committee decided to delete the
proviston because it was dissatisfled with the language presented to it and wanted
more time to work out technical details. Without a provision either for carryover
of basis or for taxation at the time of transfer at death, the capital gaing rate
changes should be deleted from the House bill and the entire matter put over
until the problem can be solved as a whole. Without closing the escape hatch
by which our wealthier taxpayers can avoid all taxation on substantial amounts
of capital gains, there is no justification for a reduction in rates of primary
benefit to such taxpayers. The present 50 percent inclusion factor and 25 percent
ceiling provide enough of an advantage for those whose income is derlved from
profits on the sale of capital assets. Moreover, since the House provisions involve
a three-step arrangement of capital gain inclusions and two maxjimum rates,
thgy seriously complicate the capital gain portion of the tax return and of the
code.

The deletion of this feature would lower the longrun annual revenue loss by
about $140 million. We would, however, have to forgo a temporary 2-year
increase in revenues during fiscal 1965 and 1966, which had been foreseen because
of the initial one-time “unlocking effects” of the reductions in capital gain tax
rates. These revenue effects are shown in detail in table 6.

B. OTHER CAPITAL GAINS PROVISIONS

1. Gaing on the sale of depreciable real estate

The House bill deals with the sale of real estate at a gain after the tax-
payer has taken advantage of the accelerated methods of depreciation allowed
under present law. (The provision is necessary Lo curb the single most serious
abuse that has arisen in the sale of real property—the conversion of ordinary
income to capital gain by early sale after use of fast depreciation. Under the
bill, if a building is sold within 1 year after its acquisition, any gain up to
the amount of post-1963 depreciation taken on the building is to be treated as
ordinary income. If the building is sold during the first 8 months of the second
year, gain is to be treated as ordinary income to the extent of the excess of
depreciation taken over straight-line depreciation. Beginning with the 21st
month after acquisition, the excess of actual depreciation taken over straight-
line depreciation which 1s to be treated as ordinary income will be diminished
by 1 percent per month, After 10 years, any gain will be treated as a long-term
capital gain except that major fimprovements are to be treated as having a sepa-
rate holding period. S : . H T

It is estimated that this provision would increase revenues by $15 million a
year, , S

2. Stock options

The House bill imposes certain new limitations on the capital gains tax treat-
ment of benefits arising from executive stock option plans. First, the bill pro-
vides that stock purchased pursuant to option must be held for & period of 8
years following the exercise of the option, if the spread between the market value
at the time of exercise and the option price is to be treated as a capital gain.
Under present law, the stock need be held only 6 months after exercise or 2 years
from grant. This has encouraged quick sales and speculative profits, contrary
to the incentive purpose of the stock option provisions.

" Next, the bill provides that an option may be outstanding for no more than b
years (instead of 10 as under present law) to qualify for special treatment, and
if the price of the stock declines in this period, the option price may not be
reduced. These provisions will encourage the early acquisition of a proprietary
interest by the employee and will insure that the employee will only profit at
times when the price of the stock is higher than at the time of the original grant.

The bill also provides that the option must be issued at 100 percent of market
value, not at some level below market value as under present law. Also, with
the exception of corporations whose net worth is'l¢ss than $2 million, no em-
ployee who owns 5 percent or more of the stock in a corporation will be eligible
for capital gains treatment on stock option benefits. There is no need to provids
an ownership incentive for employees who are already substantial stockholders.
Others provisions are set forth in the report accompanying the House bill.” - -
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The bill continues the treatment of present law in the case of nondiscriminatory
employee stock purchase plans. The revenue effect of the stock option provisions
will be nominal.

8. Intcrest on deferred payments

The bill contains & provision which will curb abuses in cases in which assets are
sold by means of deferred, or installment, payments. At present, when the
interest in installment payments is shown separately, it is taxed as ordinary in-
come to the seller and is deductible by the buyer, Iowever, the seller may
convert the interest payments to capital gains by simply failing to specify the
interest as a separate component of each installment and calling the payments
noninterest bearing. Frequently the designation of interest is immaterial to the
buyer, who may deduct the whole purchase price anyway as depreciation, or may
be tax exempt.

The bill provides that if the sales contract does not &pecify an adequate amount
of interest, a part of the proceeds will nevertheless be treated as interest and will
be taxed ag ordinary income. The provision will not apply to annuities or to
patent royalties.

The revision will not have any appreciable revenue effect.

%. Gain on the sale of @ residence by an older tawpayer

H.R. 8363 exempts from income subject to tax certain gains arising from the
sale or exchange of a residence by an individual who has attained the age of
65. Aged persons could exclude completely any gain from the sale of thelr
principal residence if the sales price of the house is less than $20,000. If the
sales price is higher than $20,000 a percentage of the gain can be excluded from
the income equal to the ratio of $20,000 to the actual sales price. The taxpayer
must have used the property as his principal residence for § out of the preceding
8 years and may not have used the provision previously.

This provision would reduce revenues by $10 million a year.

8. Iron ore royalties
The bill would include iron ore royalties in the class of items which, though
involving ordinary income receipts, are however to be taxed at lower capital gains

tax rates.
This provision will reduce revenues by $5 million a year.

6. Indefinite loss carryover

Present law permits an individual to deduct up to $1,000 of net capital loss
from ordinary income in a given year, and to carry a larger capital loss over
for a period of § years., As part of our proposed capital gains revisions, we
proposed that the $1,000 annual carryover be indefinite in duration. The House
bill accepted this proposal. Although I have indicated our objections to the
capital gains tax reduction features of this bill, I believe this indefinite loss
carryover should be retained. This benefits mainly small investors and property
holders who do not have capital gains againgt which they can fully offset
major losses. It would reduce revenue by $30 million a year.

VI. AMENDMENTS TO THE REVENUE Acr oF 1902

This bill also contains several provisions designed to improve or clarify the
appllcatlon of the investment credit adopted in 1962,

A, DEPRECTATION ADJUSTMENRTS FOR THE INVESTMENT TAX OREDIT

As a result of legislation approved by the Congress last year, tax liabilities
of business firms in general are reduced by an amount equal to 7 percent of
their outlays for new equipment, Annual tax savings for each firm may amount
to as much as the first $25,000 of tax liabilities plus 25 percent of the excess.
However, the business must reduce the depreciation basis of the assets required
by the amount of the credit. This requirement has led to a number of unfore-
seen accounting and administrative difficulties for both taxpavers and the In-
ternal Revenue Service, The effectivenegs of the credit has also been sub-
stantially reduced by the basis adjustment requirement.

H.R. 8363 eliminates the reduction in basis so that the heneﬁts of the in-
vestment credit would not be reduced in the future, and so that the impairment
already encountered would be recouped. The bill repeals the reduction in
basls requirement for assets placed in us¢ after June 30, 1963. It also provides
that the amounts deducted from basis before July 1, 1863, may be added back

‘
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to basis as of the beginning of the first taxable year of the taxpayer which
begins after June 30, 1963.

This provision is appropriately included in this bill, which is directed at im-
proving the performance of the economy. The investment credit stimulates in-
vestment by reducing the net cost of acquiring depreciable assets, thereby in-
creasing the all-important rate of profitability on a given investment outlay.
The requirement that the basis for depreciation of assets be reduced by the
amount of the credit taken cuts the inducement to new investment provided by
the credit almost in half. When an investor appraises the profit potential of
a new investment, he views taxes on income as a cost which reduces the net
return. Whereas the tax credit reduces this tax cost and increases profitability,
the resulting reduction in the depreciation base partially offsets the effect of
the credit by reducing the amount of the depreciation which may be taken
and thereby increasing the taxable income from the investment.

At corporate tax rates of 48 percent, repeal of the basis reduction provision
will almost double the incentive provided by the present tax credit. By reducing
business taxes it will increase the profitability of new investment and encourage
the more rapid expansion and modernization of existing facilities. It will there-
by give an important stimulus to economic growth.

Repeal of the reduction-in-basis provision will also eliminate a number of
administrative problems and bookkeeping detalls which have burdened so many
taxpayers, especially small businesses. Ior example, in most States taxpayers
are not required to reduce their depreciation basis to reflect the investment tax
credit when computing income for State tax purposes. Consequently, taxpayers
in these States are now required to keep two different sets of accounts in which
their various assets have different bases. In addition, the basis reduction com-
plicates the computation of earnings and profits, the pricing of defense con-
tracts, and the bookkeeping requirements of regulated companies. Finally, the
fact that the basis reduction immediately reduces depreciation even in those
cases where the taxpayer is not able to use the credit can result in a net det-
riment to the taxpayer until he can use the credit.

It ig estimated that this provision will result in decreased tax liabilities of
$145 million in calendar year 1964 and $185 million in calendar year 1965. Esti-
;ne!:gf‘l reductions in fiscal year receipts are $15 million in 1964 and $145 million
n 1905, .

B. OTHER TECHNICAL OHANGES

The bill also makes three other changes in the investment credit,

(1) It extends the credit to new escalators and elevators installed after July 1,
1063. At the same time, escalators and elevators disposed of after December 31,
1963, are made subject to the depreciation recapture provision adopted in the
Revenue Act of 1962, These provisions will reduce revenues by $10 million.

(2) It provides that a lessee from a distributor may base his investment credit
on the fair market value of the leased property rather than the lessor’s cost. A
lessee from a manufacturer may use fair market value under the present law.

(3) It expresses the intent of the Congress in enacting the investment credit
as to its treatment by Federal regulatory agencies in setting rates for consumers.

CoNCLUSION

In conclusion, My, Chairman, I wish to emphasize the urgent need for prompt
action along the lines suggested by this bill to reduce taxes and strengthen the
economy. We can no longer delay decisive action to restore the full measure of
economic vigor, both because of the seriousness of the unemployment problem at
home and because of our balance-of-payments problems. Reduced tax rates and
the structural revisions adopted for equity purposes will increase the reward for
effort, enterprise, and risk taking and will thus enhance individual initiative and
stimulate investment. These factors will provide the needed spur to full employ-
ment and a faster rate of economic growth.

The revenue loss incurred in the first few years because of thig bill will be only
temporary. In combination with the program of strict expenditure control an-
nounced by the President, the stimulating effects of tax reduction on the emonomy
gh(()]uld produce suflicient revenue gains in the future {o enable us to balance the

udget.

It is essential to the well-being of the Nation that every effort be made to com-
plete action on this bill before the end of the current year. The encouraging
expansion of economic activity which has occurred thus far during the year is no
doubt in part the result of favorable speculation regarding tax reduction. Fail-
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ure to act on this bill might produce adverse psychological reactions throughout
the country which would check the growth of our economy. The Nation has
waited too long for relief from the stifling burden of excess taxes. Although the
problems placed upon Congress and this committee are many and pressing, noth-
ing is more important to the health of the Nation than decisive and prompt action
along the lines provided by this bill.

TABLE 1.—Comparison of individual income taw rates under present law and
under the revenue bill of 1963

Taxable income bracket (in thousands of dollars) Revenue bill of 1063
Present
rates
Single person Married (Joint) 1964 rates 1965 rates
Percent Percent Percent
0to 20 16. 14
1to 20 16.5 15
2to 20 17.6 16
3to 20 18.0 17
4 to 22 20.0 19
8to 26 23.6 22
12t 30 27.0 26
16t 34 30.5 28
20 t 38 34.0 32
43 37.6 28
47 41.0 39
50 44.5 42
53 47.5 45
56 50. 5 48
59 63.5 60
62 56.0 63
65 58.5 58
69 61,0 53
72 63.5 60
K 66.0 63
78 68.5 [
81 71.0 68
84 73.5 68
87 76.0 69
89 76.5 70
90 76.6 70
91 77.0 70

Source: Office of the Becretary of the Treasury, Office of Tax Analysis, Oct. 3, 1963,

TapLe 1A.—Comparison of schedules under present law and under the i'ebeﬁue
bill of 1963

Taxable Income bracket (in thousands of dollars) Revenue bill of 1063
Present law
S . , rate ’ ) }
Single person Married (joint) (porcent) TRate Porcent of
. . (percent) | present rate
0to 0.5. 20 14 70
05tol . 20 16 75 7.5
110 1.5 cccaececcmaiacaa 20 16 80
1.56t02...... 20 17 85
2tod....... ' 22 : 19 86 «
4100 26 .22 85 . |
6to8.. 30 2 83 N
8to 10. 34 2 © 83 v
38 32 84 'y
43 36 84
47 30 83
650 42 M
53 45 86
56 48 88
59 50 85
2 53 8
82 to 38... 65 b5 85 .
69 58 84
4 to 2 60 83
800 60 100t0120.. .o 2o il llllD 75 ;7] 83
8010 70 12040 140. e cieeccrmmanmmanen 78 64 52 .
7 to80 140t0 160...2_2.00 81 ] 1
80to 160 to 180... 84 [i3:} . 81
87 (] 79
- 89 70 79 -,
90 70 .78
01 70 v
il
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TABLE 2.—Revenue bill of 1968—H.R. 8363: Bstimated decreaae in revenue® (—)
and increase () (before feedback) or provisions* of bill

fIn millions of dollars]

Calendar yesr 1064 Calendar year 1965
Habilities liabilities 3
. Indi- | Corpo-| Total | Indi- |Corpo-| Total
H vidual | rate vidual | rate
A, 1963 tax program:
Rate changes.. wssmmccveccmasmuonan ~6,310 |~1,320 |—7,630 |—9,470 {—2,190 |-11,660
Structural changes:
(a) Revenue raising:
. Group term insurance... +5
. Bank loan insurance.........-- 2 5 3 [
3 Sick pay exclusion. N 4110
4, Deduction of personal taxes....| 520 |........
6. Césualty loss deduction........ 450 [eaccaenn
6. Aggrlcgatlon of mineral prop- 410
7. Persona'l'ﬁai&iﬁ{;’é&iﬁb&'ﬁl&i’.ﬁi ST
8. Repeal of dividend credit and
increase in exclusion. ........ B b:J1 2 —
9, Multiple corporation penalty +35
aX_ ... -
10. Gifts of future interest. (]
Total, revenue raising........ +826 | 475
(b) Revonue reduclng.
11, Medical expense deduction_...} ~10|._..._._
12. Child care allowance...-....... =0 feeaaann
. 13, Moving expensés. —60
14, Income averaging.. .. -ccuo..... —40 | ..o -
15, Minimum stmdard deduction.| ~320 |_.......
16. Repeal 2-percent tax on con-
solidated returns....... enen]|counzuan —50
17, Charitable deductions. ........ * PRI
Total, revenue reducing.- -... —435 -50

Total, structural changes....| -390 +28 | —415| 4576 +28 +4-600

Total, rate and structura! :
chauges, 1963 tax program..|{ -5, 920 {—1,295 |—7,215 | 8,895 |—2, 185 |—11,060

O?pl(ta)l gains revision (lncludlng induced ef-
ec!

1. Unlocking of capital galns from general
rate reduction. 4130 4130 | 4130 |.caueea| 130
Yercent tnclusion and 21 percont
aximum rate. 4210 4210 +80 focmenaie 80
3. Bale or exch of roal estate. Q) (40 TR (A +156| 3418
4. Carryover of losses, -30 -30 =30 loceecnan

8. Sam or resl dences by taxpayers aged 65

6. Ca ltal galns treatment of iron ore roy-
tles. -5 gt ] PP -5 -5
7. 8tock optlons *) *) () Joeveaeee]
Total, capltal gains r6vislon.ccceuecana| +-300 ~6| +205| 4170 10| 4180
Total, 1063 tax program... cecaes|=5,620 |—1,300 [~6,020 {~8, 725 |—2 185 |—10, 880
B. Revision of 1962 lpglslation:
1, Repeal of requirement to reduce basis by
investment credit......... —20f ~126| -—145 -25 1 =160 -188
2, Allow lnvest.ment credit for elovators and. '
-10 10 [cvcaenaf =10 -~10
Total, revision of 1962 legislation........ ~20| ~135{ ~185 -261 =170 ~105
c. Total, revenue bill of 1063...nveececeea..|—5,640 [—1,435 {—7,075 |8, 750 |—2, 325 |~11,075

! At levels of income estimated for the calendar year 1963,
9 As reported by the Ways and Means Cominittee.
8 Long-term effect except for ca gains. Certaln provisions would be dlﬂerent for actual 1965. Bank
loan insurants. would be +36,000 und sale or exchange of real estate, -+-$5,000,



TABLE 3.—Revenue bill of 1963—Change in tazx liability resulting from rate and structural changes ! for individuals

Structural changes
Adjusted gross income class Rate Group Dividend| Medical Mini-
(in thousands of dollars) change term | Sick pay | Limita- | Casualty| Personal | credit care Child mum
and exclu- tion of loss holding and dedue- care Moving | Income |standard | Total Total
other sion deduc- | deduc- com- exclu- tion allow- | expenses |averaging| deduc-
insur- tions tion panies sion ance tion
ancs
1In millions of dollars
] 5 10 ] (] @ [Q] @ @ —170 ~155 =555
Q@ 20 50 5 ® 10 [0} -5 -15 —100 —~35 —1,055
@) 85 220 25 ?’) 30 ® ® -25 @ —50 +255 -3, 650
@) 25 130 15 ) 50 @ @ -15 -10 +195 -2,090
5 5 60 5 ® 85 -5 ®) -5 =20 faecooaeeee 4130 -1,020
10 ® 50 (©] 15 125 -5 [©] ® -10 +185 ~525
110 520 50 15 300 -~10 -5 -850 -—40 —320 +575 ~8.805
Change as a percent of present tax
0 -27.8 ® 0.3 0.7 @ &) @ @) @ [©) -11.7 -10.7 -38.3
3 ~25.3 (g .5 1.2 0.1 ® 0.2 [} -0.1 —0.4 ool -2 3 —-.9 —26.2
5 -21.3 E .3 1.2 .1 ® .2 () ® -1 &) -3 “+1.4 —19.9
BURZ. P 1 I —— -18.0 3) .2 1.0 .1 ) .4 [0} (&) -1 -=0.1 <+1.5 —16.4
20 to 50. -17.0 0.1 .1 .9 .1 @) 1.3 -1 (&) —-.1 =3 Jemacaaaaa -+1.9 —15.1
50 and OVer_ cuoavemcmoccamacean -17.0 .2 ® L2 [0} .4 3.0 -1 @ @ -2 +4.4 —12.8
Total. oo cemmcmnaaas -20.0 ® .2 1.1 .1 ® .6 ® ) -1 -1 -7 “+1.2 —18.8

1 Exluaing
than 52,500 %%sr 0.05 percent.

0ST

€961 JO IOV HANIATY
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TaBLE 4.—Revenue bill of 1963-—Distribution by adjusted gross income class of
the full year effect of all tax changes* directly affecting individuals -

Number Tax Effect of revenue bill of 1963 Total
Adjusted gross income class | of taxable | lability tax under
(in thousands of dollars) returns under revenue
(millions) present Rate Structural Total bill of
law change changes 1963
In millions of dollars
9.7 1,450 —400 ~155 —555 895
10.6 4,030 -1,020 ~35 --1,055 2,976
22.9 18,300 -3, 905 255 -3, 650 14,650
6.7 12,710 —2,285 4195 -2,090 10,620
10 ) —1,150 4130 —1,020 5,740
.2 4,170 =710 +185 —525 3,645
51.0 47,420 —9,470 +575 -8, 805 38,625
Percent distribution by income class
19.0 3.1 4.2 —27.0 6.2 2.3
20.6 8.5 10.8 -6.1 1.9 7.7
4.9 38.6 41.2 4.3 41.0 38.0
13.1 26.8 24.1 33.9 2.5 27.6
2.0 14.3 12.1 22.68 1.5 14.9
.4 8.8 7.5 32.2 5.9 9.6
100.0 100.0 100.0 100.0 100.0 100.0
Percent of tax lability under present law
100.0 —27.6 ~10.7 —-38.3 61.7
100.0 —25.3 -9 -28.2 73.8
100.0 ~21.3 +1.4 -~19.9 80.1
100.0 -~18.0 il. 5 —-16.4 83.6
100.0 -17.0 1.9 -16.1 84.9
50 and over. 100.0 -17.0 +4.4 —-12.6 87.4
Total 100.0 —20.0 +1.2 ~18.8 81.2

1 Excluding capital gains,

TABLE 5.—Revenue effect® of reducing corporate normal taz to 22 percent a

combined rate to 48 percent

Normal-tax to 22 percent
and combined rate to 48
. Number of | Computed percent
. Surtax net income class- taxablo tax lability,
corporations |(presentrates
millions) Amount of Porcent
reduction reduction
(millions)
0 to $25,000 467, 500 $874 $223 26.7
25,000 to $50,000, , 000 630 126 .
,000 to $100,000. ——— 25, 000 759 94 12,4
3100 000 to $1 600,000 25, 500 3,427 . 209 3
1,000,000 and over.. ) 4,000 18, 864 1,438 7.7
b2 11 7: ) P 576, 000 24,360 2,190 2.0

1 At 1963 lovels of income.

1 Excluding capital gains presently taxed at the alternative rate,
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TABLE 6.—FEffect of the House bill—50-40 percent inclusion, 21 percent alterna-
tive rate provision for 1964, 1965, 1966, 1967, and longrun ta» liabilities

[In millions of dollars; calendar years 1]

- 1964 1965 1966 1967 | 1968 and
. ' s long run
Direct effects of reduced inclusfon percentage and
lower maximum rate. -230 —230 ~230 —220 -230
INDUCED EFFECTS -
1. Unloekir;g of cagl}al galnlswtrornt lreducted inclusion 4520 +82% +195 150 10
reentagoe and lower alternative rate. ... .._... 2
2. Dgferml effect on gains between 6 months and 3 + +
years. -~80 ~10 -10 -10 -10:
8 Total induced effects. +440 +310 +185 +140 +90
Total effects..... +210 +80 —45 -9 —140

1 8inco the table shows tax Habilities incurred in calendar years, the numbers shown also constitute good
estimates of receipts for the following fiscal years; e.g., the —$45,000,000 total effect figure for calendar year

1966 equals the fiscal year 1967 revenue.

. 'TABLE 7.—Effective rates of tax applicable to capital gains

, Taxable income brackets

Gains of salo of assets held—

i
' Present law Revenuo bill of 1063
Single person Married (Joint) Less than| 6 mouths [Less than| 6 months |2 years or
) . + |6months| or more |6months |to2years!| more?
7

,  Thousands of dollars percent
0t005.... 0tol 20 10.0 14 7.0 5.6
03t01 1to2 20 10.0 16 7.5 6.0
1to L.b. 2t03 20 10.0 16 . 80 6.4
1.6 to 2. 3to4 20 10.0 17 8.5 6.8
2to4... 4t08 - 22 1.0 19 9.5 7.6
4t06... 8to12 26 13.0 22 11.0 8.8
6to8... 12to 16. - 30 15.0 25 12.5 10.0
8to10. 16 to 20. 34 -+ 17.0 28 14.0 11,2
10 to 12 20 to 24. —e- 38 19, 32 16.0 12.8
12to 14 24 to 28 43 21.6 36 18.0 14.4
14to 16... 28 to 32, - 47 23.5 39 19.5 15.6
16to18_. 32 to 36, 50 25.0 42 21.0 16.8
18 to 20. i 36 to 40. .- 53 25.0 45 22.6 18,
20to22.. 40 to 44. 56 25.0 48 24,0 10.2
22 to 26. 44 to b2. 59 25.0 50 25,0 20,0
28 to 32, 82 to 64 62 25.0 53 25.0 21,0
32to 38. 64 to 76. 85 25.0 &5 25.0 21.0
38tod4.. 76 to 88, 60 25.0 58 25.0 21.0
44 to 0. 88 to 100 . 72 25.0 60 25.0 21.0
BOL060. ceanennntnmannanaa] 100 t0 120 eevmeeeann 5 25.0 62 25,0 21.0
60 to 70. 120 to 140. - 78 25.0 61 25.0 210
70 to 80...... R, 140 to 160. ..... . ——— 81 25.0 66 25.0 21.0
80 o0 90.. 160 to 180...... carvoceues 84 25.0 88 25.0 2L0
90 to 180 to 200, 87 25.0 69 25.0 2L0
300 t0 150 - cueenncnnanen ] 200 £0 300..cceremvunnnnan 89 25.0 70 25.0 210
150 to 200. 300 to 4 90 25.0 (] 25,0 21.0
200 and OVer.aeeecnsanna..| 400 and over.....eea-e... o1 25.0 70 25.0 21.6

g +

1 50-percent {ncluston. This column slso roflects the effective rato on capital gains beyond a 2-year perlod

if tho 50-percent inclusion and the maximum 23-percent tax rato of the prosent la

capital gains features of the House bill.
40-percent inclusion. .

w is rgtuined in licu of the
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Echibits

Revenue bill .
Exhibit No. Description

[
section No.

112 | The minimum standard dedaction.

122 | Current taxpayment for corporations, .

201 | The dividend credit and exclusion. :

205 | Modification of sick- Pay exclusion. f

207 | Denial of deduction for certaln State and local taxes,

213 | Abuses of interest deduction when ap lndlvldual uses porrowed monsy to

’ urchase a life Insurance policy.

214 | The tax treatment of employee stock optlons. -

216 | Personal holding companies.

217 | Grouping of oil and fus ropertles

219 'I‘watment o( c Ita and losses, |

220 &) ters CL

221 [ncome uveragln

223 | Multiple mwrporatlon
.| Burden tables, v

Exnisir 1
THE MINIMUM STANDARD DEDUOTION .

Present treatment of deductions

To compute taxable income, a taxpayer subtracts the value of his exemptions
‘and the amount of his allowable deductions from his adjusted gross income. Sub-
Ject to the limits imposed by the law, taxpayers may itemize their individual
deductible expenses to determine the total amount of their deductions. As an
alternative to itemization, the taxpayer may elect the standard deduction. * Under
present law this deduction is 10 percent of the taxpayer’s adjusted gross income
or $1,000, whichever is less. The maximum standard deduction is limited to $500
on the return of a married person who files a separate return,

House bill

The House bill provides a minimum standard deductlon equal to $300 plus
2100 for each exemption after the first. Like the present standard deduction, the
minimum standard dcduction would be limited to $1,000. In the case of a
married person filing a separate return the minimum standard deduction would
be $200 plus $100 for each exemption after the first up to a limit of $500.

Under the bill a single person would be entitled to a minimum deduction of
$300, regardless of his income., A married couple without children would have &
minimum deduction of $400. A married couple with two children would have a
minimum deduction of $600. A married couple, both over 65, would have a mini-
mum standard deduction of $600. The minimum standard deduction would be
;)t benefit in cases where it exceeds 10 percent of the taxpayer's adjusted gross
ncome.

Tax relief for persona with low incomes

The minimum standard deduction would provide tax savings of $320 mlllion
at the 1965 tax rates provided in the House bill. More than 84 percent of savings
would go to persons with incomes of less than $5,000. An estimated 8.3 million
persons with incomes of less thab $3,000 would receive tax savings of $170
million, or more than one-half of the total. The minimum standard deduction
constitutes a very iniportant component of the tax bill for persons with incomes

-of less than $3;600 who are not in a position to gain very much from a reduction
-in tax rates.
Nearly 3 million pérsons with adjusted gross incomes between $3,000 and $5,000
- would receive tax savings totaling $100 million, or 31 percent of the relief granted
by the provision. The remaining $50 million of tax relief would go to 2.1 million
- families with incomes of more than $5,000 but less than $10,000.
Under the bill a single person who uses the standard deduction would not have
- tax to pay unless his income exceeds $900. At the present time a single person
" with an income of $900 who uses the standard. deduction incurs an income tax
lability of $44. He becomes liable to tax when his income exceeds $667.

A married couple would not pay taxes under the bill if their adjusted gross

income were less than $1,600. Presently they pay tax when thelr income exceeds
. $1,333, and they have a tax bill of $50 on earnings of $1,600. If the couple had

v
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two children, they would not become taxable under the bill until their income
reached $3,000, a level of income at which they presently pay a tax of $65.

Eficient way to grant tax relief to low-income familics

The minimum standard deduction would grant tax relief to 13.4 million families
with relatively low incomes without greatly reducing the overall tax base., The
benefits of the House provision would go primarily to persons with low incomes.
Persons with high incomes would find the provision of no benefit.

Equivalent relief to low-income taxpayers granted in the form of an increase in
the personal exemption would involve a much greater los of revenue and would
provide the greatest tax savings where they are least needed. It is estimated
that an increase in the personal exemption from $600 to $700 would cost $3 bil-
lion in tax revenue at current tax rates. At rates in the House bill the cost
would be $2.6 billion.

An increcse in the personal exemption would benefit all taxpayers and not just
those with low income. Almost three-fourths of the $3 billion tax savings (at
current rates) would go to those with incomes over $5,000. This accounts for
the large revenue cost of an increase in the value of the exemption. All tax-
payers would be able to increase their exemptions, and upper income taxpayers
would enjoy larger tax savings than persons with lower incomes. Because the
tax value of an exemption increases with the taxpayer’s marginal rate of tax, an
increase in the exemption could help low-income taxpayers only by giving even
greater relief to persons with high incomes.

Tax simplification

The minimum deduction would enable some 1.2 million taxpayers with low
incomes to shift from the complex itemizing procedure to the use of the simpler
standard deduction. Most of these taxpayers conld then file the simple short
form tax return instead of the more complicated long form which must be used
by all those who itemize.

Tables

The following tables illustrate features of the minimum standard deduction.
Table 1 shows the aggregate tax savings that would result from the minimum
deduction when operative for a full year at the lower tax rates provided in the
House bill for 1965 and subsequent years. It also shows how many taxpayers
would be affected and how the tax savings would be distributed among them.
The extent to which low-income families would benefit from the proposal is clear
froiwa this table.

Table 2 compares the level at which income becomes taxable for families of
varying size under the present law standard deduction with the level at which it
would become taxable under the minimum standard deduction.

The examples in table 3 show the combined effect of the minimum standard
deduction and the lower 1965 tax rates. The examples demonstrate that the
minimum deduction would be of the greatest benefit at the lowest income levels.

-In some cases taxpayers would become nontaxable. As the level of income rises
in the table, percentage tax reductions fall, reflecting the fact that the minimum
deduction is less important to taxpayers with higher incomes. Percentage
reductions are least where income is high enough so that the minimum deduction
is not effective.

TABLE 1.—Distribution, by adjusted gross income classes, of the full year effect
of the minimum standard deduction

. Tax gavin Number of
Adjusted gross Income class (millions tax;;ftaydlsr
units
(millions)
$400 and under $3,000 $170 8.3
$3,000 and under $5.000. . 100 3.0
$5,000 and under $10,000. . 50 2.1
$10,000 and over. 0 0
Total oo 320 13.4

! The numbor of taxahle returns which would use the standard deduction and on which the minimum
standard deduction would exceed 10 percent of adjusted gross income,

Bource: Offico of the Becretary of the Treasury, Office of Tax Analysls, Oct. 1, 1963.
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TABLE 2—A comparison of the levels at which income becomes tawadle under
present law and under the minimum standard deduction in House bill for
tacpayers who use the standard deduction )

Level above which income becomes taxable

‘Paxpayer using standard deductlon

Under present 10- Under minimum

percent stondard | standard deductiont
deduction t

(tingle person._.. $674 . $900

Marrled couple (Joint return):
No dependents. . 1,324 1,600
1 dependent. 1,999 2,300
2 dependents. . 2,674 3,000
3 dependents. . .- -- 3,349 3,700
4 dependents. . 3,999 4,400
5 dependents. . - 4,649 5, 10C
6 dependents. . 5,333 5,800

1 Tax from optional tax table for incomes under $5,000.

TABLE 3—Tax savings atiributable to House bill rates and the minimum stand-
ard deduction for a single person, a married couple with no dependents, and a
married couple with 2 dependents, assuming they now use the standard
deduction :

Tax liability Tax savings
Under Tax sav-
House Due to | ingsas
Adjusted gross income bill rates mini- percent
Under and Due to mum of
present | mimi- Total | reduced |standard | present
law ! mum rates 3 deduc- tax
standard tion
deduc-
tion 2
Single person: '
ngsl,&)o [, $62 $16 $46 $20 $26 74.2
$1,600. - cccnmcmcnannronnn- . 152 87 65 44 21 42.8
$2,000. ... 242 163 79 65 14 32.6
,500. . 332 244 88 81 7 26.5
000 oo o cacmeene e am——n 427 1, 333 94 1904 0 . 22.0
Married couple, no dependents: .
$1,000. . e 0 1] 0 0 0 1]
81,500, - emeeme e ——— e 32 0 32 11 21 100.0
$2,000. ... 122 58 64 38 26 52.5
,500. .. 212 128 84 04 20 39.6
$3,000.. 305 204 101 00 11 33.1
$3,500 395 279 118 112 4 20.4
$4,000. 485 358 127 4127 0 26.2
Married couple, 2 dependents:

2,500 - 0 0 0 0 0 [\
,000.. 65 0 65 23 42 100.0
,500. - 155 74 81 50 31 52.3
,000. . 245 144 101 75 26 41,2
,000. . .. - 420 280 134 114 20 31,9

$6,000. cemcmmmmeemeeanaacaans 600 450 150 4150 0 X

1Tax computed from present tax tablo for incomes under $5,000,

3 Tax computed rrog tax table in House bill for incomes under $5,000,
3 Computed on basis of rate schedule in House bill,

4 Tax savings attributable entirely to reduced rate.

ExHipit 2

CURRENT TAX PAYMENT FOR CORPORATIONS

Corporations have been subject previously to two transitions to a more cur-
rent taxpayment basis; both were completed without adverse economic effects.
- TThe first, generally termed the “Mills plan,” was adopted in 1950. Over the
period 1950-54, the payments schedule was gradually advanced from four 25
percent quarterly installments-during the 12 months following the taxable year
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to two 50 percent instaliments payable in the third and sixth montbs after the
close of the taxable year. .

The second transition to partially current payment was adopted as part of the
Internal Revenue Code of 1954, This legislation gradually advanced the
payment of estimated tax liabilities in excess of $100,000 over a 5-year transition
period beginning in 19556 and completed in 1959. Under this partially current
plan, now in effect, a corporation pays 25 percent of its estimated tax in excess
of $100,000 in the third quarter of its current taxable year, another 2§ percent
in the fourth quarter of the current year; the remainder of the tax due is pay-
able in two equal installments on the flling date of the final return and in the
following quarter.?

The general tolerance rules of the Internal Revenue Code provide that no
penalty for underpayment attaches if the estimated taxpayments are based upon
(1) 70 percent of the actual tax in excess of $100,000, (2) last year's tax, (3)
the tax at current rates on last year's income, or (4) 70 percent of the tax for
the current year (in excess of $100,000) computed on the basis of an annualiza-
tion of the year's income to date. Thus, under (1), for example, a corporation
with a tax liability of $500,000 could pay currently ag little as $280,000 without
penalty.

The tax bill would advance current payment by gradually shifting the two
final 25 percent quarterly payments (of a calendar year -corporation) now
due on March 15 and June 15 of the following year to two estimated payments
on April 15 and June 16 of the current year. The proposal would be effective
beginning with 1964 taxable income.

The various payment schedules under the past, present, and proposed payment
schedules, including the transitions, are illustrated in table 1.

Combined effect of proposed current payment plan and rate reduction on corpora-
tion internal funds

Table 2 presents quarterly and annual payments for a large corporation sub-
Ject to the House bill transition to more current payment. The payments shown
are calculated on the assumption that the corporation pays currently close to
the minimum allowed by law without incurring penalty. Assuming a constant
$10 million taxable income, the corporation would pay no more in any year of
the transition than it would have paid under existing tax rates in the absence
of acceleration. Compared to what it was required to pay in 1963, therefore, the
corporation would not experience a loss of funds in any year of the transition.
This is because the reduction in tax liabilities from rate reduction more than
offsets the increase in taxpayments due to acceleration.

For a corporation with larger income, annual payments as a percentage of
1963 payments would be no greater than those shown for the $10 million corpo-
ralt)iouz. Percentages for smaller corporations would be less than those shown in
table 2.

Favorable treatment of smaller corporations

Taxpayments for smaller corporations would begin to decline from the first
year of the program and would fall faster than those of large corporations
because (1) small corporations receive a larger percentage tax reduction under
the House bill and (2) they are required to accelerate payment on a smaller
percentage of thelr (reduced) tax liability. While their entire tax liability is
-reduced by the lower tax rate, only their liability in excess of $100,000 (the
tax on gbout $203,000 of net income under present law) is subject to current
payment. .

Because of the $100,000 current payment exemption continued from present
law, only about 15,000 corporations, or 234 percent of the 575,000 taxable cor-
porations in the country, would be subject to the accelerated payment provision.
Moreover, the several thousand corporations with tax liabilities slightly in ex-
cess of $100,000 would be little affected. Thus, the great bulk of corporations
would enjoy a substantial net increase in funds beginning in 1964 because of
rate reductions. ’

Strong junds position of corporations . ’ " :

At the end of the first quarter of 1963 corporations held $57.6 billion iu cash
and U.8. Government securities, four times their accrued Federal income tax lia-
Jbilitles (table 6), Thelr net working capital of $144.9 billiou reached the high-
PR

iThev taxpayer may, at his optlon, pay. the ‘enuref remalning tax at time of filing the
final return, ' '

2
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est total on record. Table 4 shows that during 1062 nonflnancial corporations:
financed a record $37.5 billion of capital expenditures. In contrast to the high
investment years of 1960 and 1957, almost all of the record investment of 1062
could have been financed from their own funds (retained aftertax earnings
plus depreciation and other capital consumption allowances)., The increase in
their liabilities was $0.9 billion greater than in 1960, but they added $4.5 billion
more to their holdings of financial assets.

Effects of the transition

Unlike previous transitions to a more current payment basis (which were ac-
companied by increasing or constant tax rates) the present proposal would occur
simultaneously with tax-rate reductions. These rate reductions will immedi-
ately increase aftertax profits both on existing investments and future ventures, .
The strengthening of investment incentives through tax rate reductions, sup-
plementing the recently enacted investment credit and liberalization of deprecia- .
ble life guldelines, will far outweigh in significance the faster timing of tax-
payments. : : ..

The increase in taxpayments resulting from the proposed acceleration would
be exactly matched by the reduction in accrued income tax Habilities to the
Treasury. As a result, the net working capital of the corporations affected
would remain unchanged.

Large corporations typically fund their tax liabilities to the Treasury by
the purchase of short-term U.S. Government and other securities. In this way
they provide for Hquid funds to meet their taxpayments when they are due.
To the extent that their taxpayments are accelerated they will incur a loss
of interest income from the securities in which they would otherwise invest.

Over the transition period, assuming full funding, corporations would there-
fore experience a gradual reduction in their interest earnings, After 1970,
when they are on & more current payment basis, the annual interest loss is
estimated at about $300 million, at an interest rate of 4 percent. After income
taxes, however, the annual reduction of interest income would be about $156
nillion. This compares with a tax reduction of $§2.2 billion provided for under
the bill. '

Corporations have been able to realize such interest income only by virtue
of the present system of deferring taxpayments to the Treasury. In effect,
they have been receiving the benefits of an interest-free loan. Their future
loss in interest income therefore will be matched by gn equivalent gain to the
Preasury. ‘ ' ' ’

TaAsLe 1.—-Ilustrative paumcn.t schedule for corporation income taw under laiww
prior to 1950, Mills plan 1950-5}, partial current payment plan 1955-63, and
proposed current payment plan 1964-70*

Current taxable year Fellowing year
Calendar year

Apr. 15 | Junol5 | Sept. 15 | Dec. 15 | Mar, 15 | June15 | Sept. 18 | Dec. 18

1 Calender year corporation, constant annual tax Hability of $100 subjeot to current payment, sssuming
full estimation. Kor 1085 and Iater years, figures relate only to portion of estimated taxin excess of $100,000.

8ource: Offtco of tho Secrotary of tho I'reasury, Office of ‘Fux Analysis, Oect, 1, 1063,

24-532—03—pt, 1——11
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TABLE 2—Quarterly payments for a $10,000,000 constant taxzable income calendar .
year corpaoration. (assuming 75 percent estimation) under the program of rate
reductlon and payments acceleration in the Houge bill. 1

. {Dollar amounts in thousands] '
c Calendar v Paynients Calendar
Year year £ . EES year Percent
Hability . payment | of 1863
March April June | September | December -
$5,105 | $1,842 § ... $1,642 $055 $055 | $5,105 100.0
, 993 1,642 $37 1,679 917 917 5,192 100.0
, 7! 1,542 141 1,683 880 0 5,126 98.7
4,74 1,376 317 1,603 880 5,146 99.1 ,
4,704 1.200 493 1,603 880 5,146 99.1
4,704 1,024 669 1,693 880 880 5, 146 9.1
4,704 8 774 1,622 880 880 5, 005 96.3
* 4,704 742 880 1,622 880 880 5, 005 96.3
4,794 637 880 1,817 880 880 4,704 92.3

1 (1) Normanl tax rate of 22 percent in 19°4; surtax rate of 28 percent in 1964; and 26 percent in 1965.
(2) 1st and 2d quarter cutrent payments in 1964 and 6succeeding yearsof 1, 4, 9, 14 19, 22, and 25 percent'

TABLE 3.—Treasury receipts from the combined effects of corporate rate
reduction and acceleration of taxpayments?

{Revenue gain (+) and loss (~); in milllons of dollars)

Current Rate Combined Current Rate Combined
Fiscal year | payment | reduction revenue Fiscal year | payment | reduction | revenue
: effect effect
U SN (R, -1, 500 -2,190 —690
4260 | 4260 +900 -2,180 ~1,200
. 800 -1,310 —420 -+900 -2,160 -1,290
+1,& -2,190 ~—690 +40 —2,190 -~2,150
+1, 500 —~2,180 —690

1 Based on 1963 income level,

TABLE 4.—Sources and uscs of funds: Corporate nonfinancial busincss

Billlons of dollars Percent increase
1862 over—

1962 1060 1967 1960 1957

1. Grosssaving 1. . oo ecacccaaes +436.7 | +4$20.7 | +%26.3
2. Capital expenditures 2. +37.6 | +33.6 +32.9

. Net nonfinancial transactions ( -.8 —3.9 —0.6
4 Net increase in liabilities 3. . +13.1 +12.2 +12.4

5. Net Increase In financial assets +.. + +5.1 +4.2
6 Net financlal transactions (4—5). +3.6 +7.1 +8.2
7. Statistical discrepancy 3+46)ccaeocmncmueoamcaa . +2.6 +3.3 +1.6

1 Capital consumption allowances plus prodts minus profits tax payments minus net dividend payments.

2 Plant and equipment expenditures plus other construction plus inventory change.

3 Borrowing plus new equity

1 Change In monetary aswts plus trade lernding plus other lending.

Source: U.S, Board of Governors of the Federal Reserve System, Federal Reserve Bulletin, August 1963~
August 1962, “‘Flow of Funds/Savings'” tables.



TABLE 5.—Current assets and liabilities of corporations
[In billions of dollars]

N
Current assets . Current liabilitics
Net 3 Notes and accounts Notes and accounts
End of period working U.S. receivable payable Accrued
. capital Govern- Inven- Federal
Total Cash ment tories Other Total income | Other
securi- U.s. U.8. taxes
ties Govern- | Other Govern- | Other
ment ment !

1955, 103.0 224.0 H.6 23.5 2.3 86.6 72.8 4.2 121.0 2.3 73.8 19.3 25.7
1956. 107. 4 237.9 34.8 19.1 2.6 95.1 80.4 5.9 130.5 2.4 81.5 17.¢ 29.0
1957-. 111.6 24.7 34.9 18.6 2.8 99.4 82.2 6.7 133.1 2.3 84.3 15.4 3L.1
1958 118.7 255.3 37.4 18.8 2.8 106.9 8L.9 7.5 136.6 1.7 88.7 12.9 . 33.3
1959__ 124.2 | - 277.3 36.3 22.8 2.9 1y 88.4 9.1 153.1 1.7 99.3 15.0 37.0
1960__ 128.6 280.0 37.2 20.1 3.1 126.1 91.8 10.6 160.4 1.8 105.0 13.5 40.1
1961—4th quartcr. 136.8 306.0 40.3 19.7 3.4 135.5 95,2 12.0 169.3 1.8 111.6 14.0 419
1962—1st quarter. 138.4 308.8 36.9 20.4 3.4 137.0 97.8 13.1 170.2 1.8 111.4 13.5 43.5
2d quarter. 140.4 313.3 37.2 19.6 3.3 141.0 98.7 13.5 172.9 1.8 113.4 13.6 4.1
quarter. 141.3 320.5 37.5 19.0 3.4 146. 4 100. 5 13.7 179.2 1.9 117.7 14.8 45.0

4th quarter. 144.0 325.9 41.0 20.1 3.6 146.5 100.9 13.7 181.9 2.0 119.8 14.9 45.1
196315t QUATIEr. o oo e 144.9 327.7 36.9 .7 3.5 148.7 102.7 15.2 182.8 2.3 2 14.1 46.2

1 Receivables trém, and payables to, the U.S. Government exclude amounts oJset Source: U.S. Board of Governors of the Federal Reserve System, Federal Reserve
against each other on corporations’ books. Bulletin, August 1963, p. 1122,

NoOTE.—Securities and Exchange Commission estimates: excludes banks, savings and
oan associations, and insurance companies,

;8961 J0 JOV IONTATYU
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ExHiIBIT 3

THE DivipENDp CREDIT AND HXCLUSION
Present law

Under present law, a taxpayer may exclude from his taxable income up to the
first $50 of dividends received from domestic corporations (up to the first $100
for a husband and wife if each receives dividend income). In addition, a tax-
payer is allowed a credit against his tax equal to 4 percent of his dividend in-
<come in excess of the exclusion.

.House bill

The House bill would increase the maximum exclusion from $50 to $160 (from
-$100 to $200 for a married couple). The increase in the exclusion would take
reffect in 1964.

The bill would reduce the 4-percent credit to 2 percent in 1964 and repeal the
-credit in 1965.

These provisions would increase tax revenues by $300 million annually when
fully effective in 1965.

Effect on tazpayers

The combined effect of these two changes alone would be to reduce taxes for
‘2 million of the 6.2 million taxpayers who receive dividend income. Another 1.7
million taxpayers whose dividends are already excluded would, of course, be
unaffected by the change. About 2.5 million taxpayers would find their taxes
inereased, assuming the two provisions were enacted alone.

However, shareholders, like other taxpayers, would benecfit substantinlly
from the overall program of tax reduction—including the reduction in ingdividual
and corporate tax rates.

To retain the dividend credit in this bill, considering its other provisions bene-
fiting shareholders, would give them a disproportionate share of the benefits
of tax reduction and revision as compared to nonshareholders. The lowering
of individual income tax rates would give a double benefit to shareholders—it
would reduce their rate of tax both on their ordinary income, such as dividends
and salaries, and also on the capital gains included in their income. The bill
would also lower the corporate tax rate, making more dividends possible or
adding value to shares; and it would double the exclusion of dividend income
from taxable income.

Mnoreover, the 4-percent dividend credit discriminates in favor of shareholders
with large dividend income—principally those in the high income brackets—as
compared with middle and lower income shareholders with more modest amounts
of dividends. This diserimination results because the 4-percent credit provides
a larger and larger amount of tax credit as dividend income increases, while
the exclusion is the same for all taxpayers.

Repealing the credit would, of course, tend to increase the taxes of those who
receive dividend income. Increasing the exclusion, on the otier hand, would
tend to reduce the taxes of those who receive dividend income. i'ar taxpayers
with relatively small amounts of dividend income, the benefits clearly would
outweigh the losses. (See table 1.)

Assuming, for example, a 3.2-percent return on stock investment (the average
yield on corporate stocks) a single taxpayer in the 20-percent marginal tax
bracket wouvld have to have stockholdings of at least $9,376—and dividends of
$300—Dbefore the tax bill changes in the ecredit and the exclusion would actually
increase the tax on his dividends. A married couple in the same bracket filing
jointly would have to have stockholdings totaling $18,750—and dividends of
$6800-—before the tax on their dividends would be increased from these changes.
All those with lesser holdings, of course, would benefit under the House bill.

As another example, take the case of a married man with three children who
earns $15,000 a year. Assuming that he takes the average amount in itemized
deductions for his income group, his taxable income would put him in the 26-
percent bracket under the present rate schedule. Assuming a 3.2-percent return
on hig securities, his holdings would have to amount to at least $23.438—and
his dividends to $750—before his tax increase from the repeal of the credit would
equal his tax reduction from doubling the bxclusion. * At anything less than that
amount he would benefit from the change. .

Table 1 provides additional examples of single and married taxpayers at
different marginal tax rates whose taxes would be unaffected or reduced by
eliminating the dividend credit and inqr?aslng the excluslon.‘

v

¢
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Low-income dividend recipients would benefit from the proposed new minimum
standard deduction which would—for single people with incomes of less than
-$3,000 and married couples with incomes of less than $4,000—offset any possible
adverse effects of changes in the dividend credit.

TABLE 1.—Tazpayers benefiting from an additional dividend exclusion and repeal
of the dividend credit

Will pay the same
or less tax hecause
Taxpayers receiving total dividends of this | Of stocks valued And snbgect to the additional
amount or less at (3.2 percent margina} tax rate | excluslon is equal
ruw[))f— of— to the 4 pereent
dividend credit
on dividends of—

Single taxpayer ($50 additiona} exclusion)

Percent

$7,031 14 $175.00
, 422 16 187. 50
7,812 16 200.00
8,203 17 212, 50
8,594 18 225.00
8, 10 237.50
9,376 20 250,00
9,766 21 262, 50
10,156 22 275.00

10.547 23 287. 5
10,937 300.00

Marrled taxpayers (100 additions exclusion)

Percent

$150.. . $14,063 14 $350.00
$475 14,844 15 375.00
$500. 15,624 16 400,00
25 16,406 17 425.00
$550. 17,188 18 450.00
2, 17,968 19 475.00
0. 18,750 20 500.00
$625 19, 532 21 525.00
$650. 20,312 22 550.00
$675 21,074 23 575 00
$700. 21,874 24 600.00

1 June-July 1963 weekly average, Standard & Poor's Corp. (600 stocks).
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, Oct. 1, 1963,

The reduction in individual tax rates would mean lower taxes for nearly all
those who receive dividend income—including those whose taxes on dividends
would be raised by the repeal of the credit. The relatively few dividend re-
cipients who might have slighly higher net tax bills as a result of the change
in the dividend credit are those whose dividends constitute an extremely large
proportion of their total income and who thus own relatively large amounts of
invested capital.

Even those few people who might be adversely affected by repeal of the credit
and doubling of the exclusion—despite the individual tax cuts, and despite the
new minimum standard deduction—would have higher aftertax incomes in the
end. This is because the overall tax program—ang particularly the planned re-
duction in corporate tax rates—will mean increase dividend payments. Thus
all dividend recipients would benefit from the tax program—because their divi-
dends would be largeg” :

The dividend credit i8 not an effective remedy for the “double tazation” of
dividends

The present dividend credit is based, in large measure, on the concept that
stockholders pay tax twice on their dividends; once when the corporation puys
income tax on its earnings, and again when they pay individual income tax.
This, of course, assumes that the shareholder bears the burden of the corporation
fncome tax. Whether this assumption is actually warranted has been debated
at great length., Some, for example, maintain that there is, in fact, no double
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taxation of dividends—that the shareholder cannot be regarded as paying the
corporate income tax inasmuch as the corporation, with its special privileges and
characteristics, is a separate legal entity having a taxpaying capacity quite
apart from its stockholders. Others have questioned how much of the corporate
income tax is actually borne by the corporation in the first instance and how much
is shifted to consumers in higher prices, to employees in lower wages, and to
former owners who sold their stock at lower prices to take the tax into account.

Whatever the merit of the double taxation argument, the dividend credit
-adopted in 1954 does not provide an effective solution. This is discussed below—
first describing the effect of the credit on a single dollar of corporate earnings,
distributed after payment of present corporate tax to individuals with selected
income Dbrackets, assuming the individual rates of the House tax bill, and then
e:ftztlll:ﬂnmgiihe effects of the 4-point corporate rate reduction assuming the repeal
of the credit.

Whatever double taxation cxists is relatively more burdensome to low-income
taapayers than to high-income taxpayers

If stockholders are assumed to bear the corporate income tax. the extra burden
placed on them consists of the difference between the combined present corpo-
rate taxes and House bill individual income taxes paid on corporate earnings and
what they would pay in individual income tax if the corporate earnings were
distributed to them directly without payment of corporate income tax. Table
2 indicates the size of this extra burden per dollar of corporate earnings dis-
tributed, after payment of corporate tax, to a married couple with two dependents
at selected incowme brackets.

TABLE 2.—Faxtra burden due to “double taxation” of a single dollar of corporate
earnings before tax, assuming reduced individual rates of House bill

Individual
income tax

Mareinal Present | Individual If corporate] TExtra
'Taxable income brackets tax rates |corporation| income tax Total earninvs of | burden
(in thousands of dollars) under income tax | on £0.4S of present |31 were dis. due to
House bili{ on §1of | dividends tax tributed “‘douhle
earnings with no | taxation’”
corporation
income tax
[¢)) 2 (3) (4) (5) (6)
$0.48% (1) @+@3) $1X(1) @) -
Percent Cents Cents Cents Cenls Cents
14 52 8.7 68.7 14 44.7
16 52 7.7 59.7 16 43.7
19 52 9.1 61.1 19 42.1
32 52 15.4 67.4 32 35.4
50 52 24.0 76.0 50 26.0
60 52 28.8 80.8 60 20.8
66 52 31.7 83.7 66 17.7
70 62 33.6 85.6 70 16.8

Note.—Table assumes that the 48 cents of corporate earnings romaining after payment of the gresenf.
52 percent corporate income tax are distributed and are eligible for the credit. It also assumes that the
stockholder Is married and files jointly with his spouse,

The table shuws, for example, that the taxpayer in the taxable income bracket
$4,000-$8,000 would pay on a dollar of corporate earnings a combined tax of
061.1 cents (52 cents corporate tax plus 9.1 cents of individual income tax on the
remaining 48 cents distributed to him as a dividend). Since he would pay 19
cents in individual income tax if the entire $1 of corporate earnings were dis-
tributed to him without payment of corporate income tax, the extra burden
due to the “double taxation” of dividends is 42.1 cents. It will be noted that
extra burden due to “double taxatlon” is highest—44.7 cents on a dollar—at
the first taxable income bracket.

The extra burden on a dollar of corporate earnings declines to 26 cents at
the $44,000-352,000 income bracket and to 15.6 cents at the highest taxable
income bracket—$200,000 and over. The reason for the decline in the extra
burden per dollar of corporate earnings as the individual’s income increases is
that at higher income levels the individual is subject to higher marginal in-
dividual income tax rates and hence \\'ou}d be able to keep a relatively smaller
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part of the funds used to pay corporate income tax had such funds been dis-
tributed to him. As a result, any double taxation of dividends which may
exist places considerably heavier burdens per dollar of corporate earnings on
low-income taxpayers than on high-income taxpayers. This is true even with-
out taking into consideration the substantial t 1x savings that some high-income
taxpayers now secure through the deferral of personal income tax on un-
distributed corporate profits.

The }-percent dividend credit removes much more of the ewtra burden oy “‘double
tazation” for high-income stockholders than for low-income gtockholders

The 4-percent dividend credit has the undesirable effect of removing a very
substantial part of the extra burden of ‘“‘double taxation” for high-income stock-
holders but only a small part of this extra burden for small and more moderate
income stockholders. This is shown in table 3 which, like the preceding table,
is based on the attribution to the shareholder of a single dollar of corporate
earnings before tax.

The tax reduction received by the shareholder on each $1 of corporate earn-
ings available for distribution after payment of corporate income tax amounts
to 1.9 cents (4 percent of the 48 cents remaining after paying the present 52
cents in corporate income tax). The credit is of no help at all to the nontaxable
individnal with dividends, who bears a §2-percent tax on his dividends, assuming
the validity of the double taxation argument. It removes less than § percent
of the extra burden resulting from the corporate income tax at the $4,000 to
$8,000 taxable income level, over 9 percent at the $88,000 to $100,000 income
level, and more than 12 percent of the extra burden at the highest taxable income
bracket of $400,000 and over. .

Four-point corporate tam reduction will provide equitable relief from “doubdle
taxzation”

The 4-point corporate rate reduction in the House bill will not only make
investment funds directly available to corporations but it will also provide
relief from double taxation of 7.7 percent for all shareholders no matter what
their incomes are (table 4). It is noteworthy in table & that the dividend credit
li;allskfnr short, of providing the 7.7-percent relief except at the highest tax

rackets.

T'anLE 3.—Relief from “double tawation” of dividends provided by the 4-percent
dividend credit, assuming reduced individual rates under Housc bill (for a
single dollar of corporate carnings before tax)

) Extraburden| Percent of
Extra burden| Dividend after extra burden

from ‘‘double credit dividend | removed by
Taxable income brackets taxation” of { (4 perecent of credit dividend
(in thousands of dollars) dividends 48 cents) 1) — @) credit
@+ @)
[¢Y} ) 3) [C)]
Cents Cents Cents
0t 44.7 1.9 42.8 4.3
2t 43.7 1.9 41.8 4.4
4to8.... .1 1.9 40.2 4.5
20 to 24.. 35.4 1.9 33.5 5.4
44 to 62.. 26.0 1.9 24.1 7.8
88 to 100.. 20.8 1.0 18.9 9.1
140 to 160... 17.7 1.9 16.8 10.7
200 and over.. 16.6 1.9 13.7 12.2

Note.—Table assumes that the 48 cents of corporate earnings remaining after payment of the present 52-
reent corporate income ta{ are distributed and are eligible for the credit. It also assumes that the stock-
10lder is married and files jointly with his spouse.



TaBLE 4.—Relief from “double tazation” of dividends provided by 4-point rate reduction in corporate income tazx, assuming reduced individual
rates of House bill (for a single dollar of corporate earnings before taz)

Individual | Extrabur- | Extra bur- {Extraburden| Percent of
tax if corpo- | dendue to | dendue to | removed by |extra burden
Marginal Proposed Individusal rate earnings | “double tax- | “double tax-| 4-pointre- | removed by
Joint return taxable income brackets (in tax rutes corporate income tax | Total tax of $1 were |ation’” under |ation" under | ductionin | 4-pointre-
thousands of dollars) in House income tax jon52centsof | ((2)4(3)) distributed | 48 percent 52 percent corporate duction in
bill on §1 ofearn-| dividends with no cor- | corporate corporate rate corporate
ings (52centsX(1)) poration tax rate rate (M--6) rate
[(ORIG)] [((ORL )]
(W) @ @) “ ®) ®) @ ® 9
Percent Cents Cents Cents Cents Cents Cents Cents
Otol 14 48 7.3 55.3 14 41.3 4.7 3.4 7.7
2to3 16 438 8.3 56.3 16 40.3 43.7 3.4 7.7
4t08. 19 48 9.9 57.9 19 38.9 42.1 3.2 7.7
20 to 24. 32 48 16.6 64.6 32 32.6 35.4 2.8 7.7
44 to 52 50 48 26.0 71.0 50 24.0 26.0 2.0 .7
85 to 100. 60 48 31.2 79.2 60 19.2 20.8 1.6 .7
140 10 160. 68 48 32.3 82.3 66 16.3 inT7 1.4 77
200 and over. 70 36.4 8.4 70 14.4 15.6 1.2 77

o1
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Benejits from dividend credit go to high-income tazpayers

The major part of the tax reductions from the dividend credit accrues to up-
per-income taxpayers. Low- and moderate-income taxpayers receive only a
relatively small part of the total benefit. This is shown by table 6 which indi-
cates the distribution of the aggregate tax reductions resulting from the dividend
provisions by adjusted gross income classes for 1960. In that year the total
tax reductions from the dividend provisions amounted to $397 million—$304
million from the credit and $93 million from the exclusion.

The distribution of the dividend credit shown in table 6, as i8 to be expected,
is particularly favorable to upper-income taxpayers. About 82 percent of such
credits in 1960 were taken on tax returns with more than $10,000 of income,
and U2 percent were taken on returns with more than $20,000 of income. .

This heavy conéentration of the benefits of the credit among upper-income
taxpayers stems, in large measure, from the fact that such taxpayers receive
the bulk of the dividends. Table 7 shows, for example, that in 1960 about 5
percent of the taxable returns with incomes under $5,000 reported dividends
and that for such returns dividends amounted to 1 percent of adjusted gross
income. In contrast, 96 percent of the returns with incomes between $200,000
and $500,000 reported dividends which amounted to about 40 percent of their
income.

TABLE 5.—Comparison of relief from “doudle tazation” of dividends provided dy
the 4-percent dividend credit and by the }-point reduction in corporate tao rate,
assuming reduced individual rates in House bill (for a single dollar of cor-
porate earnings before tar)

Percent of extra burden
removed by—
Extra burden
Taxable fncome brackots dug to double

taxation Dividend 4-point
credit with | reduction in
no corporate | corporate tox

rate reduction

Cenls

010 $1,000...... 44.7 4.3 7.7
$2,000 to $3:000--- 43.7 4.4 X
$4,000 t0 $3,000. - . 4.1 4.5 7.7
$20,000 to $24,000 35.4 5.4 .7
$44,000 to $52,000_.-__TZTTITIITTIITT 28.0 7.3 7.7
$88,000 to $100,000. 20.8 9.1 7.7
$140,000 to $160,000. 17.7 10.7 .7
$200,000 and over. _........ 15.8 12.2 .7

Nore.—Table assumes that corporate earnings after corporate tax payment are distributed. It also
assumes that the stockholder is marrled and files jointly with spouse.
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TaBLE 6.—Distribution of aggregate tax rcductions provided by the dividend
credit and exclusion, by adjusted gross income classes, for 1960 tar returns.

.
Number of
returns- : Taotal tax
. Total with tax | Dividend | Taxreduc-| reduction
Adjusted gross income class number of | reduction credit | tion due to from
(in thousands of dollars) returns from 1954 exclusion | credit and
dividend - exclusion
provisions
- Dollar figures in thousands
Taxable returns:
P UNAer $5. o reecaaeaaa 22,751,367 | 1,137,724 $16, 664 $12,200 $28, 864
$5 to $10. 19,998,074 | 2,020,37% 38,033 25,030 63,113
$10 to $20.. --| 4,421,799 | 1,526,727 61,778 23,729 90,
$20 to $50. .- 704, 302 552, 647 81,393 19,173 100, 566
$50 80 $100. - oo 101,030 88, 986 0, 4,660 51,064
18, 544 17,643 | 26,198 1,135 27,333
, 801 4,619 17, 66 331 18, 000
723 703 5,805 54 5,859
$1,000 and over.. - 295 285 , 67 21 , 699
Nontaxable returns..cceeeeeoceeaeccceacca- 12, 966, 946 806, 261 2,618 1,453 4,071
Total 61,027,931 | 6,155,773 304,200 92,786 - 397,076
o ) Percentage distribution
Taxable returns:
Under $5. 37.3 18.5 5.5 13.1 7.3
to $10_ 32.8 32.8 12,5 27.1 15.9
$10 to $20_ 7.2 24.8 20.3 3.1 22.8
$20 00 850, « e ecmeeeemeemaccmenean 1.3 9.0 26.8 20.7 25.3
£50 to $100 .2 1.4 16.2 5.0 12.9
$100 to $200 (O] .3 8.6 1.3 6.9
$200 to $500 m .1 5.8 1y 4.5
$500 60 $1,000. - oo oo ceeceeaean (1) ?) 1.9 ") 15
$1,000 and over.... @) 1) 2.5 (O] 1.9
Nontaxable returns 21.2 13.1 .9 L7 1,0
Total 100.0 100.0 100.0 100.0 100.0

1 Less than 0.1 percent.

Nore.~Table does not include data for 1040A returns which roport only a small amount of dividends,

TaBLE 7.—Number of individual income taw returns with dividends and amount
. : of dividends in 1960

[Dollar amounts in thousands]

Number of | Dividends
Number of | Dividends Adjusted returns | on returns
Adjusted gross income (in returns on All gross in- | with divi- las a percent
thousands of dollars) with returns } returns come, all | dends as a | of adjusted
dividends? returns percent of gross
allreturns | Jncome
Taxable returns:
$715,028 | 22,751, 367 |$69, 140, 057 5.3 1.0
1,291,683 | 19,998,074 (138, 455, 295 10.5 .9
1,813.737 | 4,421,799 | 56, 128, 246 35.1 3.3
2, , 287 764,302 | 21,901, 270 72.9 10 4
1,302, 445 101,080 | 6,617,920 83.4 19.6
757, 486 18,544 | 2,438,326 04.8 31.1
543, 6527 ,8C1 1 1,37C,038 06.5 39.7
193,719 L7123 480,077 97. 4 30.9
$1,000 and OVer.caoccano... 285 274,871 295 584,133 66.6 47.1
Nontaxable returns. ......... 864,105 701,987 | 12,006,046 | 18,314,111 6.7 3.8
Total..... cemmemmemm———— 6,385,209 | 9,913,670 | 61,027, 031 |315, 466, 382 10.6 3.1

1} Covers domestic and foreign dividends before dividend exclusions,

Does not include data for forin

1040A returns which do not specify the amount of dividends received.
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As table 8 indicates, returns with incomes under $5,000 accounted for 59 per+
cent ? of al! returns but only 14 percent of all dividends reported. On the other
hand, returns with incomes over $20,000, or about 2 percent of all returns,
received 61 percent of the dividends. About 5,800 returns with incomes over
$200,000—0.01 percent of all returns—-accounted for 10 percent of the dividends.

Factors other than the dividend credit are mainly responsible for the rapid
increase in the number of stockholders '

It is questionable whether the dividend credit has encouraged increasing num-
bers of individuals to become stockholders. According to surveys made by the
New York Stock Ischange, the number of shareholders rose from 6.5 million in
1952 to 8.6 million in 1956 and 15 million in 1961. For 1962, the exchange
estimates the number of shareholders at 17 million. ’

TABLE 8—Number of returns with dividends, total number of returns, and
amount of dividends, by adjusted gross income classes for 1960 tax returng

Total num- | Number of | Amount of
Adjusted gross income class ber of returns with | dividends
returns dividends | (millionsof
dollars)
Taxable returns:
22,751,367 1,199, 548 $716
19,998,074 2,097,379 1,202
4,421, 799 1,554,249 1,844
764,302 557,380 2,288
101,080 89,349 1,302
18,5644 17,5679 757
4,801 4,631 544
723 704 1
295 285 278
12, 966, 946 864, 195 702
B R 61,027, 931 6, 385,209 9,914
Percentago distribution
Taxable returns: .
Under $5,000.. 37.3 18.8 7.2
$5,000 to $10,000. 32.8 32.8 13.0
$10,000 to $20,000 7.2 24.4 18.6
$20,000 to $50,000. 1.3 8.7 23.1
$50,000 to $100,000. .2 1.4 13.1
$100,000 to $200,000 Q 3 7.6
$200,000 to $500,000. @ .1 5.6
$500,000 to $1,000,000. . Q@ (‘g 2.0
$1,000,000 and over... 10 @ 2.8
Nontaxable returns. : 21.2 13.5 7.1
Total. 100.0 100.0 100.0
1 Less than 0.1 percent.

However, factors other than the dividend credit appear to have been primar-
ily responsible for the rapid increase in the number of stockholders in recent
years. Between 1954 and 1062 the annual rate of personal saving increased
from $18.9 billion to $26.2 billion, providing more funds for investment in all
types of assets. During the same period, despite some recession years, invest-
ment in equities was stimulated by large corporate profits and dividends. Profits
rose from $33.7 billion to $51.5 billion, while dividends climbed from $9.8 billion
to $15.9 billion. The Securities and Exchange Commission’s Composite Index
of Stock Prices (1957-59=100) which was 61.7 in 1954 rose to 116.7 in 1959 and
stod at 147.3 at the end of the fourth week of August 1963. The promotion of
investment clubs, employee stock-purchase plans and adult education programs
for greater understanding of the stock market were also effective in stimulating
stockownership. .

{Despite the increase in the number of stockholders in recent years, it would
be a mistake to assume that stockownership is widely prevalent among low-
income groups. As would be expected from the heavy concentration of dividends

a Including nontaxable returns.
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in high-income groups, ownership of stock is similarly concentrated. As table 9
indicates, in 1960 83 percent of all families did not own any stock. Only 9 per-
cent of the families with incomes between $3,000 and $5,000 owned stock of some
kind, generally in small amounts. In contrast, 66 percent of the families wlth
incomes of $15,000 and over owned stock, generally in significant amounts.

As shown below, in 1960 families with incomes of $5,000 or less—47 percent of
the total number of families—owned 10 percent of the stock, while families with
incomes of $15,000 or more, or 4 percent of the number of fammes, owned 42 per-
cent of the stock.

Ooncentration of pudlicly traded common stockholdings, by income classes, 1960

Percentage | Percentage
Incoms class of all of the total
families value of

stock owned
Under $5,000___ 47 10
$5,000 to $10,000 : 30 2
$10,000 to $15,000 10 22
$16,000 and over. 4 42
Total 100 100

Bource: University of Michigan Survey Research Center, 1960 Survey of Consumer Finances.”

TABLE 9.—Family ownership of common stock in relation to family incone, 1960

“ | Porcont- | Percent- | Value of publicly traded stockholdlugs percentage
Percent-| ageof | ugeof distribution
Family income in | age of ramllles families
1959 families ownluiz owning
owning privute y| public | Under $1,000 $5,000 $25,000 | Valuenot

no stock traded $1,000 to {o and 83Cer-
stock stock $5,000 $25,000 over tained
04 1 5 2 2 1 8 (v
92 2 7 3 < 1 ! ?
84 3 13 b 4 2 1 1
73 4 23 8 8 b 1
56 8 36 14 8 10 3 1
34 1 55 7 12 17 19 0]
83 3 14 5 4 3 2

! No familfos reported or less than ¥4 of 1 percent.
" Nore.~Details may not add to totals becauss of rounding.
Source: University of Michigan 8urvey Research Center, 19680 Survey of Consumer Finances."

In view of this distribution of stockownership, it is mose likely that many
of the new stockholders indicated by the New York Stock Exchange’s surveys
had only small holdings of stock. Quite a few of these newcomers may have
been given thelr stock by a spouse {n order to benefit fully from the $50 exclusion.

Dividend credit is not effective in stimulating equity investment

The dividend credit is not an effective means of encouraging equity invest-
ment and the development of the Nation's productive capacity. The provision is
much inferior to the tax credit for new investment in the Revenue Act of 1962
or the 4-point corporate rate reduction in the House bill. Unlike the invest-
ment credit and corporate rate reduction which grant tax relief for actual in-
vestment and make funds available for such investment, the dividend credit
accords substantial tax reductions to dividend recipients regardless of the use
made of the dividends. To the extent that the credit grants an extra incentive
for the distribution of dividends which are not reinvested elsewhere, it tends to
reduce the amount of corporate funds availuble for actual investment in plant
and equipment,

Although the number of individuals owning stock has increased in recent
years, table 10 shows that there has been no upsurge in net purchases of stock
by individuals since 1954 when the dividend provisions were adopted.

¢
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TapLE 10.—Nct stock purchases by individuals in rclation lo personal saving,
1951-62

{Dollar amounts in bilifons)

Net stock Net stock’
purchases purchases-
Year Net stock | Personal a8 a per- Year Net stock | Porsonal | asa per-
purchases saving cent of purchases saving cent of
personal personak
savings savings ’
$1.8 $17.7 10.2 $1.4 $23.6
L7 |- 18.9 9.0 1.3 8.7
L0 19.8 5.1 .8 23.6
.8 18,9 4.2 - .4 20.9
1.2 17.6 6.9 .6 25.6
1.6 2.0 7.0 -1.6 20,2

Agom-ces Becurities and Exchange Comnission, Department of Counnerce, and Council of Economfe
vise

Following the adoption of the credit and exclusion in 1954, net stock pur-
chases by individuals were largest in 1956 when they totaled $1.6 billion, or
7 percent of personal savings. However, in 1951 when dividends received no
relief, net stock purchases amounted to $1.8 billion, or 10.2 percent of personal
savings. These purchases declined below the billion-dollar mark in 1939 and
became net sales in 1960. In 1961 net stock purchases amounted to ouly $0.6
billion but reverted back to net stock sales of $1.6 billion in 1962.

In recent years, net stock purchases by individuals have been outpaced by
a number of other forms of personal savings. Table 11 shows, for example,
that over the past few years time and savings deposits and shares in savings
and loan associations and credit unions have absorbed larger amounts of per-
sonal savings than net stock purchases and have grown at a faster rate.

It is noteworthy that exempt pension funds, which get no benefit from the
_ 1954 dividend provisions, have become heavy purchasers of stock in the past

few years. Between 1954 and 1962 these funds increased the proportion of their
total assets held in stocks from 22 to 40 percent.! By the end of 1962 they
had brought the book value of their stockholdinss up to $14.5 billion, after
making net stock purchases during the year amounting to $2 billion. The latter
figure represents about 54 percent of the net receipts of the pension funds for
1962 and is equivalent to 80 percent of the new equity securities issued during
1962. Since the pension funds did not benefit from the 1954 provisions, their
increased purchases of stock in recent years appear to be the result of the same
more fundamental factors which also encouraged those benefiting from the
dividend provisions to invest in stock.

TasLE 11.—8aving by individuals in stocks, time and savings deposits, ami
gavings shares, 1951-62

{In billions of dollars)
Preferred . 'I‘lme and Preferred | Time and
Year and Fs Savings Year and gavings favings
common depos ts chares? common deposits ghares 8
stockst stocks t
1.8 1.9 2.3 1.4 6.1 52
1.7 4.2 3.3 1.3 2.7 6.3
1.0 4.2 4.0 .8 4.1 1.2
.8 4.3 4.8 —-.4 5.0 8.3
1.2 3.2 5.2 .8 8.8 9.4
1.6 3.8 5.4 -1.6 15.0 10.1

1 Includes shares in investment compantes.
1 Includes shares in savings and loan associations and shares and deposits in credit unions.

Bource: Securities and Eachange Commisston, Oct. 1, 1963,

2 Securitlies and Ixchange Commission, “Corporate Penslon Fund, 1963,” release No.
1002, May 24, 1963.
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Dividend credit has not increased the share of corporate funds secured from
equity financing
An important objective of the 1954 dividend credit was to encourage equity
financing. However, the statistical data strongly suggests that they have failed
to achieve this objective. As table 12 indicates, in the period 1954-62 there
has been no significant change in the ratio of stock to total corporate external
long-term flnancing. In 1960, for example, this ratio was 31 percent—about
the same as in 1954 and considerably below the 40-percent figure reached in 1950
when the dividend credit was not applicable. In 1961, the ratio of total cor-
porate external long-term -flnancing accounted for by stock rose to 40 percent.
"This, however, was caused not by the dividend credit but rather by rising stock
.prices and interest rates which created favorable conditions for issue of stock
-as compared with debt. In 1962, with stock prices falling, stocks accounted for
-only 21 percent of total corporate external long-term financing. Moreover, as
table 13 shows, the proportion of the total capital structure of corporations ac-
. counted for by long-term debt has shown a gradual increase between 1954 and
1900, rising from 24.5 percent to 27.3 percent. As indicated in table 14, for
1962, funds secured from internal sources, including retained profits and amounts
.attributable to depreciation and depletion, were 3.4 times as important as a
.source of corporate funds than new stock and debt combined.

TaBLE 12.—Net corporate external long-term financing, 1946-62
[Dollar amounts in billions]

Bonds and other long-term

Total net X debt © | Stocks as
Year corporate Stocks | percent
securities of total
Total Bonds Other securities
debt t

Eed

POPNBRIC A DA

31.0
22.2
16.7
37.2
40.56
31.6
31,9

30.3
32,8
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1 Bank and mortgage debt.

NoTEe.—This series represents the net change in corporate securities outstanding; that is, new issues less
retirements of old secrities. 1t excludes sectrities issued by banks, savings and loan assoclations, and
insurance companies, but includes those of investment companies,

Source: Department of Commerce and Securities and Exchange Comimission.
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T ABLE 13.~—Long-lcr)n decbt of éorporations in relation to total c:apttal structure,}
1945-60

[Dollar amounts in billions}

Ratlo of ) Ratlo of
long-term long-torm
Long-term Total debt to Long-term Total dett to
Year debt capital total Year debt - capital total
structure capital structure capital .
structure B - - | stracture
' (percent) (percent)
$41.0 $195.5 21.0 $86.6 $351.8 24.6
45.0 9. 6 21. 5 90.8 370. 24.5
50.1 230.7 217 98.4 403.8 24.4
57.3 254.5 22.5 108.9 436.6 24.9
61.9 270.1 22,9 122.5 466.9 | -- 26.2
65.7 289.3 22,7 132.1 501.2 26.4
72.8 311.9 23.3 142.9 532.0 26.9
80.6 334.0 24,1 153.6 562. 5 21.3

1 Total capital structure includes long-term debt, preferred and common stock, sur|)lu§ reserves, surplus
ﬂ;lld undivided profits, Long-term debt includes bonds, notes, and mortgages payable having a maturity
of 1 year or more, A -

Source: Internal Revenue Service, ‘‘Statistics of Income,” Oct. 1, 1963,

"TABLE 14.—-Corporate finanging: Ewxternal long-term versus intc}mdl-ﬂnmwing,

946-62 -
Stocks, Retained Stocks, Retained
bonds, profits, bonds, profits,
Year and other | deprecia- Total and other | deprecia- Total
long-term | tion, and long-term | tion, and
debt depletion . debt depletion
Billion dollars Percent of total

4.2 1.4 15.6 27 73 100

6.3 16.6 22.9 28 72 100

7.2 18.8 26.0 28 72 100

4.3 14.9 19.2 22 78 100

4.2 20.8 1 256.0 17 83 100

7.8 19.0 26.8 29 71 100

9.4 17.8 27.2 35 85 100

7.6 19.7 27.3 28 72 100

6.4 19,8 26.2 24 76 100

8.6 26.6 35.2 24 76 100

1.1 27.8 38.9 29 1 100

1.9 28.0 39.9 30 "70 100

10.9 26.0 36.9 30 70 100

9.5 3L1 40.8 23 77 100

9.8 20.1 38.9 26 75 100

. 112 29.6 40.8 27 73 100

10.2 34.9 45.1 23 77 100

Nore.—Excludes banks and insurance companies, but includes investment companies.
Source: U.S. Department of Commerce and Securities and Exchange Commission.
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TaBLE 15.—Corporate sccurities offered for cash 1946-62
{Dollar amounts in millions)

Stocks Stocks as
Total Bonds and a percent
Year corporate notes of total
securities Preferred | Common Total corporate
securities
1948, ———- $6, 900 $1,882 $1, 127 $891 $2,018 20.2
8, 577 5,036 762 779 1,641 23.4
7,078 5,073 492 614 1,106 15.6
6, 052 4,890 425 736 1,161 10.2
6, 362 4,020 631 811 1,442 2.7
7, 141 5,601 838 1,212 2,050 28.5
9, 631 7,601 564 1,369 1,033 20.3
8, 898 7,083 489 1,328 1,815 20.4
9. 516 7.488 816 1,213 2,029 21.3
10,240 7,420 635 2,185 2,820 27.6
10, 930 8,002 636 2,301 2,937 26.8
12,834 9, 957 411 2, 516 2,927 22.7
11, 558 9,653 571 1, 1,905 16.5
9, 743 7,190 531 2,027 2, 558 26.2
10, 154 8,031 409 . 2,073 20.4
13, 147 9,425 449 3,273 3,722 28.3
10,770 9,016 436 1,318 1,754 16.3

NoTE.—Includes substantially all new issues of corporate securities with a inaturity of more than 1 year
offered for cash sale in the United States in amounts over $100,000. Includes socuritios issued by banksand
Insurance companies, but excludes those of investment eompanies,

Source: 8ecurities and Exchange Commission,

Exnimit 4

MODIFICATION OF SICK-PAY EXCLUSION
Present law

The exclusion for wage continuation payments (commonly known as sick
pay) made to an employee while he is absent from work on account of injury
or sickness was enacted in 1954. Prior to 1954 wage continuation payments re-
ceived under an insurance contract financed by an employer were nontaxable to
the employee, but similar noninsured benefits paid directly to the employee were
included in his income for tax purposes.

Present law permits exclusion, at a rate not to exceed $100 a week, of employer-
financed wage continuation payments, regardless of whether the payment is
made under an insured or noninsured plan. That portion of such payments in
excess of the limit must be included in gross income, again regardless of the
method of payment.

Unless the employee is Injured or hospitalized, the exclusion does not become
effective until 7 days after the employee leaves work because of his illness.
Pensions to disabled workers are considered sick pay eligible for exclusion until
such persons reach retirement age. .

The exclusion for sick pay has no relationship to the inedical expenses in-
curred. The employee becomes eligible for the exclusion merely by being absent
from work because of sickness or injury. Employees who exclude wage con-
tinuation payments may also receive tax benefits under other provisions of the
Internal Revenue Code which are intended to relieve hardship when an individual
incurs substantial medical expenses. For example, many employers provide
medical insurance for their employees under which the benefits are tax free.,
Moreover, those employees who are not covered under medical insurance plans
are entitled to the medical expense deduction.

House bill

The present provision can apply to a very short absence from work for a minor
fliness or injury which involves little medical expense. The House bill would
modify the present exclusion by giving relfef only to those employees who are
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likely to incur substantial financial hardship due to illness or injury requiring a
long or permanent absence from work. The bill would allow the exclusion of
wage continuation payments—up to $100 a weet—after an employee is absent
from work for over 30 consecutive days, whether or not the employee is hos-
pitalized and whether or not he is injured.

The House bill would not change the present tax treatment of medical insurance
payments, medical expenses, workmen’s compensation, Armed Forces disability
pensions, or social security disability payments.

Revenue and other aspects

The House action would increase revenue by $110 million annually. In 1980,
1.6 million returns reported the exclusion of $675.3 million in wage continuation
payments. IFor a large proportion of taxpayers, rate reduction and the minimum
standard deduction in the House bill would more than offset the elimination of
the exclusion. The average exclusion on taxable returns in 1960 was $416 and
the average salaries and wages after exclusion was $6,978. Despite the $100
per week limit, the average sick-pay exclusion was highest for those with the
highest adjusted gross income.

REVENUE ACT OF 1963

IXCLUDABLE SICK PAY

TABLE 1.—Revcnue gain and distributional effect of modification of sick-pay

ewclusion
Revenue Percentage
Adjusted gross income class pain distribu-

(millions) tton 1
0 to $3,000.. .. —-- 45 4.5
$3,000 to $5,000. 20 18.2
$5,000 to $10,600.... - 55 50.0
$10,000 to $20,000..... 25 2.7
$20,000 to $50,000. P 5 4.6
$50,000 and over. (O] O]

B 017 SRR 110 100.0

1 Sum of percentages may not add up to 100 due to rounding.
2 Less than $2,500,000 or 0.05 percent.

Sourco: OfMcs of the Secretary of the Treasury, Office of Tax

Analysis, Oct. 1, 1963,

TaBLE 2—FEzcludable gick pay, by adjusted gross income classes, all returns, 1960

Number | Sick-pay exclusion Excludable sick pay
. of returns Average
with Total salaries
Adjusted gross salaries Percent | salaries Percent | Average and
income class and Number {of returns| an of total | sick-pay | wages
(thousandsof dollars)| wages lofreturns| with wa?es ? 1 Amount | salaries |exclusion| after
(thou- (thou- | salaries {(millions)j(millions)] and exclusion
sands) sands) and wages
wages
17, 519 134 0.8 $374.3 $90.5 26,6 $742 $2,040
12, 444 363 2.9 ] 1,608.5 164.2 9.6 425 4,011
19,108 839 4.4 ]. 6,115,9 209.7 4.9 357 6,929
, 875 287 6.6 3,110.9 101.6 3.3 395 11,737
516 20 5.0 572.6 16.5 2.9 625 21, 987
82 b 6.1 216.9 3.8 1.8 839 46, 635
53,604 1,624 3.0 12,008.1 08756.3 5.6 416 6,878

1 Includes very small but undeterminable number of nontsxable returns with adjusted gross income

over $20,000

24-532—63—pt. 1- -—12

* Returns with excludable sick pay. Total salarles and wages includes excludable sick pay.
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ExHisir 5

DENIAL OF DEPUCTION FOR CERTAIN STATE AND LOCAL TAMES

Under present law, taxpayers who .itemize their deductions are allowed to
deduct all State, local, and foreign taxes with a few exceptions (pvincipally in-
heritance and gift taxes, and most taxes for local benefits). Under the House
bill, the deduction for taxes would be Hmited to State and local real and personal
prope:ty taxes, income taxes, and general sales taxes, and foreign real property
taxes, and income taxes. In addition, all taxes paid or incurred in carrying
on a trade or business or activities for the production of income would remain
deductible,

The principal taxes for which a deduction would no longer be allowed under
the House bill are special excise taxes on tobacco, alcoholic beverages, gasoline,
motor vehicle license fees and operators’ licenses, and miscellaneous special sales
taxes (such as taxes on admissions and restaurant meals).

" State and local taxes which would continue to be deductible as personal ex-
penses under the House bill account for roughly $7.5 billion of the $10 billion of
taxes paid deduction reported on 1960 tax returns.

Revenue gain

This provision would gain $520 million of revenue without depriving taxpayers
of any major deduction., Under the House bill, this $520 million is devoted to
rate reduction, thus lowering the rates that would otherwise apply. Table 1
shows the breakdown of the $320 million revenue gain by type of tax. The
greatest revenue, $220 million, would be derived from the denial of the deductiin
for special excise taxes on gasoline. Table 2 shows the impact of the proposal
on the various income groups.

Simplification of tax return preparation

The present deduction for miscellaneous State and local excise taxes poses a
serious compliunce problem for taxpayers. Unlike the property and income
taxes, few taxpayers keep records of excise taxes since they are paid very fre-
quently and in small amounts. Extension and laborious recordkeeping is required
for those taxpayers who keep track of such taxes. As a result taxpayers who
claim the deduction generally resort to rough and arbitrary estimates. Use of
such rough estimates creates a serious audit problem for both the taxpayers and
the Internal Revenue Service, The Service must check to see that the deduc-
tions claimed dapproximate the amounts of taxes actually paid and consequently
taxpayers are frequently called upon to justify and support their estimates.
This 1s a difficult task at best and may often be impossible in the case of an audit
2 or 38 years after the taxes were paid.

In the case of general sales taxes, the Service has developed guidelines which
taxpayers can use in place of estimates, but no such guidelines are practicable
with respect to special excise taxes because of the wide variety and differences
in consumption habits.

The House bill limits deductible taxes to those which are easy for a taxpayer
to keep track of (property and income taxes and those for which guidelines are
available) general sales taxes, thus reducing considerably the recordkeeping
burden of taxpayers claiming the deduction for taxes paid.

Removal of inequities in present law

Under present law, the deductibility of State and local special excise taxes
depends on the form of the State statute imposing the tax. Generally, taxes
are deductible only by the person upon whom imposed. For convenience of ad-
ministration, many States impose their sales and excise taxes on the retailer,
or even the wholesaler, rather than on the consumer. Present law provides
that in such cases the tax may be deducted by the consumer only if separately
stated and actually paid by himn. The distinction under these rules between taxes
deductible by the consumer and those not deductible by him is frequently difficult
for the average taxpayer to understand sinee the consumer bears the ultimate
economic burden of the tax regardless of on whom imposed by law. Table 3
lists State taxes which are deductible and nondeductible under present law.

Since the deductibility of such taxes depends on the legal form in which the
State has chosen to cast its tax, many taxpayers are confused as to whether their
taxes are deduetible or not. For example, a consumer of cigarettes in one State

t
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can deduct the cigarette tax, but a consumer of cigarettes in another State can-
not. Table 3 shows that, of the 47 States and the District of Columbia which
impose taxes on the sale of cigarettes, the taxes of 25 States are deductible and
those of 22 States are not deductible. In Illinois one type of cigarette tax is de-
ductible and another type is not deductible, As shown by table 8, a similar situa-
tion exists in the case of taxes on alcoholic beverages. The taxes of 16 States are
deductible and those of 28 States are not deductible. Moreover, special pro-
vision is now made in the code to allow the deduction of gasoline taxes in 10
States. As a result some taxpayers do not take full advantage of the avail-
able deduction for these taxes, while others, especially those who can afford
tax advice do.

By denying a deduction for these special excise taxes, the House bill would
end this discrimination hetween the taxpayers of different States and would
alleviate the confusion it has caused. Moreover, such denial of deduection would
be consistent with the practice in many States which, for purposes of State
income taxes, do not allow a deduction for Federal consumer excises, taxes of
other States, or even their own special excises.

Denial of deduction for user charges ) .

Under present law, taxpayers are.not allowed to deduct charges collected by the
State for special benefits rendered to the payers; for example, toll charges for
highway use, fees for use of parks, hunting or fishing licenses, and so forth.
Present law, however, does allow a deduction for certain excise taxes which are,
in effect, payments for special benefits provided to users. For example, in 1961,
96 percent of the $3.5 billion of State motor fuel taxes was allocated for highway
construction and maintenance. Like highway toll charges, these taxes are part
of the price of consumption, that is personal expenses which should not be deduec-
tible. Under the House bill, such user charges would be made nondeductible.

TaBLE 1.-—Revenue gain from disallowing the deduction of miscellaneous tawres

under the tax bill by type of tax
. Revenue increase

State and local taxes disallowed as a deduction: (in millions)
Motor fuel $2
Motor vehicle and operator’s license - 110
Tobacco products —— - R {3
Alcoholic beverages 30
Public utilities. 20
Other selective sales taxes - 20
Admissions..._. 10
Occupancy. - 10
All other taxes and licenses : 25

Total : 520

. Note.—Under the standard deduction (10 percent of adgusted gross income up to $1,000)
approximately 1,500,000 itemized returns would shift to the standard deduction,

Source: Office of the Secretary of the Treasury, Office of Tax Analysls, Oct. 1, 1963,

TanLE 2.—Revenue effect of disallowing the deduction for miscellancous tazes®

Change from present law 3

Adjusted gross income class
Amount Percentage [As percent of
gx1|llllons) distribution | present tax

Oty wgl gl g
$5.000 to $10.000_.___.._.__.. +220 42.3 +1.2
330,000 to S20.000- - II I g e e
$50,000 aNd OVer o cveoaccuncn +-50 9.6 +1,2

Total +5620 100.0 “+1.1

1 All State and local taxes other than property, income, and general sales taxes,
3 At Houso bill rates,
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TABLE 3.—Deductibility of Statc taices

1. CIGARETTE AND TOBACCO TAXES

State clgarette tax deductible:

New Hampshire

Alabama

California New Jersey
Connecticut New York
Florida Ohio

Illinois (use tax only) Oklahoma
Kentucky Pennsylvania
Maine Rhode Island
Massachusetts South Dakota
Minnesota Tennessee
Mississippi Texas
Missouri Vermont
Nebraska West Virginia
Nevada ‘Wyoming

State cigarette tax not deductible:

. Alaska Maryland
Arizona Michigan
Arkansas Montana
Delaware New Mexico
Georgia North Dakota
Hawail South Carolina
Idaho Utah
Indiana Virginia
Towa Washiugton
Kansas ‘Wisconsin
Louisiana District of Columbia

Norp.—Colorado, North Carolina, and Oregon do not levy cigarette taxes.
2, GASOLINE TAXES

In the following States the gasoline tax although not levied on the con-
sumer is deducted under special code provisions in those cases where the
tax is separately stated and passed on to him: Alaska, California, Florida,
Hawail, Kansas, Louigiana, Minuesota, Nebraska, Utah, and Wyoming.

In all other States the tax is levied on the consumer and is deductible.

» 3. ALCOHOLIC BEVERAGE TAXES

In the case of alcoholic beverage taxes the general rule is followed that the
tax is deductible only where it is imposed directly on the consumer or separately
stated and passed on. The alcoholic beverage tax is imposed on the consumer
{ln the following State§: Arkansas, Florida, Massachusetts. Nevada, Ohio, Okla-

oma. ) ‘o

In Alabama, Delaware, Maine, Michigan, North Carolina, Pennsylvania, Utah,.
Vermont, Virginia, and Washington the liquor tax is generally deductible by
purchasers at State liquor stores whether or not the tax is separately stated'
and passed on. In all other States the tax is not deductible. Idaho, Iowa,
Mississippl, Montana, New Hampshire, Oregon, and West Virginia do not tax
liquor except beer and in some cases wine. The beer and wine taxes of these
States are not deductible.

4. AUTOMOBILE LICENSE FEES

.~ Automobile license fees and drivers license fees are deductible as taxes in
all States, but certificate of title fees, inspection fees, and similar regulatory
fees are not deductible. :
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: 8. GIFT, INHERITANCE, OR ESTATE TAXES
Not deductible,

Deductible.

8. BTATE AND LOCAL INCOME TAXES

7. PROPERTY TAXES

All property taxes, on real and personal property, are deductible by the person
against whom they are assessed. Special assessments for improvements, how-
ever, are not deductible except in certain selected cases involving a tax levied by a
special taxing district,

B --SAL!S-'PAX.EB

" -
All general retall sgles taxes are deductible, eit‘fle&because imposed on the
consumer or becauseséparately stated and passed on.

9. LICENSE miunnw\u TAXES )
and poll taxes. arg dedutetible, but lcense fees whlhp are primarily

License fe
regulatory father than révenue ral ng-—hunting and fishing\ licenses, . dog
licenses, et¢.—are not uctible. S
. y - ~\\
. . ,__w}?/ MIBSIONS TAXES -\

In mgst States the tax on tesigns 18 Nmrg/of the| general sales tax and
is deductible as is the sales . Where it Ig Jevied né a separate] tax, it is
deductl?.rle where nosed on purchaser o e admisglon (Soutlf Carolina

tax on {admission {to places o usou nt) here. it ls, perately ted and
pnssed n (Maryldnd adniisgipns nda )1 n x).
TABLE 4.—State an local t revenuc, ’by soprge;-by level of governfnent, 1961
i mlmon of déll s
/ n\-< s,.,/d - )
Staje’and local o}(mments .
Source /,/"/ 4\ \ /}6 oy .
: ) ( \ \ Ml s?zé Local
" —)

Taxes N 38,801 / 19,087 10,804

. Property... O :e.o?z' 631 17,870

Individual income. . 3 .- 013 2,855 258

Corporatlon income...... sagumsen / ,268 1,205 (0]

Sales and gross recelpts. o ueeeee 3% ve g e cacnacanen et ol 12, 403 11,031 1,432
Customs dutles....oeoceuecsvenanne - . - .
General sales ond § groes reccl L SRR . 5,431 | . 4,810 021
Selective sales and gross recelpts. oememcoceccoacacanna 7,032 6,522 610

Motor fuel 3,405 3,431 34
Aleoholle beverages 713 - 688 | . 28 -
'i ....... 1,077 1,001 78
Public uthlities. ceeeuearennn . 609 401 208
Other. a 1,078 1,000 8

Motor vehicle and operators’ Hconses......- . 1,764 1,641 113

Death and gift 801 501 Q)

All other.... - . 2,263 1,632 831

1 Minor amount included in individual lncome tax figure.
2 Minor amount included in‘* All other taxes.”

NoTe.~Tuable includeg taxes that are not deductible as personal deductions under the individual income
tax, such as death and gift taxes, fishiug and huating licenses, eto. Moreover, certain taxes are deductible
as either personal expenso or businoss expense.

Source: ‘'Governmental Fiuances in 1961,”” Bureau of the Consus, U.8. Department of _Commeroo.
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TapLE 5.—Amount of tawes deducted and percentage distribution, by adjusted
gross income classes, by type of tax on individual income tazx returns in 1960

Total Percentage distribution by type of tax
ota!
Adjusted gross income classes taxes
deducted Renl State and State Other
(millions) Total estate local sales income taxes
taxes taxes taxes
Under $5,000........ocooooooe $1,787 100 . 40.7 19.7 6.5 33.1
$5,000, under $10,000 _ - 4,779 100 41.4 20.1 10.1 28.4
$10,000, under 815,000 .- 1,651 100 42.2 18,6 17.4 21.8
$15.000, under $20,000. . . 599 100 40.0 15.3 2.7 17.0
$20,000 Or MOre..ceoocvnmnnnnnn 1,710 100 9.5 48.1 13.6
Total e cecceeacanacnan 10,526 100 39.3 17.8 17.8 25.1

NOTES

" 1. The table does not include taxes which are deductible from gross income arriving at adjusted gross
income, that is, taxes reported on individual income tax returns on schedule C (profit from business or

roressl)on). schedule F (schedule of farm income and expernses) and schedule B, pt. IV (rent and royalty

come).

2, “State and loeal sales taxes” includes only general sales taxes and not sclective sales taxes, such as
taxes on cigarettes, liquor, gasoline, ete,

3. “State Income taxes” does not include local taxes, such as the income taxes imposed by some cities.

4. “Other taxes” include the following State and local taxes: personal property taxes, gasoline taxes,
auto license fees, drivers license fees, poll taxes, cigarette taxes, alcoholic beverage taxes, foreign income
taxes, admisslons taxes, local incomae taxes and documentary taxes (as on transfer of securities and mort-
gnge recording), In addition, this category iucludes real estate, sales, and State income taxes not spe-
cifically identified as such by taxpayers on their returns, as well as some taxes which could have been
;l{]zd‘uctetd from gross income but which were erroncously claimed as itemized deductions by taxpayers on

oir returns,

" Source: Statistics of income, ‘adividual income tax returns, 1960,

TABLE G.—Amount of itemized deductions and the percentage distribution, dy
adjusted gross income classes, by type of deduction on individual income tax
returns for 1960

. Total Percentago distribution by type of deduction
ftemized
Adjusted gross income class deduc-
tlons Interest | Contri- Medical | Other
(millions)| ‘Total paid butions | Taxes | expenses | deduc-
H tions
$7.024 100 18.0 18.1 25.4 6. 0 12.5
16,360 100 27.5 16.9 29.2 14.3 12.1
5,121 100 26.9 18.3 32.2 10.6 12.0
1,734 100 22,8 10.9 31.6 10.2 12.5
5.074 100 17.6 8.2 3.7 14.1
35,313 100 23.8 19.1 29.8 4.8 12.6

Source: Statistics of Income, individual income tax returns, 1960.
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TABLE 7.~Total number of returns with itemized deductions, by adjusted gross
income classes, and the pc; cent of the total within each class with specifiz

duluctwns 1900 .
Total re- | Percent of total with speciﬁc itemized ‘dedlv"(ion
turns with
Adjusted gross income class {temized
deductions| Interest Contri- Taxes Medical
(thousands) paid butions expenses
Under $5,000......... 8,387 61.2 2.3 05.9 67.2
$5,000, under $10,000 11,810 87.2 7.6 09.5 89.7
$10 000, under .‘515,000 2,465 83.9 98.9 99.7 47.2
$15,000, under $20,000 - 618 80.1 08.7 99.7 40.2
$’OOOOormom ____________________________ 802 7.4 98.8 99.4 31.6
Total... . ecceiraace e e 24,083 77.5 95.9 98.3 5.4

Sourco: Statistics of income, fndividual income tax returns, 1960.

Exuisit 6

ABUSES OF INTEREST DEDUCTION WHEN AN INDIVIDUAL USsSes BORROWED MONEY
To PurcuAsSe A LIFE INSURANCE PoLIiCcY
Nature of abuse

Minimum deposit and bank loan insurance plans have beconie a common means
for high-income taxpayers to purchase large amounts of insurance for about
one-half the cost they would otherwise pay. This is possible because the other
one-half of the cost of the insurance is offset by income tax deductions.

Basically, a minimum deposit or bank loan plan involves the systematic bor-
rowing each year of an amount equal to the increase in the cash surrender value
under the life insurance policy in order to pay part (and, after a few years, all)
of the premium due for that year. Usually the money is borrowed directly from -
the insurance company, but sometimes it is borrowed from a bank or other person,
using the policy as collateral.

The interest on the loan is tax deductible, and the corresponding interest earned
under the policy is not currently taxed. If the policyholder dies without having
surrendered his policy, his beneficiary also pays no income tax on the interest
earned under the policy. In such a case, this interest is, in effect, tax exempt.
Moreover, part of the interest earned under the policy is often returned immedi-
ately to the policyholder in the form of dividends, which are also tax free, Thus,
under the minimum deposit or bank loan arrangement, the taxpayer receives a
double tax benefit—a tax deduction for his interest payments and tax-free status
for the corresponding interest earned under his iusurance policy.

Provigion in Iouse bill :

The House bill would deny a policyholder the income tax deduction for his
interest payments under a typical minimum deposit or bank loan insurance ar-
rangement. However, the bill contains a number of exceptions to limit the pro-
vision to cases in which the borrowing plan is entered into primarily because of
the tax advantages. For example, the provision would not apply where the
policyholder pays in full four out of the first seven premiums due under the .
policy. Moreover, it would not apply where the interest payments involved are
less than $100 or where the loan was made because the policyholder encountered
unexpected expenses or an unforeseen loss of income. Interested on loans made in’
connection with the policyholder’s trade or business also would not be affected.
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Example of abuse

The following is an example of the operation of a typical minimum deposit
insurance plan. It involves a $100,000 life insurance policy on the life of a 35-
year-old individual in the 50-percent tux bracket :

HEndowment at age 90
[Ago of insured, 35; annual gross promium, $2,201,50; amount of policy, $100,000]

1 year 4.8 per- Not
Aunnual | term Cumu- | cont Total |interest | Annual{ Not
Policy year dividend| in- Annuol | lative | annual | gross | costin net estate
begin- | surance | loan loan gross | outlay 3| 50 per- | outlay | benefit
- ing of cost ¢ interest cent tax
year bracket
(¢)) 2) (&) (O} (6) ©) (O] ) (9) (10)
0 Q 372 372 18 1,848 1,839 99,628
152 8 1,803 2,175 104 357 52 305 00,
182 12 1,832 4,007 192 302 08 200 100, 169
213 19 1,858 . 232 432 141 201 100, 291
245 28 1,882 77 372 475 186 289 1 100,
208 39 2,105 ), 852 478 311 237 75| 100,054
351 50 1,726 | 11,578 550 731 278 53 | 100,122
407 62 1,747 | 13,325 640 760 320 430 { 100,005
462 i 1,768 1 15,093 724 773 362 411 | 100, 153
517 1,787 | 16,880 810 801 405 390 | 100,046
572 12 1,807 | 18,687 897 832 449 384 | 100,017
652 133 1,82 3 984 847 402 358 1 100, 146
650 160 1,80 | 22,348 1,073 837 370 | 100,052
728 190 1,851 } 24,199 1,1 05 681 391 ] 100,121
755 223 1,862 | 28, 1,251 1,059 620 434 )
781 202 1,87 A 1,341 , 153 671 483 | 100,102
808 306 1,878 | 29,810 1,431 1,252 716 837 100, 080
K36 333 1,884 , 604 1,521 1,380 7681 o 100, 076
885 410 1,888 | 33,582 1,612 1,471 808 665 00, 0
173 1,801 | 35,473 1,703 1,502 852 741 | 100,002

1 Cost of additiona! term insurance purchased each year to maintain actual amount of insuranco at a
$100,000 tovel (column (10)).  ‘The amount of additional tesm insurance purchased each year approximates
the amount of the cumulative loan in that year (colhwnn (5)).

1 'This figure is equal to thy annual gross premium ($2,201,70) increased by the amounts in columps (3)
and (6) and thon reduced by the amounts in columns (2) and (4). .

NorE.~This errangemont clearly iltustrates how, solely by reason of the tax deduction for interest, the
policyholder Is utle to purchaso life insurance for up to 50 percent less than he wonld otherwise have to pay.

Under this arrangement, the net proceeds (gross proceeds less loan) payable
on the death of the policyholder remain at o constant $100,000 level (col.
(10)). 'This $100,000 is, in effect, in the nature of term insurance, since the
policyholder has, at all times, borrowed the full amount of the cash surrender
value. At his age the cost!® of $100,000 of term insurance, if bought under a
iypical term insurance policy, would be $655 per yeur for the first 10 years and
'$1,220 per year for the next 10 years. However, by using the minimum deposit
arrangement, the policyholder is able to purchase term insurance at a cost
«considerably below that under the ordinary term policy. The following is a
comparigon of the costs under the term policy and those under the minimum
-deposit arrangement:

After 10 years]After 20 years

1. Cost of terin INSULANCO. - oo oo acaneaosrcescusnnnaanoanmmns U $06, 550 $18, 750
‘2. Net cost under mintimum deposit planafter taking into account the interest

deduction (col. (9))..... PO eaeccmamasescanasnaanne .. 4,785 9, 744
‘3. Saving under minimum deposit plan (1 minus 2)-...... , 7 9,008
4, Tax saving through interest deduction (col. (6) minus col. 2,088 8,577

1These cost figures represent the annual premiums under a 10-year nonparticipating
term policy issued by the Aetna Life Insurance Co.

1
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This chart clearly illustrates that the savings in cost under the minimum de-
posit Insurance plan (item 3) are made possible mainly because of the interest
deduction available to the policyholder (item 4). In other words, if it were not
for the interest deduction, the cost of insurance under the minimum deposit plan
would approximate the cost under a typical term insurance policy. However,
because of the interest deduction, the policyholder, has, after 20 years, been able
to purchase the insurance at a savings of over $3,600. In other words, he has
been able to cut his insurance cost in half.

Similar abuses have already been prohibited

Congress has already recognized that the interplay of the interest deduction
and the tax-exempt nature of (he earnings under an insurance policy give rise to
unwarranted tax benefits.  Section 264 of the Iniernal Revenue Code presently
denies o deduction for interest on loans incurred to purchase single premium
life insurance or annnity policies or policies where suostantially all the premiums
are paid during the first 4 years. However, the very tax abuse which Congress
sought to cure in these cases is still available through the use of annual premium
policies which are not covered by section 26+, In fact, as is clearly indicated in
the advertisement reproduced below and in the attached tax report, insurance
companies have developed special annual premium policies to permit the maxi-
mun tax benefit.  Just as was done in the cuse of single premiuin policies the pos-
sibility of tax abuses under annual premium policies should be eliminated by
denying the interest deduction when such policies are purchased through bor-
rowing.
Legislation i3 neccessary

1t has been argued that this is not a problem for legislation but rather one for
the courts on the ground that the types of transactions involved are merely shams,
The very fact that insurance companies have developed special policies to permit
the maximum borrowing possible and have advertised the tax benefits flowing
from such policies would seem to clearly indicate that the companies themselves
do not consider these transactions as merely shams that can easily be struck
down by the courts. For example, the following advertisement appeared in the
Wall Street Journal for Tuesday, Februavy 26, 1963 :

“TAX SUELTER

“Corporations and individuals can purchase annuities and life insurance with
money that would otherwise have to be paid out in income taxes by purchasing
this company’s copyrighted contracts with borrowed money. We will lend you
the premiums at a low rate of interest—only 4 percent.

“Interest paid on life insurance loans is deductible for income tax purposes
under the present Internnl.Revenue Code. Policy dividends and death benefits
paid on the contracts are nontaxable income. Corporations and partnerships are
purchasing them for the purpose of buy-and-sell agreements of stock of a de-
ceased stockholder or partner, There is a profit of approximately 50 percent
a year on the net interest paid.

“Phe savings on income taxes can be used to increase dividends, expand a corpo-
ration's business, or to provide retirement or pensions plans. )

“Just give us your name and mailing address and complete information will
be furnished without obligation.

“SaM Houston LiFE INSURANCE Co.,
“R. C. SALLEY, Pregident.
‘“HousrtoN, TEx.”

There is also attached a copy of a tax report, written especially for doctors,
which not only points out the tax benefits available through the popular minimum-
deposit plans but also describes the methods by which insurance companies are
varying their policies to produce the maximum tax benefits. This report, as well
as the advertisement. is ample evidence that minimum-deposit insurance plans
are widely recognized for their tax beneflits and represent an area where legis-
lation is clearly needed.

Attachment.
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“[From P-H Doctor’s Tax Report, Personal and Professional Tax Savings, Prentice-Hall,
Inc., Englewood Cliffs, N.J., Mar, 18, 1963}

“THE Do0TOR'S LIFE INSURANCE ! NEW TAX PROPOSALS WoULD STRIP TAX BENEFITS
I'roM PoruLAR MINIMUM-DEPOSIT PLANS

“Among the many crackdowns requested by the administration as part of a
package tax bill, there’s one which would deny interest deductions on money
borrowed to purchase life insurance. This, of course, is aimed directly at the
poputar—though controversial—minimum-deposit life insurance plans..

‘“Whether or not this proposal ever becomes law, it has already accomplished
one thing—it’s stimulated taxpayer interest in the very tax break it seeks to
knock out. For instance, Secretary Dillon’s testimony on minimum-deposit plans
includes the following phrase:

“o * * high-bracket taxpayers are still able to gain considerable tax ad-
vantages by borrowing substantial amounts each year under annual premium

olicies.’
r ‘“Many doctors have written in to ask about the tax benefits of such plans.
However, before we get into the actual working details, here’s a—

“Word of caution: Insuraice men and insurance companies are widely
split on the advisability of such plans. It is essential, therefore, that you
consult your attorney and your insurance representative before taking any
action.

“Now, let’s see just what makes up a minimum life insurance plan. We'll
assume that your practice is booming and your income in climbing. Of course, a
higher income calls for more family protection to insure the continuation of your
family’s station in life, should the unexpected happen. But it’s often the case
that, when you sit down to work out an adequate insurance plan, you find,
despite your rising income, that you don’t have the cash to buy sufficient protec-
tion. This, according to one school of thought in the insmrance world, is where
minimum-deposit plans enter the picture.

“How it works: First, you decide the kind and the amount of the permanent
insurance protection you need—be it whole-life, 20-payment, or the like. Take
out the insurance the way you ordinarily would. Where, then, is the ‘plan’ and
alllli the1 benefits and advantages we’re talking about? The key to the whole
thing is—

“How you pay for the policy: Every year, instead of paying the cash premium
less dividends, you borrow the annual increase in the cash value and pay the
difference, if any, out of your pocket. So, once you've paid the full premium
for the first year, the annual increase in cash value takes over most of the load.

“Important: Some companies issue policies that have an immediate cash
surrender value. If you buy one of these, even the first year's cash outlay
will be reduced.

“Of course, loans mean interest which, in effect, is added to the premium
cost. And, while the interest cost can start getting pretty stiff after a while,
here's an angle that really makes the idea appealing to the upper-bracket family
protector. It's the—

“Interest deduction: As things stand right now, interest you pay for any
bona fide loan is deductible. On the other hand, dividends paid on insurance
policies are tax free—they reduce the premium. Under the loan plan,
annual dividends go first to the reduction of the part of the premium you
pay, and then toward defraying your interest cost.

. “Result: You're getting tax-free dividends that help pay your tax-deductible
nterest. ‘

“Watch this: This interest deduction is what the new tax proposal is
gunning for. If the crackdown becomes law, the deduction will he knocked
out. Mearwhile, though, it's deductible.

“While the loan is in existence, the net insurance protection is dropping.

“Reason: Since the cash value i8 your collateral for the loan, that much of
the face value belongs to the lender—the bank or insurance company—and only
the remainder would go to the beneficiary. But the gradual reduction in pro-
tection is slow enough to give the desired primary result—much more insurance
protection than you'd ordinarily be able to carry.
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“But even this drawback can be mitigated almost painlessly.  Those wizards
of the actuarial profession have thought up a coply of alternate ways of getting
.around this decreasing protection handicap:

“(1) Increasing term insurance—Included in the policy, and paid for by the
.dividends, is separate 1-year renewable term insurance coverage that increases
sufficiently in face amount every year to keep pace with the loan.

“Result: The total coverage remains about level.

“(2) Additional whole-life insurance.—Under this plan, each year's dividend
goes to buy additional single-premium permanent life insurance to cover part
of the loan. This is repeated every year, so that, say, after 20 years of coverage,
youw'd have 21 insurance policies—the main one, and a subsidiary one for each
year to cover that ycar’s loan.

“Result: Since the dividends in the early years are relatively low, additional
coverage might not completely equal the loan, but this will soon eatch up. But,
in later years, there is the added advantage of a cash surrender value on every
policy. In term insurance, each policy disappears after the year's up.”

EXHIBIT 7
THE TAX TREATMENT OF EMPLOYEE STOCK OPTIONS

: I. TIISTORY
A. Treatment prior to 1950

Before 1950, the tax treatment of employee stock options was governed by gen-
-eral principles of the Internal Revenue Code and not specifically dealt with except
in administrative regulations issued by the Treasury Department.. The problem
initially was whether the bargain purchase of stock by an employee could resuli
in compensation. T.D. 3435 of 1923, the first attempt of the Treasury to deal with
this area, provided that an employee should include in gross income the difference
between (a) the fair market value of the property purchased from an employer
and (b) the amount paid for it. The Treasury considered that purchases of an em-
ployer’s stock pursuant to an option were to be treated under this regulation in
the same manner as a bargain purchase of other property.

Taxpayers, on the other hand, contended that the exercise of an option could
not result in income and, further, that an option intended to provide an-employee
with a “proprietary interest” in a business was not taxable compensation. The
Treasury consistently took the opposite view and prevailed in some cases. How-
ever, taxpayers on occasion were sustained by the courts on the point that an
intention to provide them with a proprietary interest precluded the realization
of income.

In 1939, the Commissioher of Internal Revenue acquiesced in the Geescman
case. (38 B./T.A. 258 (1938)), in which the Tax Court adopted the proprietary
interest test. The Treasury regulations were amended to provide that pur-
chases of property by employees at a price “substantially less than fair market
value” were taxable only to the extent they were “in the nature of compensation.”
Profits of “proprietary” grants were taxed as capital gains at the time of sale
of the stock. Controversy continued, however, and after a period of uncertainty
as to the status of the law regarding stock options, the Supreme Court in 1945
decided the case of Commissioner v. Smith (324 U.S. 177). In that case, an em-
ployee was given an option to buy the stock of a company whose stock was to be
acquired by his employer-corporation upon the occurrence of certain contingencies.
The Court held that Smith received compensation upon receipt of this stock.

“Following the Smith case, the Treasury Department in 1946 amended its regu-
lations to take once again the position that all purchases of stock at less than fair
market value by employees were in the nature of compensation. The 1046
Treasury Department regulations led to considerable controversy and agitation
for legislation on the subject of stock options.

In 1947 a special tax study committee, formed pursuant to H.R. 293 and 297,
recommended special treatment for employee options granted at a price not
substantially less than the market price of the stock.! The study committee

1U.S. House of Representatives, Commlttee on Ways and Means, revenue revigion,
1947-48, hearings, pt. g p. 3626 (1947).
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-recommended that the gain on sale of the option stock be treated as a long-term
gain provided it is sold 2 years or more after the option is granted. A minority
report criticized such a provision as a species of tax avoidance? *“The purpose
of every stock option,” it stated, “is to enable a few executives to buy stock at a
bargain price on a rising market and to sell the stock after 6 months so as to
obtain a capital gain.”

In the revenue revision bill of 1948, the House of Representatives adopted
legislation along the lines recommended by the study committee, against Treas-
ury objections.®? However, the 1948 provision was dropped by the Senate.

B. The 1950 legislation

The basic framework of the present legislative provisions regarding restrlcted
stock options was enacted as part of the Revenue Act of 1950.* These provisions,
as amended in 1954 and 1958, accorded special tax treatment to restricted stock
options adopted after February 26, 1945 and exercised after 1949,

At present, under section 421 of the code, if an option qualifies as a restricted
stock option, the employee is not deemed to receive taxable income at the time
of exercise. In the typical cases where the option price is at least 95 percent
of the stock's value at the date of grant, any amount over the option price
realized by the employee upon sale of the stock is taxed as a long-term capital
gain, provided the sale takes place at least 2 years after the option is granted
and 6 months after it is exercised. If the stock acquired with the restricted
option is held until death, the gain over the option price is not taxed at all and
the employee’s estate or heirs receive a stepped-up basis for the stock.

If the option price of the stock is between 85 percent and 95 percent of its
market value at the date of grant, when the stock is sold or left at death, part of
any amount received over the option price is treated as ordirary income and part
as long-term capital gain. Ordinary income tax rates apply to that part of the
gain which represents the spread between the option price and the market price
of the stock at date of grant, or the spread between the option price and the
value of the stock at time of sale or death, if that is lower. The portion of the
gain over the option price, in excess of the amount taxed as ordinary income, is
accorded the same long-term capital gains treatment described above for 95 per-
cent options.

The corporation receives no deduction at any time for issuing the option.

In order for the option to qualify for the special tax treatment as a restricted
stock option, the following conditions must be met:

1. The recipient must be an employee when the option is granted and must
exercise it while an employee or within 3 months after his employment is termi-
nated. (However, the 3 months’ requirement does not apply when the option is
exercised after the death of the recipient.)

2. The option must be nontransferable, except at death.

3. The option must not extend for more than 10 years from the time- it is
granted. However, if the optionee owns more than 10 percent of the voting stock,
the period for exercising the option must not exceed 5 years.

4. The option price must be at least 85 percent of the market price at the time
of grant, or 110 percent in the case of an optionee owning more than 10 percent
of the voting stock.

The price requirement can be met by a variable price formula based on the
market price at time of exercise. Provision is also made for resetting the option
price at not less than 85 percent of market value if the market price during the
preceding 12 months averages less than £0 percent of the price at timme of grant.

C. Provisions of the House bill

Scction 214 of the bill, as passed by the House of Representatives, revises the
tgx (reatment of restricted stock options in order to prevent certain abuses in
their use.

Lrecutive stock options.—The present law is continued for stock options (re-
ferred to as restricted stock options) granted before June 12, 1063. The House
bi1l adds a new section, section 422, to the code which will govern options granted
after June 11, 1963 (referred to as qualified stock options). It imposes certain
restrictions and limitations on such options’to prevent specific abuses which were

8 Ihid,,
9; tll\Othl §ong 23 sess.,, FLR, 6712 (May 26, 1048), sec. 137; Congressional Record, vol,
NO
40.8. Sennte the Revenue Act of 1950, Slst Cong., 2d sess., Rept. 2375, sec. 220.
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called to the attention of the Ways and Means Committee by the Treasury De-
partment and varicus witnesses. The full tax benefits accorded qualified stock
options will be available only if the following requirements are satisfled,:

(1) The stock must be held for 3 years after the option is exercised.. Present
law requires that the stock not be sold for 2 years after grant of the option and
that the stock be held for 6 months after exercise. The new rule will better
insure that such options are being used by corporations to give executives and
other employees a proprietary interest in the business and to restrict their use
as compensation taxable at capital gains rates. ,

(2) The option must be exercisable within a period of not more than § years.
Present law allows such options to extend for a 10-year period. The new pro-
vision restricts the period during which an executive can receive the beneflits
of rising market values for the option stock without the in‘vestment of any of his
own funds.

(3) The option must be issued at a price equal to the fair market value of
the stock at the time the option is granted. Uuder present law the option price
may be 85 percent of the fair market value on the date of grant. In order to
protect against unintentional underpricing of closely held stocks, however, the
new section specifically provides that the optlon will not be disqualified if a
good-faith effort was made to determine the fair market value of the corporate
stock, However, to insure that taxpayers do not take undue advantage of this
provision, the new section provides that 150 percent of the amount by which the
option is underpriced (with certain limitationg) is to be reported as ordinary
income in the year the option is exercised.

(4) No qualified stock option may be granted to an individual owning more
than § percent of the corporate stock in the case of a corporation with equity
capital of $2 million or more. The percentage of stock ownership permitted is
gradually increased in the case of smaller corporations to a maximum 10 per-
cent of the stock of a corporation with equity capital of $1 million or less, Re-
stricted stock options may be granted to substantial stockholders without limita-
tion under present law if the option price is 110 percent of the market price of
the stock at grant and the option is for 5 years or less.

(5) The option must be granted pursuant to a plan which has been approved
by the shareholders within 10 years. This is to insure that the owners of the
corporation approve of the issuance of the options. Present law contains no
such provision. :

(6) The option price may not be reduced because of a drop in the price of
the corporation’s stock. Present law allows such “resetting” under limited cir-
cumstances. The fundamental purpose of stock options is to encourage business
executives to improve the efficiency and profitability of' their employer-corpora-
tions. It is contrary to this purpose to allow a corporation to reduce the option
price if the value of the stock falls. In order to prevent avoidance of this rule
by simply issuing additional options at a lower price, the House bill requires
that options be exercised in the order of their grant. Thus, the employee may
;10!; e}lkercise a stock option until an earlier option has been exercised or has

apsed.

Employee stock purchase plang—Certain corporations allow virtually all of
their employees to purchase stock in the corporation at a discount from the mar-
ket price. These plans, commonly referred to as stock purchase plans, differ sub-
stantially from executive stock options since they are issued on a2 nondiscrimina-
tory basis and arc used, at least in part, as a device for raising needed eapital.
They have, however, been taxed in the past under the provisions dealing with
restricted stock options.

The House bill contains a new section 423 of the code which will continue the
present tax treatment for these employee stock purchase plans. Thus, options
under these plans may be issued in the future at 85 percent of the fair market
value of the stock as under present law, rather than at 100 percent of the market
price as will be regnired in the future for executive stock options., New ‘section
423 contains various rules designed to insure that these plans will be non-
diseriminatory in their ‘operation. ’

II. APPRAISAL OF CERTAIN PROVISIONS

The experience with restricted stock options indicates that’ there are strong
grounds for modifying certain aspects of the tax treatment of such ‘options to
assure that they are not being used simply to compensate corporate executives
at capital gain rates. The changes in present law made by the House bill are in-
tended to have this result.
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A, Price reset provisions B
- Under present law, it is possible for an executive to derive substantial gains
from an option even if the price of the company’s stock declines greatly after
the date the option is granted. Section 421(e) of the code provides that when
the average fair market value of the stock under option for the 12 preceding
months is less than 80 percent of its value on the date of the original grant, a
lower price may be substituted for the original option price. In such a case, the
option price may be “reset” at a prlce as low as 85 percent.of the current value
of the atock. :

+ Many corporations have taken advantage of the provision allowing option
prices to be reset. To illustrate this practice, details concerning such price
resetting in seven actual cases are presented below:

Company Number of Original Reset prices
shares option prices
12, 800 $13.82 $31.83
193, 000 117,25 68. 60-
21,022 | $53.00- 51,90 19,30
2‘;6, ggg 69. 35~ 77 07 52.40

8,62
177, 965 45, 90~ 68 "5 $33.37- 37.17.
04, 000 . 10.38

Resetting of the option price is inconsistent with the purpose of the stock.
option provision of allowing a corporation to offer its executives incentives to
improve the profitability of the corporation and thereby increase the value of
the company’s stock. The provision makes it possible for an executive to secure
substantial benefits from an option even if the market price of the stock falls
below the initinal option price. The House bill prohibits the reduction of the
option price because of a fall in the market price of a company’s stock. To
prevent circumvention of this rule by merely issuing a new option at a lower
price, the House bill requires that no option be exercisable until an earlier option
has been exercised or has lapsed.

B. Selling oplion stock

Contrary to the intention of the Congress in providing for the preferential
tax treatment of restricted stock oplions, corporate executives have, in many
cases, sold their option stock rather than holding it for investment. Some
measure of this trading is indicated by the stock option experience of a sample
of 215 top executives, covering the period 1950-G0 (table 1). Of those who
exercised options, only slightly less than 40 percent still held all their stock at
the end of the period, and only half retained at least 80 percent. But 48 execu-
tives (over 25 percent) sold more than half their option stock, and 11 (8 percent)
sold it all.

'l‘ABLF 1.—Disposition of option stock by 215 top caecutives, 1950~ ho

Number | Percent Number | Percent
Number of executives........ 215 |iocaiannan Percent of option stock sold-—
Number not exercising op- Continued
L4002 1 ¥ R b1 TP 40 to 50 10 8.5
Number oxercising options.... 188 10¢.0 50 to 60 12 6.4
Parcent of option stock sold ! 60 to 7 5 2.7
73 38.8 70 to 80, 12 6.4
7 3.7 80 to 90__ 6 3.2
16 8.8 90 to 100. 2 1.1
19 10.1 100 11 5.0
9 4.8 .

Sources: A study of stock option benefits provided by 350 large corporations, conducted by Profs. Georga
E, Lentand John A, , Dartmouth Colloge, under a grant by the Alfred P, Sloan Foundation to t
Amos Tuck School: “’I’he mportnnce of Restricted Stoclc Options in Executive Compensation,” Manage-
ment Record, June 1962, pp. 6-13, s

Office of the Secretary of the Treasury. Offlce of Tax Analysis, Oct, 1, 1963,
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“Another indication of the turnover of option stock is provided by a Treasury "

study of transactions in option stock by 528 executives in 86 companies over
the 3-year period January 1958 through December 1960. The study (which
was based on the Securities Exchange Commission monthly “Official Summary
of Security Transactions and Holding”) disclosed that for the period under
review the 528 executives purchased over 1.7'million option shares.! Two-thirds

of the 528 executives disposed of at least.some option stock during the period. .
These dispositions amounted to about 490,000 option shares—almost half the.

number of option shares acquired by the group with sales aud over 27 percent
of the total number of option shares acquired by all 528 executives.

The results of the Treasury study are confirmed by the McKinsey survey,
which reported an average retention of 75 percent of option stock by executives
in a sample of 72 large companies.” - : .

The Treasury study shows further that of the executives making dispositions,

24 percent sold all the option stock received during this period, and 60 percent

sold half or more. The frequency distribution of dispositions as a percentage
of acquisitions is presented below: . -

.

Dispositions as a percent | Number | Percent of || Dispositions as a percent | Number | Percent of
of acquisitions total of acquisitions total

016090 oo 12 5.2 || 706070 e oo miacamaacae 9 3.9
10to 19.. 23 10.0 {| 80to 8)... 11 4.8
20t020_. 16 7.0 || 90to 99 12 5.2
30 to 39. 21 9.6 || 100...... 23.6
40 to 49, 18 7.9

50 to 69 30 1.1 Total..ceeecaaenen 229 100.0
60 to 69. 22 0.6

Regardless of the reason for the sale of the optioned stock, sale of the stock
by the executive is inconsistent with the purpose of the steck option provision
of allowing corporations to give executives a proprietary interest in the employer-
corporation, The House bill requires that the optioned stock be held for a
period of 3 years if the executive is to obtain the full benefits accorded qualified
stock options. This provision will assure that the executive will have a pro-
prietary interest for at least 3 years and that the option will not be exercised
with a view to selling the stock at the end of 6 months, as is possible under
present law.

C. Large option gaing accrue to shareholders controlling closely held corporations

In approving the original legislation in 1950, the Congress denied the tax
benfits of restricted stock options to recipients owning, directly or indirectly,
more than 10 percent of the voting power of the employer-corporation at the
time the option is granted. According to the Senate report on the bill: “This
rule is intended to prevent the use of stock options by employers who seek to
convert the earnings of a corporation from ordinary income into a capital gain.”

With the enactment of the Revenue Act of 1954, however, Congress amended -

the law to permit owners of 10 percent or more of voting stock to obtain the
tax benefit of restricted stock options, provided they were issued at not less than
110 percent of the market price at time of grant and were exercised within §
years.

Present-day practice in the use of options by those in control is inconsistent
with the reasons announced for this change. According to the Senate report,
the attention of the committees was called to cases of stockholder-employees of
closely hield corporations ‘“who use stock options to retain control of their com-
pany when procuring outside equity financing.”* Where the option price was

1In order to put acquisitions and sales on a comparable basfs, the study did not record
aequisitions during the lnst 6 months of the period under review. This is because it 18 not
likely that option sto¢k acquired in these 6 months was sold in the same 6 months. Such

a procedure would reault in the loss of long-term capital gains treatment on the - option -

bhenefits and also in the possible application of gec. 16(b) of the Securities and Exchange
Act Involving repayment of the gain to the employer corporation.

2 McKinsey & Co., Inc, “Stock Option Administration in the Leading Companies (De-
cember 1961), pp. 2-14.

8 R(-Et, 2375, op. cit., P 60,

4+ U.8. Senate. Committee on Finance, report to accompany H.R. 8300, 83d Cong., 2d
gess., Rept. 1022, p. 60.
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substantially above the market and the option exercisable only for a limited
time, according to the committee, “it would appear that the options in these
cases are not intended as compensation.”

A B-year option {o buy stock at 110 percent of the market price at the date
of grant ordinarily has considerable value. Calls, giving the purchaser the right
to buy stock at a stated price over a brief period of time, generally sell for
significant amounts even when the call price is over the market price at the
time the call is sold. Recently, for example, a firm advertised a call giving the
right to buy at 6734 United States Steel which bad closed on the previous day
at 58%.°5 The price of the call, which was for a 5-month period, was $137 per
100 shares of stock. Obviously, if the call were extended to 5 years to correspond
with the period over which stock options granted to stockholder-employees can
be exercised. it would sell for a much higher price.

Most executives owning a substantial voting interest waive their option rights.
Nevertheless, the practice of others in granting themselves options is sufficiently
widespread to call attention to the undesirable results of this practice. Some
of the more significant cases, secured from proxy statements, are summarized
below :

The president of a large manufacturing company received options at 110
percent of market value to purchase 8,000 shares in December 1956, when
he and his wife and children owned 12.2 percent of the voting stock. Be-
tween October 1959 and September 1961 he exercised all these options.
Because of the unusual rise in the value of the stock over this period, involv-
ing numerous stock splits, he realized option beneflts amounting to an
estimated $3,930,000. Over the 5-year period his salary is estimated to be
less than $1 million.

In July 1957 the board of directors of a large drug company granted the
president options to purchase 57,000 shaves of stock out of the 125,000
shares reserved for the purpose.® The president, who with his family owned
51 percent of the stock, was the only officer to receive options, the halance
of 67,500 shares being set aside for future grants, At the time of exercise
the opiion shares had a value of $2,450,000. These benefits amounted to 54
times his 5-year salary of about $440,000.

A large metals company, in which one family owned a 54-percent interest,
granted options to two members, the total exercised benefits of which
aggregated about $2,200,000.

The chairman of a large chemical company, who owned a direct and
beneficial interest of 10.5 percent, received substantial stock options. The
total value of benefits on exercise amonnted to about $1,265,000.

The president of an aireraft company, who directly and indireetly owned
about 10 percent of the voting stock, exercised options with a total benefit
of about $500,000. ’

As a result of stock options and other purchases, the president: of a metal
Tabricating company increased his ownership to about 15 percent of the
voting shares. His exercise of options netted about $620,000.

An execntive who owns a substantial portion of the stock of a corporation
already has an incentive to improve the company’s efficiency and profitability.
Beyond certain limits there is no justitication for granting qualified stock-option
benefits to such a person. Accordingly, the House bili denies qualified stock
option treatment to options issued to the holder of more than 5 percent of the
stock of a corporation having equity capital of $2 million or more. Qualified
stock options may be issued to the owner of a larger proportion of shares of a
corporation with equity capital of less than $2 million. The maximuin ownership
of stock of the employer corporation by any person receiving a qualified stock
option will be 10 percent in the case of a corporation having $1 million of equity
capital or less.

5 New York Times, May 16, 1962, :

8 The seven-man hoard consisted of three members of the president’s family, the admin-
{:trgnve vice president, and representatives of the company’s law firm and investment

ankers.
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IxHIBIT 8
PERSONAL HoLpiNG COMPANIES

Since 1934, the revenue laws have recognized the necessity of imposing special
taxes on the undistributed income of a personal holding company which is used
as a shelter by high-bracket taxpayers. Under this device, a taxpayer places
investment assets producing “passive” income in a corporation so that such in-
come would be taxed at the lower corporate rate, which, in the case of dividend
income, is only 7.8 percent under present law. Accordingly, a company which
is used as a tax shelter in this 1aanner by five or fewer persons owning more
than 50 percent of the stock of the company is subject to a special additional cor-
porate tax—the personal holding company tax. 'The purpose of this tax is not
to collect revenue under its imposition, but to encourage the personal holding
company to distribute its earnings to its shareholders. Xarnings which are so
distributed are not subject to the personal holding company tax.

However, under present law, there is evidence that the personal holding com-
pany provisions have not been tight enourh to prevent the use of corporations as
a shelter for passive income. Various methods have been used by corporations
to avoid personal holding company status. Some of the muost important of
these are: By producing more than 20 percent of gross income from an “active”
operating business, even though the operating business produces only a relatively
small amount of net income, or even none; by producing 50 percent of gross
income from rents; produveing gross income from a working inferest in an oil
well of more than 20 percent of total gross income, even though the net income
from such oil well may be relatively small or even none; and by producing
20 percent of gross income from capital gains from the sale of assets other than
stocks or securities, or from commodity transactions.

H.R. 8363 adopts certain provisions with respect to personal holding com-
panies which are designed to prevent the use of these devices which are pros-
enily used by corporations to avoid personal holding company status. The
following examples illustrate these devices and the application of H.R. 8363
with respect to them:

GROSS INCOME TEBT
Example 1
Corporations T's income and deductions are as follows :

Gross income: '
¥From contract for stockholder L’s services. $300, 000

Telephone answering service 100,
Total : . 400, 000
Expenses: Co ' T
. Attributable to contract... 50, 000
©Attributable to telephone answering service 95, 000
Total - 145, 000
Taxable income ——— 255, 000

All of the shares of corporation T are owned by L., a television star, and W,
his wife. The corporation receives $300,000 for the services of L who is under
contract to T corporation and is paid a salary of $100,000 annually. T corpora-
tion has. purchased a telephone answering service for $75,000. Thus, the net
income attributable to the telephone answering service is only $5,000 ($100,000
minus §95,000). Nevertheless, the $100,000 of gross income from the telephone
answering service shelters the $200,000 of net income which the corporation
receives for L's services ($300,000 gross income minus $100,000 salary paid to L) .
from the personal holding company provisions. (Under existing law, the in-
come which the corporation receives for its shareholder’s services is persona;
holding company income, since it really represents the shareholder’s earnings
which he attempts to have taxed at corporate rates instead of individual rates,
The example, of course, would equally apply if the $200,000 of income from L's
services was divided income instead). Thus, under existing law, without the
telephone answering service, all of the income that corporation T receives for
the services of its stockholder L would constitute personal holding company
income. However, under existing law, since the gross income from the telephone

24-532~-03—pt. 1——13
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answering service ($100,000) constitutes more than 20 percent of gross in-
come ($400,000), the corporation is not a personal holding company.

Under H.R. 8363, the operating income must constitute more than 40 percent
of the gross income, and thus the corporation is a personal holding company.

RENTAL INCOME
Baample 2

Corporation U, which is wholly owned by a high-bracket taxpayer, has the
following items of income and deductions:

Gross income:

DAVIANAS e e e $135, 000
Rents (from factory and warehouse) _ 145, 000
O ] e e e et e e e e e e e 280, 000
Deductions:
Real estate taxes-—- - 20, 000
INtereSt o e e e 25, 000
Depreciation oo 35, 000
Other eXPeNSeS o e e - 5, 000
Dividends recelved deduction — 114, 750
L4 0 ) O S SO 199, 750
Paxable income. . 80, 250
Corporation U’s assets are as follows:
StOCKS e e e 3, 500, 000
Factory and warehouse 700, 000
MOTtBAZE e e e 400, 000
Equity- : —— ——— 300, 000
Total - - - 3, 800, 0600

The rental income is received with respect to a “net lease” under which cor-
poration U’s only expenses are real estate taxes and certain insurance premiums.

Since the rental income of $145,000 is in excess of 50 percent of the total gross
income, $280,000, the rental income does not constitute personal holding com-
pany income and corporation U is not a personal holding company. Accordingly,
an equity of investment of only $300,000 is able to shelter dividend income pro-
duced by $3.5 million of stockegr = - -

Under ILR. 8303, the gross grental income must be reduced by real estate taxes
($20,000), intervest ($25,000)] and depreciation ($35,000). Hence, the rental
income which must exceed 50(percent of gross income is $65,000 ($145,000 minus
$80,000). Accordingly, since{$65,000 rental income does not constitute 50 per-
cent of the total income ($200,000), the corporation is a personal holding
company.

Exzample 8
Corporation R, a closely held corporation, has the following items of income
and deductions:

Grogs income:

Dividends - e e e e $250, 000

Rents (from office huil}\lng)-_-_ _________ 750, 000
POEAT o e e e e et e e e e e e 1, 000, 000

Deductions:

Real estate taxes_.._f .. - e 120, 000

b 8117 o) | U Sy U ———— 40, 000

Depreciation s

Management fee._.__ e e m 75,000

Other rental expenses.. - e 175, 000

Dividends received deduction._ ——— - am—— 212,500
“Total._. ——- I BN e 762,500

Taxable income__ ... — —— 287,500
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Under existing law, since the rental income of $750,000 constitutes more than
50 percent of the total gross income of $1 million ($750,000 plus $250,000), the
rents are not personal holding company income and the corporation is not a
personal holding company.

Under H.R., 8363, the rental income must be reduced by taxes ($120,000),
interest ($40,000), and depreciation ($140,000). Accordingly, rental income will
be $450,000 ($750,000 minus $200,000). ‘t'he corporation meets the 50-percent
requirement sinee the rental income ($450,000) is more than 50 percent of total
income, $700,000 ($450,000 plus $250,000). However, an additional test is pro-
vided in order for rental income not to be classed as “personal holding company
income,” under which personal holding company income of the corporation
(other than rental income), $250,000, must not constitute more than 10 percent
of the total income, $1 million. Accordingly, corporation R’s rents constitute
personal holding company income and all of corporation R’s income is personal
holding company income. Thus, under H.R. 8363 the corporation is a personal
holding company.

Ezample 4
Corporation J’'s income and deductions are as follows:

Gross income:

DIVIAeNAS e e $600, 000
Oii (working interest). - e 500,000

Total. e e e on e 1, 100, 600

Deductions:

Depletion__. m—— ———— 400,000
Interest - — 64, 000
Other expenses 30, 000
Dividends received .o __.__ -— e 490, 000

ot e 984, 000

Paxable income_ oo — 116, 000

Corporation J’'s assets consist of $15 million in stocks and a working interest
worth $2 million in an oii well, payment for which was made by the corporation
with $400,000 of its own funds and a loan of $1,600,000 at 4-percent interest from
the seller secured by a pledge of corporation J's stock portfolio,

Under present law, the equity investment of $400,000 in the oil well provides a
shelter for the passive income from $15 million of stocks. This is because the
gross income from the oil well, $500,000, constitutes more than 20 percent of the
total gross income of the corporation, $1,100,000 (the sum of $600,000 dividend
income and $500,000 oil income).

Under H.R. 8363, for purposes of the personal holding company income com-
putations, the income from the working interest in the oil well, $500,000, is
reduced by depletion ($400,000), and interest ($64,000), allocable to the working
interest, so that the total income from the oil well is only $36,000 ($500,000
minus $4064,000). Accordingly, the corporation is a personal holding company
since the personal holding company income ($600,000 of dividends) is more than
60 percent of the total income ($634,000).

CAPITAL GAINS ON ASSETS8 OTHER TITAN 8TOCKS, S8ECURITIES, OR COMMODITIES

Example 5

M corporation sells all of its assets for $50,000. It receives $700,000 in «cash
which it invests in securities producing dividends of $28,000 annually. The other
$150,000 is to be received in five equal installments over a H-year period. The
payments are to be paid with respect to assets which the corporation had used in
its trade or business. The corporation had a basis in such assets of $40,000. M
corporation reports the gain on the installment method, and accordingly rec-
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ognizes $22,000 of capital gain in each of the § years (one-fifth of $150,000 minus
$40,000). Accordingly, corporation M’s income and deductions are as follows:

QGrossy income:

DIvIANAS e e e e e —— $28, 000
Capital gains (from installment sale of capital assets other than
stocks, securities, or commodities) 22, 000
L0 7 ) ROt —— 60, 000
Deductions: Dividend-recelved deduction. .. oo 28, 800
Taxable INCOMCa o e ——— 26, 200
Ordinary income 4,000
Capital gaINS e e e 22, 000

Under existing law, M corporation is not a personal holding company. The
total gross income annually is $50,000 ($28,000 of dividends and interest, and
$22,000 of capital gains). Since the personal holding company income ($28,000)
is less than 80 percent of total gross income (8§50,000), the corporation is not a
personal nelding company.

Under ILR. 8363, such capital gains are excluded for purposes of determining
the corporation’s percentage of personal holding company income. Ience, for
this purpose, gross income is $28,000 and, accordingly, all of the company’s gross
income is personal holding company income.

Bxmsit 9

GROUPING OF OIL AND GAS PROVERTIES

Present law provides that percentage depletion cannot exceed 50 percent of
the net income from the property. This provision has been in the tax law since
1924, and preceded the adoption of percentage depletion for oil and gas properties
in 1926.

This exhibit deals with the provision in present law which permits oil and
gas producers to combine or aggregate properties in applying this 50-percent
net income limitation. Under present law, any number of oil leases may be
combined for percentage depletion purposes if they are in one operating unit.
This presents an opportunity to combine high-income with low-income properties
in order to avoid the application of the net income limitation to the low-income
properties. The larger the operating unit used by the taxpayer, the greater is
the tax advantage that can be gnined from this provision. Table 1 contains
actual examples of operating units beiiig used by oil companies as a basis for
combining Iarge numbers of ofl leases so as to avoid the application of the
net income limitation. As this table indicates, some oil companies seek to use
large operating units so that they can combine leases over widespread aveas.

Once having determined an operating unit, the taxpayer is permitted to com-
bine any number of leases within the unit and leave separate any number of
leases. 'I'he current practice is to combine sufficient high-income and low-income
properties so as to avoid the 50-percent limitation in the case of the low-income
properties. Those leases in the operating unit which are subject to cost depletion
and thosze high-income leases which are not needed to balance the low-income
leases are treated as separvate properties. Under this system, leases are com-
bined without regard to contiguity or actual production practices solely to maxi-
mize the percentage depletion allowance. Ifor example, operating unit No. 1.
set forth in tuble 1, covers 138 ofifields and contains 767 leases. Of these, the
company involved chose to aggregate 305 and {reat 462 as sepavate propertics.

The effect on percentage depletion and the tax effect of {he operating unit
concept can be illustrated by the following gxamples, obtained from income tax
returns of several large oll companies. :

In 1952, 1953, and 1951, company X, compuling percentage depletion on
lease-by-leage basis, had an average effective rate of percentage depletion of
24.9 percent. This was because a number of leases were subject to the 50-percent
net income limitation. In 1954, under the 50-percent net income limitation, the
effective depletion rate on a lease basis was 24.7 percent. In 19534, after recom-
puting pereentage depletion using the operating unit principle, the 50-percent
limitation was avoided to the extent that the effective rate of percentage deple-
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tion for the same properties rose to better than 26 percent. ‘This incereased the
percentage depletion allowance for 1954 by $5,307,782 or by approximately 5.6
percant, .

Company Y averaged an effective percentage depletion rate of 24.3 percent on
the lease basis for years prior to 1934. In 1955, using the operating unit
principle, the depletion rate was increased to 23.35 percent. Subsequently,
company Y filed an amended tax return for 1955, claiming a larger operating
unit and a larger aggregation of propertics thercin., This change increased
the efYective rate of percentage depletion to 26.3 percent. The change in 1958
from smaller aggregations to larger aggregations increased percentage depletion
by $3,480,184. At 1958-60 levels of production of company Y, an increase in the
effective percentage depletion rate, by avoidance of the net income limitation,
from 24.3 (lease basis) to 26.3 (broad aggregation basis) would increase annual
percentage depletion by approximately $10 millon and reduce income taxes by
more than $5 million per year.

TAnLE 1,—E2ramples of aggregations claimed under operating unit approach,

195)4-61
Teasesin unit
Number Tength | Breadth
Examples of operating units claimed ! of flelds in miles | in miles
Total Aggre- | Nonag-
gated | gregated

Op+rating unit No. 1 (includes tho wholo

State of Oklahoma). .o cwovaeeaeo .o 138 767 305 402 205 260
Operating unit No. 2 (includes the whole

State of KANSas)..o_oo.cvanmecaaaaa.o 127 487 226 261 265 320
Operating unit No. 3 (includes over 50

counties in ToxXas) . ..o ... 12 540 194 355 285 255
Operating unit No. 4 (includes portions of

Arl-ona, New Mexico, and Toxns)...... 45 014 512 402 250 100
Operating unit No. 5 (ineludes the whole

States of lllinois, Indians, and Ken-

LUTTG 30 T, 74 591 432 159 180 %0
Operating unit No. 6 (includes over 40 .

cotmties in TOxaS) . . vuveemenennaaannn. 72 488 266 222 225 165
Operating unit No. 7 (includes portions of . -

Arirona, Utah, Colorado, New Mexico

and Texas). . .ol cioiiio.. 51 508 192 314 595 180
Operating unit No. 8 (includes over 15

counties in Texas) . eeeoenveeuamennnns 108 330 126 210 158 150
Opernting unit No. 9 (includes the entiro

Provinco of Alberta, Canada)........... 36 @) (O] Q) 575 325

1 These are examples of operating upits used by soveral oil companies in filing thelr final income taxretums.
A company may have any number of operating units depending on the scope of its operations.

fUnknown.

Offico of the Sceretary of tho Treasury, Office of Tax Analysis, Oct. 1, 1963,

Sourrce: Coorporate tax returns and supporting schedules, 1954-61.

Exuisit 10
TREATMENT OF CAPITAL GAINS AND LOSSES

Table 1, History of the tax treatment of capital gains and losses of individuals
since 1922, .

Table 2. History of the tax treatment of capital gains and losses of corporations
since 1932,

Table 3. Amountsg and percentages of net long-term capital gain among income
classes, individual income tax returns, 1954,

Table 4, Net long-term capital gains, 1959, by type of gain, amounts and percent.

Table 5. Net long-term capital gains, 1959—Percentage distribution by type, for
adjusted gross income classes.

Table 6. Realized net long-term capital gain as a percentage of total realized
income, by income class, 1959 (taxable returns).

Table 7. Bstimated revenue yield from capital gaing and income taxation, 1048~
1960. .

Table 8, Comparison of effective rates of tax applicable to capital gains under
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TasLe 1.—History of the taz treatment of capital gains and losses of individuals since 1922

terma loss) either included with, other in-
come subject to normal and surtax rates or
segregated and taxed at 50 percent, which-
ever method results in lesser tax.

Provisions with respect to—
Percent
Revenue | Income ofgain
Act of— | vyear or loss
: Assets by period held taken into| Tax on net gain taken into account Loss offsets, limitations, and carryovers
account
in com-
puting
net in-
come
1921 1922-23 | More than 2 years. oo .cooeoeocieenaanas 100 | At the election of the taxpayer, capital net | Capital losses allowed in full against income of any kind.
gains were taxable at 1234 percent in lieu of
the normal and surtax rates.

1924 1924 { Nochange. .. ..o oo iiiaiiaaan 100 do. aemmmeememeemctc e commen Capital losses could be segregated from ordinary net in-
come, and a tax credit of 123 percent of the net capital
loss taken, bu, in no case could the tax be less than the
tax (computed at normal and surtax rates) would be if
the capital net loss were deducted from ordinary net

- income.

1926 1926-27

1928 1928-31 | Q0o e cae 100 | No change. No change,

1832 1832-33

1934-36 | 1934-37 | 1 year orless.. e oo cucoemmaccaaanan 100
Over 1 year, not over 2 years. 80 || Net capital gains to the extent thus recognized | Net capital losses computed on basis of foregoing percen-
Over 2 years, not over 5 years.. 60 were included in net income subject to full tages were allowed in dete net income to the
8ver soyears, not over 10 years.. g normal and surtax rates, extent of the recognized capital gains plus $2,000.
ver 10 years. .-

193341 | Sbort-term: Not more than 18 montbs. . 100 | Net short-term gain fully taxable at normal | Short-term loss allowed only to extent of short-term gain,
and surtax rates. In 1840 defense tax also [ Loss disallowed in 1 year (to an amount not in excess
applied. of net income) carried forward and applied against net

. short-term gain of the succveding year.
Long-term: Morc than 18 montbs but 6635| Net long-term gain either included with other | Long-terrn loss allowed against long-term gain, Net
not more than 24 months. income subject to normal and surtax ratesor |  long-term loss either deducted from other income
- Morethan24months. ... ... 50 segregated and taxed at 30 percent, which- (including net short-term gain) or 3¢ percent of net loss
ever method results in the lesser tax. In credited against tax on other income, whichever method
1940 defense tax also applied. results in the greater tax. No long-term loss carryover.
1942 1942-51 | Short-term: Not more than 6 months. __ 100 | Net sbert-term gain (reduced by net long- | Short-term loss combined with-long-term loss taken into
term loss taken into acconnt) fully taxable | account allowed to the extent of (1) short-term gain,
at normsl and surtax rates. {2) long-term gain taken into account, and (3) other in-
Long-term: More than 6 months._....... 50 | Net long-term gain (reduced by net short- come up to $i,660. DBalance of combined short- and

long-term net loss carried forwdrd for 5 years as short-
termloss. The amount of the net capital loss carryover
may not be included in computing a new capital loss of
a taxable year which can be cairied forwerd to the next
5 suceeeding taxable years.

761
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1951 1952-53 | No change.

0 | No change in treatment of short-t'er_ig;gslns. Short-term losses must be offset against long-term

Net long-term gains included wikly: other
income subject to normal tax.andssurtax

rates, or segregated and taxed at.gusgimum
rate of 52 percent, whichever m Tesults
in the lesser tax. <

0 |} No change in treatment of short-term gains.

and taxed at s maximum of 50 percent,
whichever method results ir the lesser tax.

gains
before the 50-percent exclusion. Full allowance for
net long-term losses against ordinary income up to
$1,000. 5-year carryforward unchanged.

No change.

1 Internal Revenue Code.

€961 Jd0 IOV UANFIAUY
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TasLE 2.—History of the tax treatment of capital gains and losses of corporations since 1932}

Revenue | Income Period held Treatment of capital gain Treatment of capital loss
Act of— year

1932 1932-33 | 2 years Or moOre. .o ooococomcccmnmmane Included in pet income and taxed at regular rates. ... Entirely deductible.

1934 1934-37 | Regardless of period beld .o oofoonen Q0 oo e emmcemmeeseceeememmeememammesmenen Limited to amount of capital gains plus $2,000 or to the
amount of the capital loss, whichever is less.

1638 1938-39 |.....do. -{-----do. —-- I [ No change.

1839 194041 | Short-term: 18 monthsorless....._..}..._. B > SO, _7-7] Sbort-term capital losses are allowed in the current year
only to the extent of the short-term capital gains, the
excess short-term capital losses (in an amount not in
cxcess of the net income for such current year) being
allowablc against the short-term capital gains of the 1st
succeeding taxable year only, and to the extent that such
short-term gains have not already been offset by the
short-term capital losses of such 1st succeeding taxable
year.

Long-term: More than 18 montbs__.]..... s L TR Long-term cpaital losses are entirely deductible.
1942 194243 | Short-term: 6 months or less. ... doo... Short-term capital losses are allowable against both short-
and long-term capital gains of the current year.
Long-term: More than 6 months____| Included in net income and taxed at regular rates unless | Long-term capital Josses are allowable against both long-
- the long-term capital gain exceeds the short-term capital and short-terin capital gains of the current year.
loss in which case the corporation may pay the alter- | For the purpose of etermining the extent of deductibility
native tax if such alternative tax is less than the tax at of capital losses in the taxable year, all short-term and
the regular rates. The alternative tax is the sum of | long-term gains and losses taken into account ere consid-
(1) the regular tax on net incorne reduced by the amount ered together, and losses—long term or short term—are
of the excess of net long-term capital gain over net short- deductible only to the extent of the aggregate galns—iong
term capital Inss and (2) 25 percent of such excess. term and short term.  Any undeductible 2zuess of capital
loss may be carried forward inio tne next § succeeding
years until it is ahectbed by the “net capital gains,”
deSncd oe the excess of all gains (long term and short
verm) from sales or exchanges of capital assets over losses
(long term and short term) {rom such sales or exchanges.
1943 1944-51 | No ch R emn smemmmaeecmmememmeme e No change except that for 194445, the excess of net long- No change.
term capital gain over net short-term capital loss is ex-
cluded from net income for declared value excess profits
tax. The treatment for income tax purposes 1S mot
affected by this change.
1951 195253 {..-.- do. - Alternative rate increased t0 28%.caccveoceuamznanzeacean Do.
19542 | 1954 ... L2 L T P Alternative rate 26% for tdaxable years beyxinning before Do.
i&gg;ﬂ 1, 1954, 25% for years beginning after March 31,
. J For 1031 and-pror-years, no-distinction-was made between tbe ordinary profits of a 2 Internal Revenue Code.

corporation and the occasion

al profits from the sale of assets.

961
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TABLE 3.—Amounts and percentagos of net long-term capital gain among income
classes, individual income taw returns, 1959

Average gain [ Percent of
Amount of on returng | all returns
Adjusted gross income classes gaing Percont of in class in class
(thousands) | total gains reportin, reporting
capital 3 capita

gnins/loss
Total. $12, 331, 867 100.0 32,516 8.1
Under $10,000 1 .. ..o eeecacnncnccacrann 3, 552,976 28.8 1, 100 5.8
£10,000, under $50,000 4,350, 166 35.3 3,428 29.0
$50,000, under $100,000. 1,454,337 1.8 15,712 82.4
§100,000, under $500,000..... wsvemmvanonn ——ammmen 1,091, 358 16.1 87,346 85.7
$500.000 or more 983,030 8.0 | 1,02822 95.8

1 Includes returns with no adjusted income.

TABLE 4.—Nect long-term capital gains, 1959, by type of gain, amounts and
percent—Individual returns

|Dollar sinounts in thousands)

Amount of | Percent of

net long-term| total long-

capital gain | term gain
Total net long-term capital gain.._..... PO USRI aemaecamae $12, 331,867 100,0
Corporation stocks, including rights.__.__ 6, 1186, 261 4.6
Bonds and notes. e ememcemecemeacecmesemcemammceecanae 189, 480 1.5
Distributions from regulated investment corporations. ..c........ R, 360, 371 2.9
*Share of gain or loss from partnerships and fiduclaries 1,010, 202 8.2
Livestock._._.___. 701,118 6.7
Natural resources ! .o - 262, 593 2.1
Machinery, buildings, and other assets used in trade or business..eocou.... . 537,631 4.4
Real estate. e iicccccrarccnaama— 2,217,438 18,0
-Other capital assets e emacmmeseseeememmsmeeneseesacnaeanseceans 1,936,775 18.7

! Includes timber and timber royalties; ofl and mineral zights and leases; coal royalties; ofl well ventures;
-and production payments in ofl and minerals.

TABLE b.—Net long-term capital gains, 1959, percentage distribution by type, foi‘
adjusted gross income classes

Income classes [in thousand dollars) Galn a8 8

percent
age of -

0to10{10to50) 50to | 1COto | 50O+ All B106S

100 500 sales!
-Security-type gaing. .ocaeenoooooo. 30.4 55.9 07.3 70.4 78.4 125 3 N
Seourities. ... 19.4 43.1 65.2 61.6 72.4 43.0 25.8
Corporation stocks, 19.1 41.7 53.4 59.8 70.56 41.4 29.3
o BONAS. o iaceaaa .3 1.4 1.8 1.8 1.9 1.0 7.1

Distributious from regulated inves.-

ment COMPAN{eS. .o uo e enaacacaaaa 3.8 4.0 2.2 0.7 0.4 2.9} cenne amew
Gain from partnerships and fiduciaries. . 7.2 8.8 0.9 8.3 5.6 8.2 faveu.e S

Real estate eemmacaaaanan 20.4 18.2 1.3 10.2 1.5 18.0 23.
Busl 5.9 5.8 2.2 1.5 1.0 1.4 22.3
Livestocl 16.3 2.2 1.0 0.5 0.1 5.7 7.8
Natural resotirces. 3.6 1.2 0.8 17 2.8 2.1 68.7
er. 13.9 16.6 17.3 15.6 16.2 )t 8 D,
Tota)eeovoncaaanas aeeeeseumenastenen 100.0} 100.0} 100.0 | 100.0| 100.0| 100.0 |accaccaan -

1 Whero such date are given.
No1e.~Individual itoms may not add 10 column totals because of rounding error,
Source: Statistics of [ucome, “Salesof Capital Assets Reported on Individual Income Tax Returns,” 19590,
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TABLE 0.—Realtzed netl long-term capital gain as a percentage of tolal realized
tncome ! by income class, 1969 (texable returns)

Thou-

Adjusted gross income classes: sands
$5,000 t0 $10,000. . o oo cem e mce e cmeeman $1.3
$10,000 to $15,000._ .. oo mmemeenememmmemesemmnme—————— 3.3
$15,000 t0 $20,000._ _ . -« e e 6.6
$20,000 to $25,000. _ . - o e cacccccceae 8.8
$25,000 £0 $5C,000.. . e eeemeeeeeee 1.5
$50,000 t0 $i00,000. c v o ecrae e cecmeeeaae eemacecmecme—aa .-~ 18.8
$100,000 to $150,000. . oo cdcememaae 31. 5
$150,000 to $200,000__ . e ncmcacccccmcccccccac——a 40.0
$200,000 to $500,000... - e accaceaceee mmmmemm———— 50. 2
$500,000 to $1,000,000. . < - oo maeiaaan mmmenem————————— 63. 0
$1,000,000 upwWard. - cccececccccrccccrcccnnenan cmemmema————— ---- 63.8

" 1 Realized income i8 the sum of adjusted gross income and the half of net long-term capital gains excluded
from the computation of adjusted gross income on individual tax returns,

TapLE T.—Hstimated revenue yield from capital gains and income taxation,

{In billiont of dollars)

Individuals and fiduclaries Corporations Individuals, fiduciaries,
. and corporations
Estimated tax Estimated tax Estimated tax
Qalendar year of on capital gains | Total | on capital gains | Total | on c&pl}gl gains
liability Total and losses income and losses incorne and 163ses
income and and .
taxes! 6xcess excess | i ..
Percent | profits Tercent | profits : Percent
Amount | of total | taxes! [Amount | of total | taxes |Amount| of total

tax ? tax? tax?
15.6 0.6 3.8 11.9 0.2 1.7 27.5 0.8 2.9
14.7 -4 2,7 9.8 .2 2.0 24.5 .6 2.4
18.8 .9 4.8 17.3 .3 1.7 35.9 1.2 3.3
24.4 .0 3.7 22.1 .3 1.4 40.5 1.2 2.6
28.0 .8 2.9 19.1 .3 1.6 47,1 1.1 2.3
20.7 .7 2.4 19.9 .3 1.5 49,6 1.0 2.0
26.9 11 4.1 16.9 B 3.0 43.8 1.6 3.7
20.9 1.6 5.4 2L.7 .8 2.8 51.6 2.1 4.1
33,1 L5 4.5 21.4 .5 2.3 54.6 2.0 3.7
34.8 1.3 3.7 20.6 .4 1.9 -655.4 1.7 3.1
.7 1.4 4.0 18.8 .6 3.2 53.6 2.0 3.7
£0.0 2.3 5.8 22.6 .4 1.9 62.5 2.7 4.3
39.8 1.9 5.0 21.9 .5 2.2 61.7 2.4 3.9

1 Asreported in ‘‘Statlstics of Income.”
1 Derived from rounded data.

Nore.—Tho estimated tax on capital galns and losses for each of tho specified years is the differeuce
between (1) the total individual and corporation income taxes reported in “Statistics of Income” and (2)
the total of such taxes which would have been realized if capital gains and losses had been entirely exclude
from tho tax computation.

Estimates of capital gains tax revenue are subject to a rather significant margin of error for individuals
Thoso cstimates are approximations of the effect upon tax liabilities of a recomputation of tax excluding the
amount reported as capital galns and losses. These gains ahd Josses aro treated as final sources of como
or deduction and therefore the revenue effect I3 based on marginal rates. In addition, the edimates are
based u({)on summary data. The possible error is reduced somewhat whero cross classifications by size of
adjusted gross incomne and size of capital galn income or loss are available.
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TasLE 8—~—Comparison of cffective rates of taw applicable to capital gains undey
present law and House plan when fully effective (1965)

Percent gains on sale of assets held—

Present law Proposed plan
Taxable income bracket
(thousand dollars)
Not more Not moroe | Between
than 6 Over 6 than 6 6 months Over 2
months months months and 2 years?
years !

0t00.5... 20 10.0 14 7.0 5.6
0.5 t0 1.0. 20 10. 16 7.5 6.0
p EVRT B O RN 20 10, 16 8.0 6.4
1,5t02.0 20 10, 17 8.5 0.8
2to4d . 22 11. 19 9.5 7.6
4t00...._ 26 13. 22 11.0 8.8
6to8 30 16. 26 12.6 10.0
8 to 10. 34 17.0 29 14.5 11,8
10 to 12. 38 19.0 32 16.0 12.8
12to 14 43 21.6 36 18.0 14.4
14to 16 - 47 23. 39 10.5 15.6
16to18___ 50 25, 42 21.0 16.8
18 to 20, 53 25, 45 22.6 18.0
20t022... .- 56 25, 48 24.0 19.2
22 to 26, 50 25. 50 25.0 20,

26 to 32 62 25.0 53 25.0 210
32t038 85 25.0 53 25.0 21.0
38to 44, 69 25.0 57 26.0 21,0
44 to 50. 72 25.0 60 25.0 210
59 to 60.. R 76 26.0 62 25.0 21.0
60 to 70. 78 25.0 64 25.0 21.0
70 to 80 81 25.0 68 25.0 21,0
8010 90. 84 25.0 68 25.0 21.0
90 to 100... 87 25.0 69 25.0 21.0
100 to 150 c——- 89 25.0 70 25.0 21,0
150 to 200. - 20 25.0 70 25.0 21,0
200 and OVer. oo eceeacccmacccacacnan 91 25.0 70 25.0 1.0

1 50-percent inclusion, 26-percent maximum,
3 Class A gains only, 40-percent inclusion, 21-percent maximum.

TABLE 9.——Effect of the ITouse bill, 50-40 percent inclusion, 21-percent alternative
rate provision for 1964, 1965, 19G6, 1967, and longun tax labilities

{In millions of dollars)

Calondar years
1064 1965 1966 1967 | 1968 and
longrun
Direct effects of reduced incluslon perccntage and
Jower maximum FatO..mem oo acnaeieeeee -230 ~230 -230 —230 -230
INDUCED EFFECTS
Unlocking of capital gains from reduced inclusion
percentago and lower alternativerate......__..... 4-520 +-320 4195 +150 +100
Deferral effect on gains between 6 menthsand 2 years. —~80 -10 ~10 -10 10
Total induced ofectS. cuu mmemeeaeiaaaacnnas -}-440 +310 4185 -+-140 -+90
Total effects. - ooucveamuanenn P, +210 +8) ~45 —90 —140
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Exnrmir 11
R BEstate Tax SneLrews
A. INTRODUCTION

T'he provision of ILR. 8363 dealing with real estate tax shelters is divected at a
weakness In existing law which has been systematically exploited by some of the
varioug syndicates and similar arrangements in this field. ‘I'he weakness is
found in the interplay between excessive depreciation under the accelerated meth-
ods of depreciation and capital gains treatment of profits reflecting such exces-
sive prior writeoffs which are realized on relatively uick resule of real estate.

Section 220 of ihe bill would——

1. Treat gain on sale after December 31, 1963, of real property held 1 year or
less as ordinary income to the extent of depreciation with respect to perlods after
l’)(\('(\mlwr 31, 1963,

In the case of rveal property held more than 1 year, treat gain on its disposi-
tion as ordinary income to the extent that (lvaciation taken with respect to the
property exceeds the depreciation deductions allowable under the straight line
method of depreciation (referred to as “additional depreciation”), subject to a
sliding seale cutoff as follows:

On property held morve than 12 months but not more than 20 months, gain would
be ordinary income to the extent of the additional depreciation for periods
after 1963,

On property held more than 20 full months, the percentage of gain reficcting
sueh additional depreciation to be treated as ordinary income would be reduced
by 1 percentage point for each month the property has been held beyond 20 fult
months.  After 10 years, all gain would thus be treated as capital gain.

This provision will correct the serious abuses without interfering with legiti-
mate real estate investment and development. It will reduce the signifieance
of artificial tax factors which are fostering increasingly unhealthy ventures and
financial practices contrary to the best long-range interests of the real estate in-
dustry and its investors.

B. TIIE REAL ESTATE TAX SIELTER PROBLEM

The nature of the problem of real estate tax shelters and the aangers inherent
in the existing situation are summarized in a recent artiele in the financial press
as follows: .

“At present a real estate company can buy or build a structure, quickly write
off its cost against taxable income, and distribute the untaxed income to stock-
holders ; the stockholders pay no tax because the distributions arve considered a
return of capital rather than dividends. The company can then gell the build-
ing to a new owner who can start the same process over again. The selling com-
pany would pay a capital gains tax on the difference between the building's de-
preciated value at the time of sale and the sale price it received.” *

Other astute and informed observers have pointed to undesirable {rends de-
veloping in real estate financing. These inelude gross overvaluation of prop-
erfics, excessive burdening of the propertieg with mortgage indebtedness, and
the formation of highly complex and unstable financial structures. These condi-
tions are directly traceable to systematic efforts to exploit to the utmost the pos-
sibilities of developing tax-free income from accelerated tax depreciation, fol-
lowed by resale of the wrilten down property and realization of capital gains
reflecting past depreciation in excess of straight line depreciation,

The nature of the real estate tax shelter is epitomized in an article in the
financial press under the descriptive heading : *

“Provirs 1IN LOSBES

“REAT ESTATE INVESTORS TURN DEPRECIATION TAX WRITEOFFS8 INTO GAINS—KRA "TKR
CORP, B8HOWS A LOSS, BOOSTS PAYMENTS ON STOCK; LENDERS SHARE IN PRu*
A MAJOR RISK ! OVERBUILDING”

‘I'his article begins:
“Last year was a good one for the Kmttm Corp., a real estate investinent
company ; it was able to show a net loss of $1,762,240.

1 Wall Street Journal, Jan. 30, 1063, p, 22,
2 Ry Stanley W, Penn, Wall Street Journnl July 17, 1061,
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“Kratter's directors, pleased with the 1960 performance, raised the company's
cash distribution to stockholders three times during the year. If all goes well,
Kratter will show another deficit for 1961 and it’s even possible that payments
to stockholders will be increased again. '

“The seeming contradictions here have a ready explanation: Kratter, and
companies like it, arc able to write down the value of the properties they own so
heavily and rapidly that they can show a bookkeeping loss yet at the same time
generate a large cash flow—that is, operating income plus depreciation. Stock-
holders Hke it this way; so long as the companies show no earnings, thelr pay-
ments are considered returns of capital (Kratter does not use the word ‘divi-
dends’) and are not subject to income tax,”

C. THE DEPREOIATION FEATURE A8 A FACTOR IN THE REAL ESTATE TAX SHELTER

The role of depreciation in the tax shelter is explained in the Penn article
(cited above) as follows:

“A big attraction of the syndicates and the publicly held real estate invest-
ment companies is the depreciation feature. Under the tax laws, improved real
estate is considered to depreciate from wear and tear as years go by even if the
market value of the property is rising, as well-situated improved real estate has
been in recent years. ‘To compensate for the depreciation, a tax deduction can be
taken ‘off real estate income—although, of course, the income itself is not
affected. . )

“There are several methods of figuring depreciation. Under what is known
as the straight-line method, a tixed percentage is deducted from the cost of a
property every year throughout what is decided in advance to be its reasonably
useful life. Thus, if an oflice building, for example, has an anticipated life of
50 years, it can be depreciated at 2 percent of the original investment a year;
after 50 years, the original cost would be fully written off. If the building cost
$2 million, the yearly depreciation would be $40,000. '

“Many real estate syndicates and investment companies, however, use an
accelerated method of depreciation under which they make deductions at one
and 'a half times the straight-line rate. The accelerated rate:is npplied each year
to the value remaining on the books. An office building with a reasonably use-
ful life of 50 years could be depreciated at 8 percent; in this case, the depre-
clation for the first year would be $60,000, for the second year §58,200 (3 percent
of the depreciated value of $1,940,000), and so on. First users of properties are
allowed an even faster writeoff under accelerated depreciation; they can depre-
ciate at twice the straight-line rate, or ‘at 4 percent in the preceding example.

“Under these accelerated methods, the writeoffs are largest in the first year
and decline thereafter. TFor a property held only § years, the choice of depreci-
ation method can make a considerable difference. On a $2 million property,
$200,000 can be depreciated in that time under the straight-line method. But
$282.531 can be written off at the 3-percent rate and $369,254 ‘at 4 percent.”

D. RESALE AT CAPITAL GAINS RATES BEFORE PROPERTY SHOWS TAXABLE INCOME

As further explained in the Penn article, the rapid depreciation feature com-
‘bined with the availability of capital gainitreatraent ‘on resale “has made it attrac-
tive for many real estate investors to take the highest possible depreciation
rite on an'inedine-protiucing property and then sell the property after, say 6 or 7
‘years tvhen the property nears the point of showing n faxable profit. ‘The new
buyer then may start all over again, using a fast writeoff with the intention of
selling later himself. Since the fastest possible depreciation can be obtained on
a new property, it often is to the-advantage of ‘the investor to build.”

E. ILLUBTRATIONS OF REAL ESTATE TAX SHELTER OPERATIONS

1. Corporate operations

The -following excerpt from the Penn article illustrates the methad of opera-
tion of a real estate corporation which uses fast depreciation writeoff's to-elim-
inate taxable income:

“To see how the big writeoffs affect a real-estate company’s financial state-
ment, take another look at Kratter. In {he Kratter statement for 1960, .total
revenues, consisting mainly of rentals, were $9,997,043. Deductions, including
operating expenses and interest on nortgages, came to $4,836,071, leaving an
income before depreciation of $3,160,372. ITowever, depreciation and amortizn-

Y
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tion for income-tax purposes amounted to $£6,922,612. Deduct this from $5,160,-
372 and you have the company’s net loss of $1,762,240.

“PAYMENTS TO STOOKHOLDERS

“Kratter follows a policy of paying to its shareholders practically all of its
gri(ilepreclatiou income; in 1960, Kratter paid $5,122,470 in nontaxable distri-

utions.

“The question arises, in view of this almost complete payout of predepreci-
ation income, how can the company reduce mortgage debt and generate funds
for new ventures? 'There are several ways. In April 1960, Kratter sold $23,-
486,160 of preferred stock, investing the proceeds. The company also sellg its
investments when it deems it advantageous to do so. In 1960, for example, it
sold a leasehold on a property at Long Beach, Calif.,, for $575,000; the cost of
the property, including improvements, was $359,000. Kratter also expects from
time to time to refinance its mortgages in larger amounts, and the company
says it is able to obtain unsecured loans from commercial banks at ‘relatively
low’ rates of interest.”

Operations of the Kratter Corp. are further explained in an earlier New York
Times article of May 31, 1959, reproduced below :

“[From the New York Times, May 31, 1059]

“PROFITABLE Lo08s8 I8 CoMPANY’S AIM—KRATTER CONCERN COMRBINES SEVEN REAL
ESTATE GRoUPS AND Eyes TAX GAINS

“(By Burton Crane)

“Stationary shops carry humorous signs: ‘This is a nonprofitmaking orga-
nization. We didn’t plan it that way but that’s how it turned out.’ Kratter
Corp., which started business a month ago, seems to have been planned that way.

“It is a combination of several real estate syndieates holding properties with a
gross value estimated between $63 and $75 million. It seems to have been
organized in such a way that it will show an operating loss for the greater profit
of its stockholders. It does this by taking advantage of the accelerated depre-
clation schedules allowed by the Federal income tax authorities.

“PROPERTIEB ARE RENTED

“The real estate properties are mostly rented on a net leased basis. That is,
the tenant pays real estate taxes and upkeep expenses. The holdings include
such properties as the Kratter Building at 112 West 34th Street, running through
the block and therefore across the street from both the R. H. Macy store on 34th
Street and the Gimbel Bros. store on 35th Street. Among others are the
Pratt & Whitney plant at West Hartford, Conn. ; the Western Merchandise Mart
in San Francisco, aud the Lunt-Fontanne Theater, 205 West 46th Street, New
York.

“TFor some years Marvin Kratter has been organizing real estate syndicates in
which small investors might participate. They were designed to take advantage
of the depreciation rules and to return to their partners 10 to 15 percent a year.
The Kratter Corp. offered diversification ¢ nd a readier market for shares to about
2,000 syndicate partners. About §4 percent of the shares of these syndicates was
turned over to the Kratter Corp. in exchange for Kratter shares. According to
the latest count, Kratter now has about 5,000 shareholders.

“TIERE'S AN EXAMPLE

“Tor some years large real estate operators have been using the depreciation
rules for their greater profit. The following example shows how these might
work :

“A plant bought for $12 million and depreciable over 18%; years would have
depreciation of 6 percent a year or $720,000 a year under the wsual straight-line
method. Under the 150 percent d:clining balance method, depreciation in the
the first year would be $1,080,000, or 9 percent of $12 million. In the following
year it would be 9 percent of the unpaid balance, or $982,800; in the following
year $894,300, and so on.

“For the purposes of the example, it 13 assumed that there are mortgages of
$6 million on this property. Interest and amortization over, say, 25 years, are on
‘an equal-payment basis of about $350,000 a year.

.
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“Debt, service and depreciation in the first year amount to $1,430,000 and net
rental ingome, for the sake of the example, to $1,250,000. The net loss is
$180,000 a year.

“ONLY FOR BOOKKEEPING

“Depreciation, however, is only a bookkeeping item. After paying debt serv-
ice of $350,000, the syndicate has $900,000 cash remaining. Out of this it makes
a payment of $480,000—8 percent on the original equity of $6 million—to its part-
ners. This enjoys the tax-free status of a return of capital, since it is not a
distribution of profits.

“The Kratter Corp.’s prospectus—the stock issue has a prospectus but was
made without any publie offering, by an exchange offer to syndicate partners—
points out that income from net leases will probably top the dwindling deprecia-
tion allowances by the end of next year. But because of tax-loss carryfor-
wards, the corporation may not be obligated to pay any Federal inccme taxes
until about 1964.

“Before then, the company would expect to be able to sell the original prop-
erties and start the same depreciation procedure with new properties. If a
property were sold for its original cost the corporation would have to pay a
long-term capital gains tax of 25 percent on the amount of the depreciation it
had charged off. In the example above, depreciation of the $12 million plant
over 4 years would amount to $3,861,870 and the capital gains tax to about $045,-
500, provided the property were sold for its cost price. In this example, then, the
‘shareholders would have received about $1,920,000 tax free and would have seen
the book value of their property reduced about half that. But a rise in the sales
price might even wipe out the book value loss.

“Kratter Corp. got underway early in March when Mr. Kratter and some close
associates bought all its 300,000 shares of class B stock for $300,000—its par
value is $1 a share—and 250,000 shares of the $10 par value class A stock for
'$2,600,000. The class B stock elects two-thirds of the directors, the class A stock,
asa class, one-third., There are 2,719,950 shares authorized.

“SHARES WERE EXCHANGED

“The company then made an exchange offer for investment units in the syndi-
cates and about 2,500,000 shares are now outstanding. The class B stock is
convertible into class A stock, By March 31, 1964, in any event—and at any
time after the beginning of next year if the number of class B shares falls below
100,000—the distinction between class A and class B stocks will be wiped out.
All will have equal voting power and par value of $1 a share.”

2. Individual taw shelter arrangements

Individual investments-in real estate tax shelters are described and explained
in the following excerpts from an article in the St. Louis Post-Dispatch of Novem-
ber 22, 1959, under the title:

“IAMAZING TAx SHELTER DEALS’ IN REAL ESTATE EXPLAINED TO APPRAISAL
INSTITUTE

“In these days of big tax shelter deals in real estate, amazing transactions
tuking place are shown in a series of case studies presented during the annual
convention of the American Institute of Real Estate Appraisers.

“As an example of seemingly absurd but actually quite sound transactions, in
the light of income tax consideration, is the example of a wealthy investor in
an extremely high tax bracket. He paid $3,190,000 for a 23-story office buflding
in an castern city on which the ‘eash flow’ to him for the next 19 years will be
exactly zero.

“For the first 6 years, the total of mortgage interest and depreciation actually
will exceed the net rental, resulting in no taxable income from [the] equity
investment * * *,

“‘From the seventh year, the taxable portion of the amortization pnvmenb
increases each year,’ said the report, prepared by a special committee * * *,

“Accordingly, there is a strong motivation for the investor to resell after 8
vears. Resale after 8 years to avold taxation on income earmarked for mortgage
amortization ig becoming a common pattern involving many large real estate
aaley.’
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#Motlvating factor in the unusual déal, the report polnted out, was ‘to defer
normal income for a period of years while accumulating additional equity which
might be disposed of at a later date as a capital gain. Another incentive was a
net logs for tax purposes which might be used ag an offset against the investment
income from other sources.’ .

" “Another, instance was of another wealthy individual in a 05-percent tax
bracket seeking more ‘spendable income through equity investment’ in real estate.
By investing $180,000 cash to acquire 10 stores worth $1,800,000, he will be able
to accumulate a tax logs of $459,000 within 11 years,

. ‘At this point the tax advantage disappears and the purchaser will likely
dispose of tho property and probably realize a capital gain,’ the study pointed
o

ut. ) . . .

“By the end of the fourth year, this investor will have accumulated a tax loss
of $205,688. On the basls of his 65-percent tax bracket, this is equivalent to
rletm‘nlniz ‘ull of the $180,000 he originally invested in the property, is the con-
clusion f

“¢ % ¢ One of tho case studies presented at the AIRMA convention tells of

hree individuals, each of whom put up $100,000 to make a downpayment on a

,750,000 shopping center. The annual ‘cash throwoff’ after mortgage payments
1g c:stlmaitcd at 341,000, equivalent to & return of npproximately 14 percent on
thelr equity. - :
© “Howéver, they too are keeping an eye on the tax collector, ' ‘Only $15,300 of
the $41,000 is taxable the first year, but the taxable amount wilt Increase as

mortgage interest and depreelation decreage,’ the report concludes.” -

¥, HOW THE HOUSE BILL WILL DEAL ‘WITH THE REAL ESTATE TAX BHELTER
PROBLEM i

" The solution embodied in section 220 of H.R. 8363 deals with the basic cause
of abuse in the real estate tax shelter area: the interplay of accelerated depre-
ciation and capital gain treatment on profits reflecting excessive prior writeoffs.

The provision will not be retroactive since it will apply only to gains realized
beginning in 1064 to the extent of depreciation with respect to the period since

1963,

’ qggm provision in section 220 is focused on the primary area of abuse: the guick
resale of rcal estate. The sliding.gcale cutoff beginning after property has been
held 20-months will gradually reduce the application of ordinary gain treatment
on longer terin holdings and retain capital gain’ treatment in full for bona fide
long-range holdings after 10 years. - ' : c

Illustration of depreciation deductions subject to recapture under sec. 220 (per
. $100 of cost—80-ycar uscful life). .

-

Amount sublect to -

Additional recapture assuming
dopre~lationt | gain equals additional
. depreciation
Bale at ond of yoar i Applicable

porcentage ¥

i -poreent | 160-peroont 160-
. s g | b et dpaont

deprecig- | doprecia- R
tlon balanceitton balance] -~ *°  “jtlon balaxcejtion balance
.| method | method ;.| method method

1e.67] 1800 160 o8 8.00
1RS¢ TR {E I -

10. 70 6.22 72 [ &4 3.?8

12,51 5.95 60 7.81 8.5

: 18,90 6. 40 48 - 8.67 8.12
14.97 684 36 rg.so 2.46-
16.57 7.00 " 24 ‘8.74 1.68
16.26 0.98 12 1.95 .8

16.41 © 680 ) 20 - -

1 Additional depreciation refors, i1 the case of sales durjng the 1st year real property {s held—to the entire-
depm%’aﬁon a\lov{fed prior to alo, and In the caso of sales ater the real property has heen held:1 yoar—to

’ omnlnla&ve“daprm(auog w‘t‘t‘;‘ ;gta%e'cth t‘o‘ Eb: Proj e rty which is In gxcoss of the eumnulative deprecigtion which

owable under tho str ne me § i :

wg‘k%pno?\blsv percentage refers to gho percentage of additional deprectation (or gain {f smaller) whtcb{‘s tg.
be treated ae ordinary income on dlsrosmon o1 the property; o.g., 100 percent in the case of property hel
less than 21 full months, 99 porcent in case of ?mpe y held 21 full months, decreasing 1 percent ror each
succeeding full month the property is held until the pertentage decreases to ero for property held 120 months.
or 10 years. .

. ’
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Bxuisir 12

INCOME AVERAGING

Section 221 of the House bill provides averaging of income ror taxpayers
with fluctuating income. Basically, this provision allows the averagable income
to be taxed at the rate brackets applicable to the flrat one-fifth of the incoine.
This gives approximately the same .results as though the averagable income
had been received in equal amounts in the current and prior 4 years.

Baample I

A, an unmarried individual, 18 an author. ¥is income in the computation
yet;é'mtind in the 4 base-period years ig all from royalties on books he has
written,

Taxable income :

T . ¥ 000
i R - 2
. '’y o st y
1064 / e 44, 000

Average bns?ér/lod income (1960-68 ) \ $3, 000
The taxpayer { eligible for averaging sinve. (1) his taxable income for
the current taxaple year ($44.0007 eXceed 1384 pe ?nt of his avelge taxable

income for the/prior 4 years-($4,000) ; and (2) that/excess amoun
is greater tha ,000. Hj ax liubll ty for the curreiit year would be

as follows: B \
(1) Ourrentf income Cimimal ™S )

Less 13814 percent of uVerago ffpbi{?d lnc\?o /f ]

Averpgable income

‘(2) 18834 tercent of Mnafp%nod }lqcomo-.‘_}.(.m-_. ..X...-.......... 4, 000

Plus ohe-fifth of dveragabl (TP
Tota ‘i .f ) }.

(8) Tax on\above tota{ ($12,090)\ Lf o ' g
Less tax on SB%pek:en of ave! begé-po income*{&%,OOO) ——

Tax on one-fifth ol averagable income.. - 2,800
(4) Tax on a¥eragable income t(s%OOXlS Voo, L 11,500

Plus tax on 18814 percent-of average b seoper§0d l}ao’me_-;.--.%.. 740
for computiition year... > Nt 12,240

~~~~~~ !
Without the ben t of income uveraglng, the tax llabill?ﬂ/ot A for 1964
would be $20,130, - , this provision would resuit ln/ty, ings of $7,890,

or a tax reduction ot 89.1 percent,

Example 1T T g

B, an unmarried individual, 1s  Taiicker Whose fncomo Incroases tn’ 1964
due to a rise in cattle prices, All of B’s income iz subject to tax at ordlnary
fncome rates. . - N

P i

Taxable income:
1900 R sz.
1961 ) ‘ ; 4, 000
1062_.. : . 8,500
19068 : ; —— e 2,800
1964 . : ' . M.:ﬁ
Average base-period income (1960-83)...... : - .. $3, 000

B's tax for 1964 under the income-averaging provision would be $2620
computed as in example I. Without the benefits of income, averaging, h,,
tax for 1064 would be $3,040. Thus, this provlslon resulta in a tax, anvlngs :
of $420, or a tax reduction of 138percent. . ]

24-532—63—pt. 1——14 [ PR



-

2006 REVENUE ACT OF 1963

Reample 111

G, an unmarrled Individual, s an attorney, all of whose incomeo Is earned from
the practice of law. C's Income for 1064 Increases substantially asg a result of tho
collection of o contlngent feo from a litlgation on which O has been working for
a period of 4 years.

Taxable income:
1

00 e cm e e . ' - $12, 000
1901 14, 000
1002 - = 2T 16,000
1903~ - o - - 19, 000
1004 e e e et e 80, 000

Averago base-pertod 1Neome (1960-63) - oo oo cee e 15, 000

Under the avernging provision, O's tax labllity for 1964 would be $39,000,
computed as in example 1. Without the benefits of income averaging, C's tax
liabllity for 1004 would be $44,400. Thus, this provision would result in a tax
savings of $5,400, or a tax reduction of 12.4 percent,

Lxurr 13
MurTIPrLE INCORPORATION
PART I, PRESENT ABUBES—MULTIPLE INCORPORATION UASES

T'his exhibit presents a wide varlety of exnmples of actunl cased involving the
use of multiple corporntions. 'These cases are not the result of an exhaustive
senrch for all such cases which may exist, Rather, they are a diversified collec-
tlon of cases reported by the various district oflices of the Internnl Revenue
Service to fllustrate the present tax beneflts derlved from multiple incorporation
by csseutially large enterprises consisting of a number of separately incorporated
unitg or outlets.

Tho cases presented fuclude both parent-subsidiary groups and brother-sister
groups. I'arent-subsldiary cases represent groups of corporationy owned 80 per-
cent or more by a common parent corporation, Iowever, groups filing consoll-
dated tax returns are not included. 'The brother-sister cases included represent
groups of corporations owned 80 percent or more by one indlvldual, or by a single
famlily.,

The schedule attached describes ench case in terms of the nature of the busi-
nesy, administrative centralization, and ownership. ‘'he number of corporations
belonging to each group is glven to indleate the degree of multiple Incorporation
involved. In addition, certain tax Information is given on each case computed
under both present tax rates and the new tax rates effective for corporations in
1005 viz,, a 22-percent normal tax and a 20-percent surtax. ‘Che tax liability un-
der the new rates {4 reflected both with and without the g-percent additionnl tax
fmaposed under the House bill,

While the reported cases indicate a greater propensity toward multiple in-
corporation in certain industries, tho varlety of Industries indicated demon-
strates that thesoe formations are not limited to any one industry. The relative
degree of proliferation, however, In large part rests on the determination of tho
partienlar group, rather than on the parttenlar industry to which the group
ig related, This can bo fllustrated by compuaring the wide variation In corporate
configurations for businesses competing in the snme Industry. The cases in-
clude a number of groups operating through a sizable number of constituent
companies In the retail Industry. Ilowever, there are a number of busincsses
competing in the same industry throughout the United States without the use
of a highly proliferated corporate organization. A few of thege businesses have
been selected from “Moody's Industrial Manual” of 1062 for illustrative pur-
poses, as follows:

J. C. Penney Co. operates 1,088 stores a8 branches, merchandising wearing
apparel, dry goods, ete., in 40 States. 'he company also has one wholly-owned
domestic subsidiary which operates a wholesnle mall order business and a
department store. In addition, the company has an inactive company and an
activo company to engage in forelgn operations.

Montgomery Ward & Co., Inc. operates 617 general merchandise siores asg
branches located in 44 States and a natfonwlde mail order business. Company
also has five 80-percent or more owned subsidiarles, including two real estato

1




REVENUE ACI' OF 1963 207

companies, u credit company, & manufacturlng company, and a retall company
operating several department stores,

The Kroger Co. operates 1,854 food stores as branches located in 23 States
and 18 drugstores. Tho company has one 80-percent-or-more owned subsidiary
engaged In buying produce, ete,

The Great Atlantle & Pacitle Tea Co., Ine, operates 4,400 food stores as
branches located in 37 States, ‘The company also owns directly three wholly
owned domestic subsidiaries engaged In manufacturing and providing warehouse
facilities, and two forelgn corporations,

While It Is apparent that, In a number of cases, the formation of multiple
corporations was without regard to tax considerations, other cases indicate a
strong tax motlvation. “I'his I Indieated by the wide variation of tax savings
obtained from multicorporate organization. In some instances the savings aro
incidental, while in others they are substantinl,  Under the present tax struc-
ture, the groups shown are subject to effective tax rates ranging from a low
of 30 percent to a high of nearly 62 percent, The percentage tax reductions
resulting from multiple surtax exemplions range from a low of 1.5 percent to
a high of 42 percent.

With the lower normal tax rate proposed as part of the new rate schedule,
the motlvation toward multiple incorporation would be materfally increased.
Iiven where thero iy no deliberate Intent to exploit surtax exemptlons, the re-
versal of the rates would nevertheless result in an increase in the tax advan-
tages for those large chain enterprises, resulting from tax benefits actually
designed to help small independent businesses, With the proposed rates, the
lower limit of the effective tax rate range would be reduced from 30 percent to
22 pereent for certaln groups, The significance of this reduction can be scen
readily by a comparison of the (ax reduction resulting from multiple surtax
exemptlons, In the absence of corrective measures the proposed rate reduc-
tfons would increase the maximum tax savings of the multicorporate groups
from 42 percent to 4 percent of the tax normally applicable in the absence of
multiple exemptions,

The distribution of the varlous constituent multiple corporation companies
lh\‘tho actual cases contained in this exhibit, by size of net income, is shown
elow.

Number of Porcont

81z0 of incomo or loss constituent of total
companies

038.... 1,178 23.0
0 to $10,000 . 1,830 30.0
10,001 to $25,000 1, W9 23.8
5,001 to 872 13.1
50,001 to . 242 4.7
Over $100,000 201 8.7
Total 5,112 100.0

As the above table indlcates, legs than 24 percent of the constituent companies
have taxable income above $25,000. The clustering of companies in the $25,000
or less income category suggests the substantinl amount of income of these groups
which is now being taxed only at the first bracket normal tax rate and which
would be iaxable at the combined normal and surtax rates if the chain of
separate legal entities were viewed as a single large enterprise. The proposed
rate reduction would incrense the tax saving for each surtax exemption from
the present $5,600 to $7,000 in 1964 and $6,500 in 1065, if no penalties, or limita-
tions were imposed. Thig increased value of the surtax exemption, when viewed
in terms of the numbers of companies demonstrated within the sample groups,
results in substantial tax savings to these and slimilar groups. Not only would
this encourage further proliferation within existing multiple groups to maximize
tax savings, but other businesses which have hesitated would have sufficient
additional incentive to tip the scale toward@ multiple incorporation. With this
development, the distribution for the above table would become even more heavily
populated in the $25,000 and under category. This would not only lose addi-
tional corporate revenues outside the small business sector, but also would
aggrevate existing disparities in effective tax rates among larger firms depend.
fng upon thelr form of organization.

For these reasons, unless corrective action is taken to limit the tax value of
multiple surtax exemption to large firms, it would be Impracticable to reduce
tho normal tax significantly in order to help small business.



Ezamples of actual multiple incorporation cases

. Number of Percentage
. corporations Taxsaving | tax reduc-
Case Nature of business and Administration ment, inancial Taxable Rates 3 Computed | Effective | from extra | tion result-
No. ownership and legal functions), ete. income : (percent) tax3 tax rate | surtaxex- | ing from
Parent, | Brother, {(thousands) (thousands)| (percent) | emptions ¢ lextra surtax
subsid- | sister (thousands) | exemptions
fary

1{ Retail sale ogofggd 5{];mducts Centml:zéed in1 oﬂi:e Each corpomut;on 12 $375 IP\rwent....-,- 55 41.3 35 18.4
through & stores. |  operatesgeperally 4stores. Corporations ew:

Owned by 1 family. use same trade pame, 22282;48.... ﬁ:‘; 3&; g %g

2 | Sale of beer, soft drink, ami Centralized in 1 office. Certain of the 19 1,150 | Present_._____ 506 4.0 86 14.5
food at wholesale in 1 companies are in wholesale ac- New:

State. Owned by 1 fam- tivities, while others own and rent 2t048... 444 38.6 102 18.7
A either autes, trucks, land, or buildings 28 0 48.... 469 40.7 ke 4.1
to the opemung companies,

3 ' Fabrication and sale of fur- | Centralized with the parent company. 68 2,192 SR 0”8 4.8 183 17.0

and fixtures. - Par- Separate corporations were formed to New:
ent I3 publcly owned. manufacture each product. In addi- 2t045..._ 815 37.3 229 21.9
uhsidiaries are wholly tion, each sales outlet was separately 28t048... 869 39.7 174 16.7
owned by the parent. incorparated. The same officers and
Qirectors serve all companies.
4 Ovv‘zzziI %ggspemte apartmmsnt c«m:raliz.edth a?s 1 m:x. Each amm 14 9 \Prmt ....... 95 M1 46 325
COrpora are ment houase s se; y Incorpora New:
owned by 1 family, 2t048_... 3 26.3 54 4.5
Corporations lease transpor- | Centralized at 1location. Separate 2 300 Presezsm = 1% 335{'3 p %3

5 rporations lease r- | Cen n. Separate corpo- 0t oo .

tation pment to the rations were formed to own the leased New:
stockholders, ptus furnish- property. Same officers and directors 2t048.... 84 28.0 54 39.0
ing facilities and repair serve all corporations. 23to48____ 98 32.6 40 2.9
services related thereto.
The stockholders are =
husband and wife who use
these facilities in connec-
tion with a transport busi-
ness.

6 ] Eating establishments in 14 | Centralized tn 1 mm?ment corpora- 14 991 | Present _____. 463 48.7 47 9.2
Peroent atrned By 13ndl | S sommpanics. Soparate. fheoeporation N toss. ol as 55 L
percen! v - com] corporation . 7

i - to control specific geographical areas. 28 t0 428 40.9 43 87

7 | Chzin of resteuracts. In | Centralized with 1 company. Separate 26 553 | Present._...._. 215 8.9 67 3.8
addition, catering services corporations were formed according to New:
are offered. Corporations the service rendered. In addition, each 28048 . 187 k<R 2 27.9
are owned by 1individusL isseparatelymcorpcrated. 28to48... 205 7N 54 20.9
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u

14

15

Maanufacturer and distribu-
tor of textiles. In addi-
tion, factors

thing
stores. Parent is publicly
owned. Subsidiaries are

whol]y owned by t.hc

sslons  located
throughout the United
States. Parent is pub-
licdy owned. Subsit diarws
are whony owned by the

parent.

Fleet of taxicabs in 1 dty.
Parent is owned by 1 in-
dividual.

Chain of 227 retall jewelry
stares’located in 8 number
of States. Parent is con-
trolled b 1 {amily, with

stock " publicly
held Subsid

es “are
wholly owned by the
parent.

Finance business. Stock of

g:mnz is closely held.
bsidiaries are wholly
owned by the parent.

Finance buginess. Parent is
publicly owned. Subsidi-
aries are wl'mlly owned by

e&nmiict(ure stores in

sevl cities. _Corpora-
it:lmns are owned by 1 fam-
y.

Retail smm at semal hun-
dred locations.
acnvxtm mclnde reeder-
type_plants to produce

chandnse. Parent is
publicly owned. Subsidi-
aries are wholly owned by
the parent.

Centralized at 2 locations to segregate the
manufacturing and retail operations.
Separaze corporations were formed for

pani he same
name, followed by the city of location.

Centralized with the parent which acts
as a central purchasing agen
salonis separstelyineorporated and uses
ltg&ﬁsame name, followed by the city of
on.

Centralized with 3 management com-
pany. Each operating company oper-
ates several cabs.

Centralized with the gm"ent company.
For the most part, each store is separate-
ly incorporated. In addmon, a corpora-
tion was formed to handle purchasing.
Substantially all companies use the same
name, followed by the city of location.

Centralized with the parent company.
Separate corporations were formed to
conduct the finance business in each
area of operation. Each corporation

ns? the same trade name.

191

137

Centralized with one of the companies.
Each store is sepsrately incorporated
nsing a variation of the same name.
Same ofﬂee_rs and directors serve all the

companla.
Centralized with parent company.

more corporations.
arate corparations were f 'to pro-
vide warehousing (amhtxes, packaging
services, advertising services, and toown
and rent real estate. Retail corporations
use the same trade name,

See footnotes at end ot table, p. 216.

143

182 55

‘40

)

1,063 } SR 370
New:

22to 48 .. 295

Bto4s En

3,843 | Present.____.. 1359
New:

2to48... L32%

28to48._._ 1,448

23 700 ¢ F— 274
New:

22t048._... 26

28to48___. 259

.......... 18,840 | Pr } S 9,162
New:

22to48.... 8,209

28t048.... 8471

®

®

2.7
¥4

40.6
3.5
39.1

3.8
3.1

44.0
45.0

35 3.9
4 50.6
30 %0
T 324
o9 as
1% 316
3 217
512 2.8
3% 214
88 25
53 283
™ 213
) 8.4
™7 8.2
566 63

8961 JO0 IOV HANITAUY
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Ezamples of actual multiple incorporation cases—Continued

Number of Pzrocutage
corporations Tax sa' 1ax regue-
Case Nature of business and Administration (management, ial Taxablk Rates Computed { Effective | from extrs ! {ion result-
No. ownership and legal functions), etc. income 1 {percent) tax3 tax rate | sortaxox- | ing from
Parent, | Brother, [(thousands) (thousands)| (percent) | emptions ¢ |extra surtax
sabsid- | sister (thousards:|exemptions
lary
16 | Retail and wholesale of mer- | Centralized with the t company. 4 $4,220 | Present. ... $1,937 45.8 $234 10.8
chandise, such as appli- Same omeemaervea!} mpanies. For New:
ances and housewares mostpart.eschstore is separately 22t048.__ 1,724 40.7 303 15.0
Parent is pablicly owned. incorporated and corporation uses 28t048.... 1,792 2.4 232 11.4
S bsxdiaries are wholly | the same trade name
17 Chain of r:ﬁ%lr shops Ac- | Centralized with 1 service company |.....-.... 118 1,079 1 F 384 R.7 191 34.4
include the which operates under a service agree- New:
of several sup- ment with the otber companies to 2to 48 286 26.5 226 4.2
yhouses Corporations conduct all administrative and adver- percent.
are owned by 1individual. tising functions. In addition to the 28to 48 339 31.4 2 R.7
service corpzhmtioixss, for the m;)gt part percent.
each repair shop is separately incorpo-
rated andpluseﬁ the i:ame trade n‘gme.
Each supply house is separately incor-
porated. The sole stockholder is the
mt of all corporations.
18 Mlmng' si}oeexgge ang sale of A ration is eentmumd aceordmgto 5 37 ®
grain, ,  an lipes of
wholesale grocery; “hole- tially all eorpomtions mdude the famﬂy
sale drug items, and sun- | name in the corporate name. Corpora-
dries; oﬂ productlon, tions were formed for each location of
tru o each line of products.
paper pmducr.s. Brother-
sister companies are owned
by 1 family. Subsidiaries
8¢ wholly owned by sev-
eval hrot.her-s!sm: com-
19 W%u *mle, installment, and | The parent oompany provides the overall 128 ®
cing and gdministration. The financing activity
Iaa.orlng Other activ't!es is conducted through 1 or more corpora-
include credit, health, tions In each State using the same cor-
auatomobile, and life insur~ porate name, followed by the clty or
ance; the manufacture of State of location, Other COrpo;
metal, glass, and plsstic were formed to conduct each ofthe other
products, and heavy ma- business activities.
v; and processing of
meat products nmmmmn
the United States. Parent
ublicly owned. Sub-
a!dPnrles are wholly owned
by pareat.

013
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20 | Finance bus!ness Publicly
owned. Subsidlaries are
wholly owned by pamnt

21 { Chain of restaurants.

Owned by 1 family.

22 | Development and leass of
real estate in connection

of shoes through more than
1,000 outlets located in ap-
proximately 650 cities
throughout the United
States. Parent is publicly
owned. Subsidiaries are
wholly owned by the
parent.

| et companss stock i
com| )
notwidelyheld? Subsidi-
‘alx;ies are whony owned by

e
25 Dlstdbuucnandsaleotluel.
The parent is publicly
3 Subsidiaries are
wholly owned by the
parent.

26 chalnofdmgstor Parent

dlva ublicly owned. Sub-

s riesarewholly owned
the parent.

stantially the same oﬂicerée and
serve corporstions. parste com-
panies were formed to conduct the activi-
ties in each area. For the most part all
companies use the same trade name.
Centralized with 1 company. With minor
exceptions, the same officers and direc-
tors serve all corporations. Separate
corporanons were formed to conduct the

area.
Centralized with 1 company. Esch cor-
poration owns a property unit or com-
plex, except lor several “catchall” corpo-
tions that are service organizations and
also own small miscellaneous parcels.
Centralized with the parent company.
Substantially all of the companies were
brought into the business by 1 of the pre-
viously merged business entities. Asa
tesult 3pproxunawly 14 of the retall
separately incorporated. In
addition. there is a separate rezl estate
corporation and more than 100 leasehold
corporations. The same officers and
directors serve all the companies.
Centralized with th

Generslly, each offic i3 separately in-
corporated. Snbaantiaﬂyallcompanies
use the same trade name,

Centralized with the t company.
Substantially all oomm use & varia-
tion of the parent’s name. Subsidiaries

were formed according to geographical

Centralized with parent company. Sub-
directors

sa
Cs nominal amggntth of mpimlt.
entralized wi 6 parent cOmpan
All companies use the same trade name -
Separate incorporation is according to
geographical location so that stores in
1 area are operated by 1 incorporation.

See foctnotes ai end of table, p. 216.

763 | SN 0 35.5 120 .7
New:

2to48._._ 218 28.5 142 39.5

28to48.... 252 3.0 108 30.0

51 8,111 | Present. _..... 4,045 49.9 167

New:

22t048.... 3.696 45.6 191 4.9

25to 48.... 3,741 46.1 145 3.7

69 1,361 | Present____._. 552 40.6 150 21.4
New:

2to48_... 470 #.5 177 27.4

28to48.... 512 37.6 135 20.8

®

4,708 | Present_.._... 2,310 40.1 13 5.4
New:

22to48.._. 2,006 4.5 157 7.8

28to48.... 2,134 45.3 119 5.3

4,235 | Present.. ... 2,099 49.6 8 4.5
New:

to48.._ 1,911 45.1 295 14.6

28to48._ 1,939 45.8 87 4.3

1,314 S 56 3.8 102 15.0
New:

2to - 504 38.3 121 19.3

28t048..-- 53 40.6 81 14.6
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Ezamples of actual multiple incorporation cases—Continued

Number of Percentage
corporations Taxsaving | tax reduc-
Case Nature of husiness and Administration t, fi fal, Taxable Rates 3 Computed | Effective | from extra | tion result-
No. ownership _and legal functions), ete, income ! (percent) tax 3 taxrate | surtaxex- | ing from
Parent, | Brother, |{(thousands) (thousands)| (percent) | emptions ¢ jextra surtax
subsid- { sister (tbousands)|exemptions
27 | Manufacturers and retail Top t decisionsare centralized 110 $4,332 { Present_......| $1,982 45.8 $265 1.8
of dry goods. The retail with 1 company. Although 1 of the New:
operations are conducted entities did not segauely incorporate 22t048 | 1,760 40.6 313 15.1
through more than 100 its stores prior to merger, the new 22t048. .. 1,834 423 239 1.5
stores. Parent is publicly | stores estal are separately incor-
owned. Subsidiaries are porated. The constituent companies
wholly owned bw the ofeach group have the same officers, and
parent. ipsurance coverags is glmvided to each
corporation through blanket cies.
All s?m leases arenga teby the
parent company. corporate name
of each tion is the same as the
former entity to which it was related.
28 | Finsnce business. Parent ith the parent company. 46 852 | S 315 37.0 123 2.1
is closely held. Subsidi- ‘With minor exceptions, the same direc- New:
aries are wholly owned by tors and officers serve all companies. 2t048._ . 259 30.4 14 357
the parent. . The loan activities of each area are sep- 2810 48 293 3.4 109 2.1
mteltgemmrpommd. Each company
uses same trade name.
29 | Chain of retall stores selling | Centralized with the parent company. 35 1,185 { Present_._____ $501 23 109 18.0
gift items, In excess of 30 ‘With few exceptionseach corpomﬂog;?- New: to
percent owned by I family. erates a store and uses the same e i 2t048. . 433 36.5 129 2.0
name. 18to4S__. 404 30.2 S8 17.4
30 | Mannfacture and reteil sale | Centralized with the parent company. 139 ®
ofshoes. Theretail opera- ‘While the parent company operates &
tions are  conducted number of retail stores, other retail stores
through more than 400 are separately incorporated. In addi-
stores located throughout tion to the retail corporations, each man-
the United States. Parent ufacturing plant is sepmmlg incorpo-
is publicly owned. Sub-| rated. The same officers and directors
%xydm.x'x".h ies are s{hony owned serve all companies.
@ paren
31 | Personal loans through ap- | Centralized with the parent company. 345 ®)
proximately 900 offices in Approximately 34 of the offices are op-
41 States. Parent is pub- erated by subsidiary com; which
Yely owned. Subsidiaries ware formed to conduct the operations
aro wgony owned by the gthineerminciﬁ(ése. Aneog eduge
paren same corporate name, follow: y
the city of location. With minor excep-
tions, the same officers and directors
serve all the corporations,

(4t4

29061 JO IOV ANNUAHYH



Chain of food stores. Parent
mﬂely owned. Suab-
es are wholly owned

by the parent.

General-merchandise stores.
Parent is publicly owned.
Subsidiaries are wholly
owned by the parent.

Chain of retail shoestores.
Apfronmately 500 stores
are Jocated in substantially
all States. In addition,
manufacturing facilities
produce some of the mer-
chandise for the retail
sto as well as mer-
: for other djstri

Subsidiarjes are
Z:nl;ouy owned by the par-

Tazxicab business. Subsid-
farles are wholly owned
by the parent.

Finance business. Owned
by 1 family,

Centralized with the parent company
which operates most of the stores. Sub-
sidiaries were according to func-
ﬁgle'rthangzs'o%eﬂ tebst;ir:xeo? rod oy
o es; bu. of produce;
distribute products; and to own real
estate or leases. With minor exceptions
the same officers and
of the corporations.

Centralized with the parent company.
Departments of each store are sepa-
rately incorporated to merchandise var-
jous products., In addition, service
;o:gorations were formed to cogage in

it in connection with installment

s serve all

Centralized with the parent company.
For the most part, the separate corpora-
tions operate the retail stores located in
any 1 city; other corporations wers
formed to operate each manufactaring
facility and cach warehouse facility.
All the companies use the same name,
followed by the city of location. The
same officers and directors serve all the
corporations.

Centralized . with the parent compsny.
roral ticabs Sach Soparaie e
Ed cal se)
operate, ropair garoges, a0t To provids
o re]
managerial services. With migg ex-
ceptions, the same officers and directors
serve {all ﬂi;e corporations. 4

Each office is separately incorporated an

- each company Uses the same trade name.
When more than 1 office is located in
any 1 city, 8 numbering system is in-
corporated in the corporate name.

See footnates at end of table, p. 216,

251

151

1,334 | Present_._.... 556
New:

2to48. .. 478

28t048. .. 515

2,182 | Present_._____ 928
New:

2t048.... 804

28to48.... 859

457 | Present...._.. 137
New:

2t048._._ 101

28to4S... 128

10 112 S,

New:

248 2

28to48.... k<]

41.7

35.8
3.6

V]

30.0

4

3.3

2.4
2.1

132 19.2
156 246
119 18.7
201 17.8
7 2.8
181 17.4
a5
112 52.8
8 39.9
18 34.0
21 4.6
15 3L1
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Ezamples of actual multiple sncorporation cases—Continued

Number of Percentage
corporations Taxsaving | tax redue-
Case Nature of business and Adm!njstraﬁon t, Taxable Rates 3 Computed | Effective | from extra | tion resalt-
No. ownership and legal fun: ), ete. income 1 (percent) tax 3 taxrate | surtaxex- | inz from
Parent, | Brotber, |(thonsands) (thousands)| (percent) | emptions ¢ lextra surtax
subsid- | sister ! (thousands)|exemptions
fary
37 | Chain of general-: mchan Centralized with the parent company. 67 $2,443 | S $1,068 43.7 207 16.2
dise stores. Parent Separate corporations were formed for ) New:
pablicly owned. Snbsxdx- each store, as well as several corpora- 22t048.. 928 38.0 28 20.4
ﬁ are wholly owned by |  tions to. own re;l estate and to provide 28to48___ 984 40.3 182 15.6
parent. warehousing services.
same officers and directors serve all
jons.
38 do Centralized with service companies which 157 4,148 | Present._..._.. 1,628 39.2 53 24.3
do buying, warehousing, distributing, New:
ping, etc. The parent com- 2t048 . 366 2.9 618 3.2
- pany arranges for all financing of the 28t048 1,510 36.4 474 2.9
N entirecham,,andactsasgumnw.rof
store leases, o ing corpora
formed to operate generally 2 stores
realm' In addition, themt_ ares &mber of
.corporations.
officers and directors serve all the corpo-
39 | Chsin of clothing sto ntraned it t y 207 2,478 t &2 n.2 450 35.4
of clothing stores. i Wi parent company 2,47 S .
Parent is publicly owned. which also the New:
Sgbsidiaries are wholly payable and long-term leases of the sub- 2t048 ___ 650 26.3 532 45.0
owned by the parent, sidiaries. 1 or more corporations were 28to48..__ 75 3.3 408 345
formed to operate each store, dependinz
dﬁn the variety of dise
Thbe same officers and dkectors
serve all the companies. .
40 Ch.am of general-merchan- | The parent company provides ') SO 11,114 \ SO 5,491 49.4 283 49
stores. Parent is| services while a subadxary wds ‘ormed New:
publicly owned. Subsidi- 1o perf( buying, dkeepicg, 2t048__._ 4,994 4.9 334 6.3
aries are wholly owned by legal functions, Gen- 28t 48.... 5073 45.6 256 4.8
the parent. eran each store is separately incorpo-
and several co were formed
zoownrwestatean to provide ware-
housing facilities. With minor excep-
tiops, the same officers and directors
serve all the corporations. ‘

4 ¢4
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o

1 loans, i1
ﬂnandng. and varlous

of insurance. Fi-
nance and personal loan
offices are located in 15
States. Parent is publicly
owned. Subsidiaries are
wholly owned by the

t.
Saﬁ of cigarettes, food, and

related items through
ven machines. In
additi someorthevend-

tract basis. Pamnt !s
publlc!y owned. Subsidi-
aries are wholly owned by

(o} othin'g concessions in
shopping centers.
by 2 related stockholders

Food brokerage. Brother-
sister companies, which
own subsidiaries, are close-
1y owned.

Sale of paint products. Par-
ent 3 publicly owned.
Sabsldiam

ed by
Buylng and develo un-
ved real £§§ as
as buil and sell-

ig residen houses,
Owned by husband and
Sale of new and used cars in
3 locations, as well as aut.o
financing and
auto repalrs, car and truck

rental, and real estate rent-
al. Owned by 1 indi-
vidual.

Centralized with the parent company.
Each finance and loan office is
as well as each line of
insumnee. For the most part, the
finance and loan companies use tbe
same name, followed by the city of
location.

Centralized with the parent company.
A prtmber of corporations were formed
for each activity principally on the basis
of geographical location.

The management functions, includi

ggﬂmhasingi)payron. and accounting, are
ormed by 3 management company.
Other corporations were formed for each
retail outlet.

Centralized in 1 office. Several companies
engage in food bmkerage while other
companies were formed to provide ware-
house facilities. Same oﬂim and di-
rectors serve all companies,

Centralized with parent company. Same
officers and directors serve all companies.

companies use same trade namo,

Other corporations were formed to per-
form mansagement or sales functions.

Books and records maintained at the 3
retafl locations. Other adminfstrative
functions are centralized. Separate
corporations exist in each location
to en; in sale of cars and trucks.

tions to engage in body repair, financing,
aut&ia.nd truck leasing, ggmal estate

See footnotes at end of table, p. 216.
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Ezamples of actual multiple incorporation cases—Continued

Number of Percentage
co! ns ' Tax saving | tax reduc-
Case Natars of business and Adnunistration (mansgement, financhal, Taxable Rates3 Computed | Effective] from extra | tion result-
No. ovwnership and legal functions), e income ! (percent) tax3 taxrate | surtaxex- | ing from
Parent, | Brother, |(thousands) (thousands)| (percent) | emptions ¢ lextra surtax
subsid- | sister (thousands){exemptions
ary
48 Centralized with parent corporation. 56 [O TN FORR .

Operation of a chain of 510
stores in 10 States. In

Substantially the same directors <wrve

addition, operations in- all companies. Retail rations were
clade feeder plants to pro- formed to control geographic
dacs many food products. areas. Other corporations were formed
Parent is pablicly owned. to distribute the products

Subsidiaries are wholly
owned Ly the parent.

and to provide warehonse facilities and
advertising services.

1 Without regard to losses of constituent com

panies.
2 Present rates refer to the 30-percent normal tax and the 22-percent surtax contained
in existing law. The 22-48-percent rate refers to the 22-percent normal tax and 26-percent
sartax which will be applicable to all ons not electing ipl

3 Computation based upon applying applicable tax rates to the income of constituent
profitable companies, without 1o losses of constituent loss companies.

¢ In many instances, if the affilisted group had operated as a single corporation or filed

lidated return, the tax liability would not have been increased by the full amount

surtax p
“tions beginning in 1965. - The 28—48-percent rate refers to the taX applicable to members
- of a controllcd group electing to retain multiple exemptions. A 6-percent additional tax
applies to the 1st $25,000 of income. Therefore, the rate is 28 percent on the first $25,000
of income, and 48 percent on the excess,

a3
of the tax savings from maltiple surtax exemptions becanse of compensating tax ad-
vantages from the offsetting of guins and losses of constituent companies, ete.

$ See supplement.

918
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t: Ezamples of actual multiple-incorporation casest

O ‘I ¥
Present tax rate structure New rates 2
Tax Tax saving { Percent of Tax liability Tax saving from extra | Percentage tax redac-
Taxable income 3 liability . {rom extra | tax redue- (computed) 4 Effective tax rate surtax exemptions tion resulting from
(thousands) (com- Effective tion resuit- - (thousands) (percent) (thousands) extra surtax exemp-
puted) ¢ tax rate exemp- | ingfrom tions
(thou- (percent) tions ° lextra sartax
sands) (thou- exemp-
sands) tions 22to048 28t048 22t048 28t0 48 2to48 28t048 2to48 28t048
percent percent percent percent percent percent percent percent
$1,981 40.2 $574 2.5 $1,670 $1,837 341 37.3 $678 $520 28.8 221
581 30.0 421 42.0 426 542 2.0 8.0 497 381 5.9 413
1,443 4.8 227 13.6 1,272 1,35 39.5 41.4 268 205 11.4 13.3
5.172 43.5 1,102 17.6 4,397 4,699 3.0 39.5 1,308 1,007 =29 .6
7.281 50.3 242 3.2 6,657 6, 74 46.0 46.4 285 a7 41 31
17,011 51.2 s 1.5 15,634 15,705 471 4.3 303 231 L9 1.4
, 692 511 497 1.6 27,278 27,415 47.0 47.2 588 451 2.1 1.6
1,218 4.6 197 13.9 1,621 1,678 4.7 43.1 239 182 12.8 9.8
2,484 420 588 19.1 2.140 2.302 38.1 8.9 635 533 4.8 18.8
8.422 46.4 1,007 10.7 7.512 7,788 41.4 429 1,190 914 3.7 10.5
3.13 48.9 438 11. 2,719 2,898 4.6 4.3 504 385 15.3 1L7
13,675 49.7 638 4.4 12,438 12,613 .2 45.9 Ky 57 8.7 4.4

1 Without regard to losses of constituent companies.

3 Present rates refer to the 30 percent normal tax and the 22 percent surtax contained
in existing law. The 22 to'48 percent rate refers totbempereentnwmal tax and 26 per-
cent surtax whicn will be applicable to all corporations not electing multiple-sartax ex-
emptions beginnine in 1965. The 28 to 48 percent rate refers to the tax applicable to
members of 2 controlled group electing to retain muitiple exemptions. A 6 percent
additional tax applies to the Ist $25,000 of income. Therefore, the rate is 28 percent on
the 1st $25,000 of income, and 48 pereent on the excess.

3 Computation based upon applying applicabie tax rates to the income of coustituent
profitable companies, without regard to losses of constituent 10Ss compenies,

4 In many instances, if the affiliated group had operated as a single corporation filed
3 consolidated return, the tax liability won!d not h:;ve been inmd y the full amount
of the tax savings from multiple-strtax advan-
tages from the offsetting of gains and losses of c"nstimen: eompamw

€961 JO IOV UANTAUYU
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218 REVENUE ACT OF 1063

PART II. THE IIOUSE BILL—ITS OPERATION AND EFFECT

Under the House bill there are essentially three alternative methods of taxa-
tlon available to a controlled group of corporations. These alternatives are:
(1) The group could file a consolidated return, in which case it would be limited
to a single surtax exemption and would be subject to a 22-percent tax on the
first $25,000 of income and a 48-percent tax on the excess. 'The additional 2-
percent penalty tax levied under existing law has been eliminated under the bill.
(2) The group could file on a separate basis, but receive only a single surtax
exemption to be divided among the members of the group. The rate for each
corporation would be 22 percent on the income up to its portion of the surtax
exemption, and 48 percent on the excess; or (3) the group could file on a separato
basis as in (2), but could elect to retain multiple surtax exemptions. Under
such an election, each corporation pays a 28-percent tax on income on the first
$25,000 (22 percent, plus a 6 percent additional tax) and 48 percent on the excess.

Thus, for example, assume that all three members of a controlled group of
corporations each earn $40,000 in 1965. 1f the group elects to retain multiple
surtax exemptions, each corporation will pay a tax of $14,200 (28 percent times
$25,000, plus 48 percent times $15,000), or a total tax of $42,600. If the group
does not elect multiple exemptions and files on a separate return basis, only a
single surtax exemption is available to the group. The exemption may be ap-
portioned on a pro rata basis, or in any other manner the group deems proper.
Assuming the exemption is split up on a pro rata basis ($8,333 each), each cor-
poration will pay a tax of $17,033, or a total tax of $51,100. Presumably, the
group would elect to retain multiple surtax exemptions in this case. If, however,
each corporation earned only $5,000, the group would presumably not elect
multiple exemptions since the rate of tax would be 22 percent instead of 28
percent.

The additional tax is by no means a deterrent to the use of multiple structures.
Those who have heretofore enjoyed tax savings through multiple incorporation,
will continue to do so. However, the additional tax does serve a vital function.
It prevents a controlled group from reaping the benefits of the 22-percent tax on
the initial $25,000 of income—a rate which is designed solely for the aid of small
business. Without a safeguard, a 22-percent rate would not be possible, to the
ultimate detriment of the small business community.

Even if the additional tax is paid, multiple corporations will still receive a
substantinl tax cut. The rate on the first $25,000 drops from 30 to 28 percent,
and income in excess of $25,000 is taxed at a 48-percent rate in lieu of the present
H2-percent rate. However, due to the additional 6-percent tax, the tax reduction
for the proliferated multicorporate group ig less relative to that of firms which
are in fact small and independently operated. An independent small business
earning less than $25,000 will receive a 26.7-percent reduction in tax liability.
On the other hand, a corporate unit in a large chain, in which each constituent
corporation earns $25,000 or less, will receive a 6.7-percent reduction. Other
similar comparisons are as follows:

Peroentage reduction

Corporation, inde- { Member of a con-

Income per corporation pendently owned, | trolled group elect-

using 1 surtax ex- |ing toretain multi-

emption ple surtax exemp-
tions
$50,000.c.cnneeemvaeimeecem e caianan 14.6 7.3
$100,000...c. ccemnciicccmcmeaceeae 10.8 7.5
$200,000. 9.1 7.6
$500,000 vn- . 8.3 7.7

A large chain earning $1 million which is presently flling a consolidated return
would receive an 11.4 percent reduction in tax linbility. The liability of a large
firm earning $1 million and operating out of divisions will be reduced about 8
percent. Both of these figures compare favorably to the 7.7 percent reduction
which would be available to each member of a controlled group of corporations
electing to retain multiple exemptions and esvning a similar amount,

{
¢



REVENUE ACT OF 1963 219

The effect of the proposed changes on controlled groups of corporations can
also be seen in this exhibit. ‘The tax liability, tax rates, and tax savings from
multiple surtax exemption at the present are indicated in the first line on the
right-hand side of each entry. The extent to which this abuse would be magnified
by rate reduction without the additional tax is indicated in the second line.

The third line indicates the extent to which the abuse is limited as the result of
applying the 6 percent additional tax to the first $25,000 taxable income of each
constitutent corporation. While there is still a significant tax advantage avail-
able to a controlled group of corporations filing separate returns, the advantage is
significantly reduced below what it would be in the absmce of the additional
tax. Moreover, since each extra surtax exemption will be" voith $5,000 to the
group (20 percent times $25,000) in lieu of $5,600 (as under existing law), the
amount of the tax advantage available to controlled groups will be less than it

is under existing law.

ExnamsiT 14
TAx BURDEN TABLES, RATES SCOHEDULES, ETC.
TABLE OF CONTENTS

Comparison of tax liabilities, present law, and House bill in 1965 :
Table 1. Single taxpayer with standard deduction.
Table 2. Married couple with no dependents with standard deduaction.
Table 8. Married couple with two dependents with standard deduction.
Table 4. Married couple with two dependents with typical average itemized

deductions,

Present law tax rate schedules for 1963 :
Table 5. Single taxpayers and married taxpayers filing separate returns,”
Table 6. Married taxpayers filing joint returns .

Hoeuse bill tax rate schedules for 1964 :
'Table 7. Single taxpayers and married persons flling separate returns.
Table 8. Married taxpayers filing joint returns.

House bill tax rate schedules for 1065 :
Table 9. Single taxpayers and married persons filing separate returns.
Table 10. Married taxpayers filing joint returns.

Miscellaneous tables:
Table 11. Distribution by adjusted gross income classes of tax changes in

House bill (excluding capital gains).
Table 12. Distribution of taxable income and tax by taxable income
brackets, 1963.

TasLE 1.—Comparison of law Iiabdiues, present law and House dill in 1965—
Single taxpayer, with standard deduction

Tax Tax as pereent of income
Income (wages and salarles) Tax cut lt’ercentt
av cu
Present law | House bill Presont law| Honsa bill
$14 $46 77 6 1
150 85 85 43 10 [
240 161 79 33 12 8
422 329 93 22 14 11
620 500 120 19 16 13
818 671 147 18 18 13
1,048 182 17 18 14
1,405 1,108 237 17 19 16
2, 1,742 354 17 21 17
2,082 2.478 504 17 24 20
3,334 6068 17 27 22
5,163 , 29 852 17 29 25
6,412 5, 1,062 17 32 27

Nore.~—Houss bill tax liabllity reflects use of tha minimum standard deduction where applicable.
Bource: OTice of the Sec:etary of the Treasury, Offize of Tax Analysls, Oct. 1, 1963,
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TABLE 2.—Oomparison of tax labilities, present law and House bill in 1965—
Married couple with no dependents, with standard deduction

Tax Tax ag percent of inconie
Income (wages and salaries) Tax cut It’ercentt
ax cu
Presont law| Ilouse bill Present law| House bill
gl 0 0 0 0 Q
$30 1] £30 100 2 0
82000...-..................,.- 120 $56 84 6 3
000, 300 200 100 33 10 7
480 354 128 20 12 9
660 501 X 159 24 13 10
844 058 180 22 14 11
1,141 916 228 20 15 12
1,636 1,342 | 204 18 16 13
4 27, 1,880 392 17 18 15
$15,000. 2,960 2,460 500 17 20 16
$17,500. 3,710 3,085 626 17 21 18
$20,000- < cmeecnnmeemnnm—a—. 4,532 3,764 768 17 23 19

NoTE.~House bill tax liability reflects use of the minimuin standard deduction where applicable.

TABLE 3.—Comparison of tawx liadbilities, present law and House bill in 1965
Married couple with 2 dependents, with standard deduction

Tax Tax as percent of income
Incomo (wages and salaries) Tax cut lt’crcentt
ax cu
Present law| TTouse bill Present law| ITouse bill
(1} 0 0
0 ] 0
0 0 0
$60 2 0
240 ] 4
4 8 6
10 8
877 12 9
1,372 14 11
1,966 16 13
2,616 17 156
3,350 . 19 16
4,124 3,428 696 17 21 17

Nore.—House bill tax liability refiects use of the minimum standard deduction where applicable,

TasLg 4—COomparison of tad liabilities, present law and Housge bill in 1965—
Married couple with 2 dependents, with typical average itemized deductions

Tax Tax as percent of income
Income (wages and salarles) Tax cut It’eroon:
axcu .
Present law| House bill Present law| Houso bill

$300 $223 $77 20 [} [
456 343 113 25 8 6
720 576 144 20 10 8
1,108 094 202 17 Y 10
1,084 1,400 264 18 13 11
2,213 1,885 348 16 15 12
2,772 2,343 429 16 16 13
3,410 2,875 535 16 17 14
4,821 4,003 758 16 19 16
6, 420 5,418 1,004 18 21 18
10, 188 8, 605 1,683 16 26 22
14, 576 12, 369 2, 207 15 29 25

24, 952 21,390 3,553 14 33
36, 720 31,442 5,278 14 37 31

Nore,—House bill tax Hability reflects use of the min; jmum standard deduction (where applicable) and
the disallowance of certain State and local excise taxes a deductlons i
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TABLE 3.—Present law: Tax rate schedule for calendar year 1963
SCHEDULE L SINGLE TAXPAYERS AND MARRIED PERSONS FILING SEPARATE

RETURNS
I taxable income is— Then the tax is—
Not over $2,000... - 20 percent of taxable income,
But not over— Of excess over—

$400, plus 22 percent ..o occeeeooucunnnae $2,000
é)éoplus 26 percent.. $4,000
plus 30 percent..... - $6,000
1,960, plus 34 percent. ... - $8,000
2,640, plus 38 percent.. 10,000
,400, plus 43 percent 12,000
,260, plus 47 percent. 14,000
$5,200, plus 60 percent $16,000
$6,200, plus 63 percent $18,000
$7,260, plus 56 percent $20,000
,380, plus 59 percent $22,000

10,740, plus 62 percen $26,
$14,460, plus 65 percen gg,ooo
$18,360, plus 69 percen ,000
$22,500, plus 72 percen - $44,000
$26,820, plus 75 percent. . $50,000
4,320, plus 78 percent. :60,000
...120, plus 81 percent. - 70,000
220, plus 84 percent. - $80,000
358,020, plus 87 percent.. $90,000
. $67,320, plus 89 percent.. . $100,000
0,000 $111 ,820, plus 90 percent. .. R, 150,000
3200.000 and over $156,820, plus 9t percent. .o .o ... 200,000

TABLE 6.—Present law: Taw rate schedule for calendar year 1963
SCHEDULE II. MARRIED TAXPAYERS FILING JOINT RETURNS

1t taxable income is— Then the tax is—
Not over $4,000. .. 20 percent of taxable income.
Over— Of excess over—
$4,000 g,ooo
$8, , 000
$12,000_. $12, 000
$16,000 gg,ooo
$20,000. , 000
$24,000. . $21, 200
$28,000 $28, 000
$32,000... gg,ooo
,000. , 000
$40,000... - $40, 000
$44, 316,760, plus 59 percen 2;4,000
- §62,/ 21,480, plus 62 percent 2, 000
$64,000 328,9'20 Pplus 65 percent ?64,000
$76,000. $36,720, plus 69 percent 76, 000
$88, $45,000, plus 72 percent. - $88, 000
$100,000. s $100, 000
$120,000. $120, 000
$140,000 2140,000
$160, $100,440, plus 84 percent. 160, 000
$180,000- ... 000 $117, 240 plus 87 percent. $180, 000
' §13440: plus 89 poront 1000
, plus 90 percent.. - 3
$400, 000

$300, .
$400,000 and over $313,640, plus 81 percent....c.. ... .

24-532—63—pt. 1——156
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TABLE T.—Revenue bill of 1963: Tax rate schedule for calendar year 196}
SCHEDULE 1, S§NGLE TAXPAYERS AND MARRIED PERSONS FILING SEPARATE

RETURNS
If taxable income Is— Then the tax js—
Notover $500. . ..o eimiccaanaan 10 percent of taxable income.

Of excest over—

$80, plus 16.5 percent. $500
162.5, plus 17.5 perce $1, 00V
250, plus 18 percent.. $1, 500
$340, plus 20 percent.. $2, 000
$740, plus 23.5 percent.. $4, 000
$1,210, plus 27 percent_ . .- $6, 000
$1,750, plus 30.6 percent. $8, 000
$2,360, plus 34 percent. ... $10, 000
$3,040, plus 37.5 percent.. $12, 000
$3,790, plus 41 percent_. . $14, 000
$4,610, plus 44.5 percent. . $16, 000
$5,500, plus 47.5 percent.. 18, 000
86,450, plus 50.6 percent .. , 000
$7,460, plus 53.5 percent .. $22, 000
9,600, plus 56 percent. . .. $26, 000
X $32, 000
$38, 000
$44, 000
$50, 000
$60, 000
$70, 000
$80, 000
$90, 000

$200,000 A11d OVeT- eov e veeeeemnaaana $200,

TABLE 8.—Revenue bill of 1963: Tax rate schedule for calendar year 196}
SCHEDULE II. MARRIED TAXPAYERS FILING JOINT RETURNS

If taxable income is— Then the tax is—
Not over $1,000..... 16 percent of taxable income,
Oper— Of excess over—

$195,180, plus 76.5 percent £300, 000
$271,680, plus 77 percent_...




REVENUE ACT OF 1963 223

TanLE 0.—Revenue bill of 1963: Tar ruate sch_cdule for calendar year 1965

SCHEDULE 1 BINGLE TAXPAYERS AND MARRIED PERSONS FILING
SEPARATE RETURNS

If taxable income js— Then the tax is— .
Notover $500.c.cemeemmenen ceceermmeanmna. 14 percent of taxahle income.
Over— : But not over— . Of excess over—
s $70, plus 15 percent. $500
$1,000
$1, 500
$2,000
- , plus 22 percent $4, 000
$1,130, plus 25 percent. , 000
$1,630, plus 28 percent._ ,000 ¢
$2,190, plus 32 percent. $10,000
$2,830, plus 36 percen $12,000 -
$3,650, plus 39 percen $14, 000
$4,330, plus 42 percent_ $16,000
$5,170, plus 45 percent. $18,000
$6,070, plus 48 percent. $20, 000
7, plus 50 percent. $22, 000
$9,030, plus 53 percent. . $26,000
$12,210, plus 55 percent $32, 000
$15,510, plus 58 percent $38, 000
$18,900, plus 60 percent $44, 000
$22,590, plus 62 percent $50,
28,700, plus 64 percent. $60,
$35,100, plus 66 percent. $70,000
. $41,790, plus 68 percent $80,
) 1us 69 percent $90,
. $100, 000
$150, 000

TABLE 10.—Revenue bill of 1963: T'ax rate schedule for calendar year 1965
SCHEDULE II. MARRIED TAXPAYERS FILING JOINT. RETURNS

If taxable income is— Then the tax is— . .
Not over $1,000. ' 14 percent of taxable iucome.
Over— But not over—

$140, plus 156 percent.
$200, plus 16 percent..
$450, plus 17 percent

$620, plus 19 percent..
$1,380, plus 22 percen!
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‘TaBLE 11.—Revenuc bill of 1963: Individual income tax—Distribution by ad-
justed gross income classes of proposed tax changes excluding capital gains

Present | Tax under
Adjusted gross | Number of law tax as asa
income class taxable Adjusted Presont [ Taxchange | Tax under | a percent | percent of
(thousands of returns gross in- law tax | under bill bill of adjusted | “adjusted
dollars) (millions) come gross in- gross in-
come come
Amounts in millions of dollars
9.7 18,280 1,450 ~555 895 7.9 4.9
10.5 42,930 4,030 —1,055 2,975 0.4 6.9
22.9 163,050 18,300 —3,650 14,850 11.2 9.0
6.7 ) 12,710 -2,0% 10,620 15.0 12.6
1.0 29,720 X —1,020 5,740 22.7 19.3
.2 11,800 4,170 -525 3,045 35.3 30.9
51.0 350, 320 47,420 —8,895 38,525 13.5 11.0
Percent distribution by income classes
19.0 5.3 3.1 6.2 2.3
20.6 12,3 8.5 11.9 7.7
44.9 46.5 38.6 41.0 38.0
13.1 24.1 26.8 23.5 27.6
2.0 8.5 14.3 1.5 14.9
.4 3.4 8.8 5.9 9.5
Total...... '00.0 100.0 100.0 100.0 100.0

NoTE.—Amounts of adjusted gross income, tax and tax changes exclude capital gains taxed at the alterna-
tive rate. Figures are rounded and will not necessarily add to totals.

TABLE 12.—Distribution of tazxable income and taw by taxable income
brackets, 196312

{In millions of dollars)

Cumulative
‘Taxable income class (in Taxable Present Taxable income Present law tax
thousands of dollars) incomel | law tax?
From top | From bot- | From top | From bot-
bracket |tom bracket! bracket |tom bracket
Otol_ 76,630 15,338 207,123 76, 690 47,933 15,338
1to 2. 52,658 10, 532 130, 433 129, 348 32, 595 25,870
2 to 4. 42,226 9, 200 71,775 171,574 22,083 35,160
4t06 13,216 3,436 35,649 184,760 12,773 38, 596
6to 8. 68,041 2,082 22,333 101, 731 9,337 40, 678
8to 10 3,916 1,331 15,392 195,647 7,255 42,009
10 to 12. 2,541 966 11,476 198,188 5,024 42,075
12 to 14. 1,866 802 8,935 200,054 4,958 43,777
14 to 16. 1,436 675 7,069 201,490 4,156 44, 452
16 to 18_ 1,109 555 5,633 202, 599 3,481 45,007
18t0 20. 727 385 4,524 203, 328 2,920 , 392
20 to 22 517 200 3,197 203, 843 2, 541 45, 682
22to 26 761 449 3,280 204, 604 2,251 46, 131
26 to 32 740 459 2,519 205, 344 1, 802 48, 590
32 to 38. 423 275 1,779 205, 767 1,343 46, 865
38 to 44. 265 183 1,356 208,032 1,068 47,048
44 to 50. 195 140 1,001 208, 227 885 47, 188
50 to 60, 213 160 896 206, 440 745 47,348
60 to 70 130 101 683 208, 570 585 47, 449
70 to 80 96 78 653 08, 666 484 ,
80 to 90 57 467 206,734 408 A
90 to 100 46 40 380 208, 7: 349 47, 624
100 to 150.. 136 121 343 206,916 309 47,745
150 t0 200 . .. 58 52 207 206,974 188 47,797
200 and OVer. coecvamarann coana 149 136 ) 149 207,123 136 47,033
Total.caueeannnn cmasaane 207, 123 47,933 FO. ea

1 Excludes $2.4 billion of long-term gaing subject to tho alternative rate.
2 T'ax heforo credits of $0.5 billion and alternative tax on capital gains of $1.2 billion.
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The Cizairaan, Thank you very much, Mr. Secretary. .

Mr., Secretary, I think you will recall that before the session
began, I think in December, you and my friend, Henry Fowler, came
up to my Virginia home and explained your plan whereby you would
reduce taxes without reduction in expenditures.

I said to you then that I had been in the Senate for around 30

ears and I have seen many promises made to reduce expenditures.

ut practically none has been carried out. I told you that I was
conscientiously opposed to any tax reduction that is not accompanied
by a reduction in expenditures.

That was in December and the budget was submitted in January.
As I recall, there was an expenditure increase of about $4 billion
over the previous fiscal year?

Secretary DirroN. Yes, it is.

The Cirairaan. So I want to say this: ‘

It seems to me, Mr. Secretary, a serious aspect of this legislation
is the fact that tremendous propaganda is being used to make people
think these tax proposals would cure all of our ills, and that the
panacea for everything is to reduce taxes on borrowed money. This
would abolish unemployment, we are told, or greatly reduce unemploy-
ment. It would stop the outflow of gold and it would do everything
else that should be done. I believe very serious thought should be
given to this departure for the first time in the history of this coun-
try. From all the information I could get, no President has ad-
vocated a deliberately planned deficit by reducing taxes and increasing
expenditures at the same time.

Am I correct in that? A

Secretary Divrow. I think that is correct. I do not think there
has been any recommendation to rveduce taxes in order to stimulate
the economy, although it was seriously discussed in the spring of
1958, at the time an alternative decision was made to increase Gov-
ernment expenditures substantially, by some $6 billion.

The Crriamrman. President Kennedy changed himself within a few
months. IHe wasvery proud of the fact that the first budget he brought
in had a surplus of $500 million. ' o

Now, we have three living ex-Presidents and two comments have
been made. Former President Harry S. Truman, with his customary
frankness, said that he opposed cutting taxes until the budget is
balanced. ‘

Mr. Truman said “I am old-fashioned. ' I believe you should pay
no more than you receive.” ‘

Now, that was from Mr. Truman. Now, you served under Presi-
dent Eisenhower. I assume that you have great confidence in him.
Am T correct? o , '

Secretary DirroN. Yes, sir.

‘Senator Byro. You were his right-arm in a great many matters,
as I well know. On October 6 he said: ' ‘

The President ought to tell us exactly what he is going to do when he is
asking that taxes be reduced.

I think we ought to know more about administration expenditure plans.
Clvilization—

Continued Mr. Eisenhower— )
has come to a point where you might call it a pension civilization.
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And he said a great deal more along the same lines,

What I want particularly to ellll)nasize is the fact that we are in a
deficit spending period. I assume you.will agree to that. The last 3
fiseal years, including the one ended last June were deficit years. We
had deficits in those 8 years of around $17 billion,

Now there is going to be another deficit in the present fiseal year.
You admit that

Secretary Dinron, Yes; there is going to be a deficit.

The Cuamman, You gave a figure once of $9.2 billion. What is
your figure now ?

Secvetary Divron. It would be less than $9.2 billion, as I said earlier
in my testimony today. The original estimate submitted last January
in the budget document was $11.9 billion. However, several factors re-
quire a revised result. For one, economic conditions have improved,
and we feel revenues will be somewhat higher, about a billion dollars
higher than we earlier expected. Second! , the date of effect of the
tax bill as passed by the Iouse of Representatives has been postponed
to the first of 1964, which reduces its impact on this fiscal year by
$900 million. Also, we felt there will be a reduction of expenditures
to around $98 billion from the $98.8 billion that was in the budget
document. These factors produce a figure of $9.2 billion. That, by
the way, was the figure which was originally foreseen with no tax
reduction at all. So now it looks as though we can have our tax reduc-
tion with the budget deficit no larger than we had foreseen without a
tax reduction.

The Citamaran. There is no doubt that it would be $17 billion for
the last 3 years—what was your estimate? :
| L?ecret-m'y Dinrox. It was $1614 billion for the past 3 years, total
deficit.

T am not prepared to make a final estimate. .

The Crramrman. You are speaking of fiscal year 1964, ave you, which
you estimate at $9.2 billion ¢

Secretary Dinron. That is right. ,

The Cuamryan., What do you estimate the deficit at now?
b_ﬁpcretary Dirron. For fiscal year 1964. That is what I said, $0.2

illion. , ,

The Crarman, Now you have $26 billion in 4 years. What do
you estimate for 1965% . : :

Secretary Dinron. Well, the estimate for—we have had $1614 bil-
lion in the last 3 years, 1961, 1962, and 1963. If we have 39 billion
this year, that would be $25.5 billion and then the President has
said that he would submit a budget for 1965 with less than the $9.2
billion that is presently foreseen this year, even though the full effect
of the tax program will be in fiscal year 1965, which will be the
year you will have the greatest effect fromit. A

So I would assume that it is something again in the order of $9
billion. If you want to add that on to the others, it comes to a total
of about, $34.5 billion.

The Criarman. That is$35 billion in 5 years,

Secretary DiLroN. 3414 billion, ; . ‘ S

The Ciiamrman. But they are all estimates. T call attention to the
fact that you and the President estimated a surplus in his first budget
of $500 million. Then in October 1962 you found out there was to be
a deficit of over $6 billion. So these estimates do not always come out.

[l
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Now we have gotten up to 1965. That will be 5 years of deficits.
Now, what about 1966 ¢ :

Secretary Dinron. We have no figure for 1966, Mr. Chairman. It
will undoubtedly be substantially smaller, because by then the full
effect of the tax reduction wil be stimuating revenues and aso a pro-
gram of holding back expenditures will substantially reduce the defi-
cit. But we do not have any figures for beyond 1965 and the 1965
figure is only that general statement, that pledge by the President
which he made this summer, that he would bring in a budget with a
deficit that was smaller than one we presently envisage for 1964.

The Cuairaan. If you have a deficit of $9 billion in 1965, you will
certainly have a deficit in 1966, will you not ?

Secretary Dinron. I would expect so. We have said that, with
stringent expenditure control and allowing for the growth in the
economy, the earliest possible date we foresaw for a balanced budget
from this tax bill was 1967, and that it might be 1968. It is either
1967 or 1968. We are in that area. 'As you recognize, it is hard
enough to estimate 18 months ahead.

The CHArMAN. But it stands to reason if you had a deficit of $9
billion one year, the next year is not likely to balance the budget.

Secretary Dirron. That is what I said, there will be a deficit in 1966,

The CHarMaN. So that will add 1 more year and then you have 1967
and so forth. :

Dr. Arthur Burns, who has some standing as an economist—has
been quoted as saying the budget is not going to be balanced under
this plan until 1972. Do you disagree with him? ? ‘

Secretary DiLron. Yes, sir, I disagree in that particular analysis.
T have the highest regard for Arthur Burns, I think he is one of our
outstanding economists and I think his judgments are very good, so
this disturbed me when he made this estimate. We inquired into the
assumptions he had used in making the estimate. He said he had
taken an assumption that expenditures would continue to increase
every year by the same figure and at the same rate as they increased
in the first 2 years of this administration. He was assuming a $5
billion increase in expenditures every year. But it must be remem-
bered that during 2 base years we had o very large buildup in the
defense and space areas. There is no reason to assume that will be the
case in the coming years we are projecting. When you apply a more
normal growth in expenditures, it changes his result considerably and
brings it back to the 1967-68 aren we were talking about. - *

- The Criamrman, As T see it, you have admitted to deficits in 1964,
1965, and 1966. Assume they stop then, we will have had 6 consecu-
tive years of deficits, g o
- What I am trying to bring out is my fear of these continuing deficits.
It is bad enough if you have a deficit one year and a surplus the next
year. But to continue for a long term in deficits, which definitely will
continue for 6 years—you have admitted it would be 6 years, counting
the previous 3 years, ‘ po o :

‘Secretary Dirron. Yes, Mr. Chairman. I share with you your
fear. We feel, however, that this program will stimulate our economy,
lpr;)dnce relatively full employment, and put us in a position to reach
alancs. C :
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If we do not have the tax cut and continue at our present high tax
rates, we believe that there is less likelihood of reaching balance soon.

The Cuzairaan. We all agree, I reckon, that we have had very able
men in our Government, since it was established. Now, if tax reduc-
tion is the panacea of all of the Nation’s ills, why is it that one Presi-
dent or some Secretary of the Treasury in the past has not looked upon
such a proposal as we have here as a panacea and recommended it
before?

Secretary Diuron. We have, of course, studied history, Mr, Chair-
man. As a matter of fact, reports of Secretary Andrew Mellon, and
also reports of the Budget Director at that time, indicate recognition
of the principle we advocate.

They were operating in a different environment, an environment
where they had budget surpluses which they felt were too large and
they were trying, by tax reduction, to get rid of them.

The Crairaraxn. I am not objecting to surplus.

Secretary Divron. Their objection was every time they cut taxes,
income increased so fast that it more than made up for the tax reduction
and did lead to larger revenues than they otherwise would have had.
Therefore, it is very similar to the proposal, the thinking, that we are
advocating today. In effect, this has been the result in many of the
countries of Iurope which have done very well, such as Austria and
Germany, who have had successive tax reductions.

Each tax reduction has led to greater revenues.

Of course, tax reductions cannot go on forever. When, however,
you have a tax rate structure which is too high, and you bring it down
to n more proper level, it is possible to stimulate the economy so that
you will have greater revenue with lower rates. That is what we
expect.

The Cramyan, That is not the question I asked you. I asked you
if any President had deliberately planned a deficit in order to give
tax reduction.

Secretary DinroN. I donot thinkso.

And I do not think that President Kennedy has deliberatel
lanned a deficit in order to give a tax reduction, because there will

e a deficit with or without tax reduction.

The Cuairman, It will be much more, will it not, if you reduce

taxes by $11 billion ?

Secretary DirroN. For a temporary period, perhaps 1 or 2 years, the
deficit would be larger than otherwise. On the other hand, if, with-
out tax reduction, we have a slowdown in the economy or a recession
sometime in the next year or 18 months, the result will be a bigger
deficit than with the tax cut. :

The Cuairyan. It is a great difference between having a small
deficit and a large deficit. You are talking about 3 successive years
very large deficits. ,

ecretary Dinron., Mr. Chairman, we have recent evidence of the
effect of a recession, In 1959, because of a recession, and in spite of
an administration that was strongly for economy, a budget supposed
to yield half a billion dollars surplus wound up with a $12.5 ]in]lion
deficit. '

That is bigger than any we are talking about.




REVENUE ACT OF 1063 229

The Cuairaan, Then you think the President has not planned a
deﬁ.ci(t1 })y asking for a tax rveduction when we are already in a deficit
period’

Secretary Dirron. Noj; I believe the President has a program which
he thinks will lead the country more quickly and more surely than
any other route to a position of balanced budgets with reasonably
steady full employment.

The CuarmaN, You admit to a deficit of $9 billion for 2 years
after the tax reduction is effective.

Suppose this tax, this panacea that you have thought about and
nobody else has ever thought of, suppose it does not work? Some
people are saying now that your tax reduction is not enough. Would
you feel inclined, then, to have another tax reduction if this one does
not prove to be the panacea you promise ?

Secretary Dirron. No, Mr. Chairman. I would not. I would
think that with the tax reduction we have, our tax rates would be more
in line with other countries who have been able to have regular and
rapid growth. I believe our tax rates would he proper. I think
this program will work,

The Cruasiryaxn, Mr. Secretary, I do not think we need to compare
our Federal situation with any other country. England balances its
budget. If the British run trade deficits and gold leaves the country,
they put drastic restrictions on their citizens, even to the extent that
they cannot take any English money out of the country. You think
this bill is going to stop the flow of gold, as I understand it, and
reduce the unemployment, and so forth.

Now, I have lllere a table prepared by the staff of the Joint Com-
mittee on Internal Taxation, w})nich ives an interesting picture. It
shows that individual taxpayers, with incomes of up to $3,000, get a
tax reduction of $49 by the staf’s figures. That is the average. At
$3,000 to $5,000, the taxpayer gets an average reduction of $67.

From $5,000 to $10,000 income, he gets $90.

From $10,000 to $20,000 income, it is $165 a year.

From $20,000 to $50,000, it is $560 a year.

From $50,000 and over, $2,194,

The average reduction for an individual taxpayer would be $110.

Now, how 1s $110 a year per taxpayer ¥oing to spark any great im-
provement in the economy ? Have you allowed for the people who are
going to put whatever money they get, in banks or pay off their debts?

Secretary Diuron. Yes, Mr. Chairman.

The record has been very steady. We had a $7 billion tax reduction
in 1954 which we can 10011 to. There was no difference in spending
habits in relation to income for the population as a whole.

It is true, of course, that for an average single taxpayer, the average
workingman, the individual reduction which he will get is not large
in dollars and cents. However, in the aggregate, this adds up to a
very substantial amount of disposable income that will be spent. This
will, in total, stimulate a very substantial additional amount of busi-
ness in manufacturing to provide the wants of these individuals.

The real benefit to this type of individual will not come solely from
the fact that his tax reduction gives him a hundred dollars more o year,
or $150 more a year or something of that nature. It will come from the
fact that the economy will be stronger, that he will be surer of a job and
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that a number of Kseople, many people who presently have no jobs at all,
will have new jobs. This is the real strength of this bill.

As you know, this is not a unique view. Last month, maybe less
than a month ago, the Association of Business Economists, which
represents all the leading economists who work for business com-
panies, in accordance with their regular practice met to forecast the
economy for next year. They showed in their forecasts that they be-
lieve that a tax reduction of somewhat less size thun is scheduled under
this bill, to take effect on the first of the year, would increase the gross
national product by $12 billion next year. There is, thus, a general feel-
ing that a tax reduction will stimulate and strengthen the economy.

he Caairaan. Let’s take the $49 reduction—that is about 15 cents
a day, isn’t it ?

Secretary DiroN, Yes.

The Cuarman. In that group, I imagine, there are a great many.
It is on the earnings of up to $3,000.

Secretary DiLLoN. Noj the bigger number of people are in a slightly
higher area. The average wage in. manufacturing falls somewhere be-
tween $5,000 and $10,000.

The CuarmaN, $2 a year is the average of all the taxpayers, that is
what they would get. And I am concerned about this change of policy
on the part of the administration.

Now, on January 80, 1961, the President said:

It is my current intention to advocate a program of expenditures which, includ-
ing revenues from a stimulation of the economy, will not of and by themselves
unbalance the budget.

At that time, he was a budget balancing man.

Then he said, when he presented his budget with a $500 million
surplus. He was very prou(s) of that, and he said:

The administrative budget for 1963 shows a modest surplus of $500 million,
Under the present economic circumstances, a modest surplus of the magnitude
projected above is the best national policy, considering all of our needs and
objectives.

That was less than 2 years ago. Now, what has changed to com-
pletely reverse the position of the President? ‘

Secretary DiLron. The President has not changed at all in his
views. What happened was that the forecast of the economy on which
that budget was based unfortunately did not turn out to be true.

The rapid increases in economic activity that characterized the third
and fourth quarter of 1961 ceased abruptly on the first of the year
of 1962. We reached a plateau. - Our revenues did not increase as we
had expected. Also, as a result, we continued to incur deficits. It
became apparent that some action would be needed to stimulate our
economy to remove this break which had caused recessions every time
we began to look like we were reaching full employment, ever since
the mid-1950’s, It was for that reason that we developed this sub-
stantial tax program. ‘ ‘ S ,

The Criamrman. I want to quote you, Mr. Secretary, too. On Sun-
day, January 21 1962; you answered a question by Lawrence Spivak
on’a “Meet the Press’ television program, as to how important you
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thought it was going to be for the United States to achieve a balanced
budget in the fiscal year of 1963, which just ended. You replied:

I think it is a very important thing under the present circumstances, because
we are in a period of prosperity where our revenues are high and it is essential
under these circumstances to balance the budget.

Secretary DiLron. That is correct, only I turned out to be wrong,
because the period of prosperity we expected, and thought we were in,
leveled out. It did not increase.

The CrairmMan. Do we have less prosperity than we had the day
you made that statement?

Secretary DiLron. We certainly did not continue our expansion at
the rate we had been expanding every month up until the preceding
December. I made that statement in January, when it was yet too
early to forsee that the economy was leveling ofl.

The CHAIRMAN. Is not the stock market considerably higher than
it wasthen? That isan index of prosperity ?

Secretary DiLron. No, it is about the same. It may be a couple
of points higher.

The Craamrman. Isthat a pretty good index of the prosperity of and
the confidence of the people in the future ?

Secretary DiLron. I think that it is a reasonably good index, but
it deals with prosperity as people see it.

This is all relative.  We could be a lot worse off. It is quite correct
that we have done quite well. But we have not done anywhere near
well enough. We have not made a dent in our basic problem of un-
employment. We have not succeeded in increasing profitability and
attracting business investments so as to increase business investment
at the rate that is needed for a continuing, growing, strong economy.
Something further is needed.

The CrARMAN. In other words, you anticipate a recession unless
the Congress enacts a tax reduction adding $11 billion to the debt?

Secretary Dirrox. I, of course, cannot make a positive prediction
whether, or when, a recession will occur. But certainly, based on
evidence in the past, the length of past recoveries, unless all known
precedents are shattered, we are entering & very delicate phase of this
recovery. Because the average length of recoveries, as I have said,
since the war have been some 32 months. We are 32 months now. The
longest recovery is something like 87 months, which might give us
5 more months.

But unless there is something to break this pattern of cyclical re-
cession that has been broken in Europe by proper tax and fiscal poli-
cies, we in the United States, I am sure, are going to continue in that
pattern and have another downturn which will cost us far more in
t%le {)oi'lm of deficits than what would be caused by the enactment of
this bill. : ' ‘ ‘

The Crairman. Is that the opinion of the businessmen of this coun-
try, generally, do vou think? ,

Secretary Driron. I think many of them feel that and I think that
is why there is such widespread support for enactment of the bill.

The CraatrMaN. Most of them who have confided to me feel to the
contrary.
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I want to quote another gentleman who is here. He is Prof.
Stanley S. Surrey, Assistant Secretary of the Treasury. Fe made a
speech on October 25, 1962, 2 months after the President first an-
nounced that he was planning a top-to-bottom tax reduction. In that
speech he said, and I quote him directly :

The effectiveness of tax rate reductions will be lost from the short-run point
of view if they are accompanied by matching reductions in expenditures, even
assuming such expenditure reductions where possible, which they are not.

Do youagree with that ?

Secretary DiLrtoN. I do not think it is possible to have expenditure
reductions fully match a tax reduction of this type. It would require
us to reduce our expenditures from $92 to $81 billion in 1 year. This
is just not possible as a practical matter, without disrupting our de-
fense and other programs vital to the country. But I do think we can
hold down expenditures, hold them level. And it may be possible to
have some reductions.

I was very interested in a statement made just 3 or 4 days ago on
the floor of the House by the chairman of the House Committee on
Appropriations, in which he reported to the House that the first four
major appropriation bills that have been enacted in this session of
the Congress, including the Defense Department bill, totaled $339
million less than the same bills did last year. I think that is expendi-
ture control.

The Crairaan. Those reductions were not on an expenditure basis,
were they ?

Secretary Dirrox. No; but they were the new appropriations and
new obligations——

The Cuariaran. That does not mean a reduction in expenditures and
supplemental appropriations have to be counted. )

Secretary Dinron. It certainly does in the flow of time, because you
cannot spend anything that has not been appropriated. If the ap-
propriations stay level, the rate of expenditure is bound to level out
later. :

The Cuarraan. That does not necessarily mean that, because you
have unexpended balances as of July 1 of $87 {)illion.

Secretary Dinron. Yes; I said they will level out later. Txpendi-
tures follow appropriations by about 2 years, a year and a half,

The Cuairman. But the money can be spent by the President with-
out any further action of Congress, the unexpended balances already
apgropriated, $87 billion. _

ecretary DrrroN. It can be spent and the Congress has asked him
to spend it, directed him to spend it.

The Crramaan. Well, it can or cannot be spent by the President as
he chooses to do it. )

Now, we have a Budget Director. I want to quote him, Mr. Kermit
Gordon. He was quoted as saying to a congressional committee that
a balanced budget would lead to increased unemployment, higher
taxes, and a general economic decline, That was on January 23, 1963.

Now, who is it in the administration that thinks the budget ought
to be balanced? The Budget Director, does not think so. Mr. Surrey
says it is going to be disastrous. o )

Secretary Dinron. I know the President thinks we should as soon as
we can get our economy in shape so that we can have adequate revenues

!
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from an adequately, fully employed economy. That is what he is
working toward and has repeated his pledges many times. That
is the basic policy.

Now, as far as these unexpended balances are concerned, there is a
very real question of the extent to which the President can choose not
to spend amounts which have been appropriated. In effect, this
would involve an item veto; in other words, the right to decide that he
will not earry out a particular project in a particular area any time
he so desires. e would have the power which the Congress has
specifically refused to give him, and which was covered very volumi-
nously in the debate on this bill in the House.

He does not have that authority. At least, no President has ever
felt he has that authority.

The Citairyman. Do you approve of the reductions made by the
IHouse in the appropriations?

Secretary DirnroN. In the appropriations to date?

The Ciramyan. Yes.

Secretary Dinron. Well, I think the committees looked at these
bills very carefully and they decided this was adequate.

T am sure that they are responsible people.

The Cuaimraan. Do you agree with the President when he de-
nounced the House of Representatives, chastised them, said:

The action of the House today in drastically cutting the mutual security au-
thorization is unprecedented, unwarranted, and unwise.

Do you agree with that? You said you agreed with the President.
I wondered:

Secretary Diuron. I would like to point out that that action was
taken on the floor of .the House, and mvolved an authorization, not
an appropriation. It was an overrulin(% of a recommendation of a
committee which had spent months stu ying the matter, and which
had substantially reduced the President’s requests. The House ac-
tion took place before the Appropriations Committees had a chance
to look at the bill. I would think it would have been more orderly
to have allowed that bill to go through as recommended by its com-
mittee and then see what happened on this side. I think this was a
totally arbitrary action. ‘ .

The Cirairaan. You said a few minutes ago you approved of what
the House had done. Now you do not approve of it.

Secretary Divron. This wasnotan appropriation,

The Caamman. You approved of the fact that the President chas-
tised the House of Representatives, which has equal responsibility
with the President. Itisa very unusual thing.

Secretary Diuron. I do not think it is up to me to approve or dis-
approve of that, and I do not think I should comment on that. .

The Cramsran. All right.

I promised another Senator to give him a chance to ask you a few
questions. ( :

I havé just one more.

The temporary debt limitation expires November 80. What increase
are you going to ask ¢

Secretary Dirron. Sir? ,

The Crairaran. What increase in the debt limitation ave you going
to ask on November 30, when it expires?
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Secretary DiLLon. Well; we haven’t had to reach a decision on that,
although we will, very soon. I would say that one way—there has
been talk originajl}ilof something like $320 billion. Obviously, that
is not necessary. However, during the period from the 1st of June
last to the 15th of June, with at that time a modest cash balance, a
minimum cash balance—it filled up later, but at that time it was a
minimum balance, we were running at about $306 billion. Now, if
we have a $9 billion deficit, $9 bilﬁon on top of $306 billion comes
to 315. So it is pretty difficult to see how we can get by. That leaves
no allowance for errors in computing. I would think something in that
general area would be right. 'We have not made any definite decision.
~ The CHairmMaN, Would you ask for an increase in & debt limit to
cover the loss of a tax bill that had not then been passed ?

Secretary DinLoN. We would request, as we always do, a debt limit
which would include a certain amount of flexibility for errors in
judgment, for things that might develop. Now, if one wanted to say
so, that could be said to include the reduction in the tax bill. The
tax bill, if it becomes effective the 1st of January, would produce a
net revenue cost of $1 billion-eight, or approximately $2 billion of that
debt total.

The Cuarraan. In other words, you would ask for it up to Jan-
uary 1, is that it, and you would not ask for an increase in the debt
limit to take care of a tax reduction that had not at that time been
enacted by the Congress? ‘

Secretary Dinron. I think we would ask for a debt limit—because
we do not want to make the Congress act twice again next year on the
debt limit. We would hope that that could be kept down to the one
time. We would try to ask for a debt limit that could reasonably
carry us through June 30, whether one said we would put in the 1.8
billion for the tax cut and a small, extra amount for a contingency.
Or one could look at it and say we put in a larger amount for contin-
gencies and one of the contingencies was the possibility of a tax cut.

The CrairMAaN. Then you will ask for an increase in the debt limit
sufficient to take care of the loss from the tax cut ¢

_ Secretary DiLron. That is right. , ,

The CrairmaN. Although the tax cut has not been enacted by Con-
gress? You will dothat? o

Secretary DiLLoN. That is the figure we would submit.

The Crramsan. You have been in office since January 1961. Fow
many times have you asked for an increase in the debt limit?

Secretary Ditron. It is many times. This year, only once so far.
T asked for it to be continued once, so we had to have two laws. But
one of them was only a continuation, ’

The CaairmMaN. How much has the debt limit been increased during
your term of office ? ‘ \ .

Secretary Dicron. It is now $309 billion. I think it was $293
billion when I first came into office.

The Crairaman. How much has the actual debt been increased ?

Secretary Dinron. Actual debt about $15 billion.

The Cramraan. Senator Long. | '

Senator Long. Mr. Secretary, I have read your statement. I think
I agree with about 90 percent of what you had to say.

]
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As you know, I personally tried to urge upon this administration
that we should have both a reduction in the level of interest as well as
a tax cut. I have had no success in the first part because you people
have felt that a reduction in the level of interest rates would entail
a number of other problems which you are not prepared to undertake
at this time. A

Now, if I understand it, your basic argument is that without a tax
cut, we risk a recession and that with a recession, our deficit will be
much greater than an‘\g;hing projected here in this statement.

Secretary Dirron. That is correct.

Senator Lona. In other words, if we so led this Nation that we
have a large amount of persons and plants unemployed next year, we
will have a recession far beyond anything anticipated here and we
hope to avoidthat by this tax cut.

If there were no recession, you would still hope to have a more full
employment of persons and productive facilities next year.

ecretary DiLron. That is correct. I am not prophesying the exact
time of a recession; it could be next year or the year after. But we
certainly could get one and I think we are reaching the critical stage
now where it might well come next year if we do not have the tax cut.

Senator Lona. Right.

Now, Mr. Secretary, I personally favor tax reduction that helps all
hardship cases with regard to taxpayers. So far, I think that there
has been a reluctance on the part of Congress to give tax reduction
of any substantial amount in the upper income brackets, notwith-
standing the fact that those people are paying very nearly confiscatory
taxes. Just looking at the tables here, for example, if & person actu-
ally pays taxes on $100,000 of income that he makes nowadays, he pays
$67,320 in taxes, That leaves him $32,600. If he pays taxes on
$200,000 of income, he will keep $43,180 and he will pay $156,800 in
taxes. ' v :

If he makes an additional $300,000 and pays taxes on it, he would
retain $27,000 out of that $300,000. ‘ .

Now, I think that you and I know that most people who make a
lot of money, if they are able to anticipate that they are going to make
it, are going to go to a'tax lawyer or a good tax accounting firm—I
could name a number of them but I shall not for fear I might ignore
somebody—and they would advise him of a number of things he could
do to keep his tax labilities low, - D

For example, he could jnvest money in tax-exempt securities. He
could invest it in State or municipal bonds or subdivisions and agen-
cies. :

'He could set himself up as a private foundation and make contribu-
t.;ons to that private foundation and deduct amounts that he put into
that. ‘ C ‘

He could set up a number of corporations with a qualified pension
and profit sharing plan on which he would pay no tax on the amount
that was contributed for his benefit. - : B

He could benefit from trust income accumulated for his advantage.
He could benefit from interest paid on indebtedness for property that
was owned for personal use. .

He could engage in a number of transactions where he would have
an interest expense and where the income would be taxed only for
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half, and that half at 50 percent, which works out to an overall tax
of 25 percent for his profit, with a complete deduction for the interest
expense that might finance that capital transaction.

He could go m the oil business and drill a bunch of wells and take
the intangible drilling costs for a deduction, which oftentimes works
out to as much as 80 percent.

He would have the advantage of percentage depletion in that in-
dustry as well as a lot of others.

Now, I have discussed with you on occasion the possibility of pro-
viding an alternate method where a taxpayer could waive the benefit
of all of these proposals, all of these tax avoidance measures, as well
as a number of others, and thereby be taxed at a more reasonable rate
on a lot more incoine.

I would like to ask you if you believe that the Treasury could look
with favor on some such proposal along that line, to give a tax deduc-
tion at a lower rate to a person who would elect to pay taxes on
practically all of his income.

Secretary DinLoN. There has always been a great deal of attraction
from the point of view of simplicity, Senator, to a tax on gross in-
come, which is more or less, I imagine, what you are talking about.
There was some discussion of this in committee, the Ways and Means
Committee, on the possibility of providing such a.scheme.

The great difficulty we foun(i there was a difficulty, if it went all
the way up and down the line, of estimating what the revenues would
be and what the actual loss of revenue would be. We do not have
all the necessary information. For instance, we do nct know what the
holdings of individuals are in the form of State and local bonds carry-
ing tax-exempt interest. If they had the option of choosing a method
which would require the inclusion of that interest income, we would
increase their income. However, we do not know how much. We
were not able to make a recommendation or come to any conclusion
at that time for the House.

If there is any way in which progress can be made here, with a
minimum of revenue cost to the Government, I think it is something
that we, and I would think all tax lawyers who work with this com-
plicated code, would welcome as a first step to simplify drastically
our tax code. I believe major simplification can only be accomplished
through an optional alternative rather than through a direct abolish-
ing of all the various special privileges which are presently in the
code. I think experience has led to the conclusion that that latter
alternative is not practical. If you have an optional alternative, we
will be glad to study it carefully and report upon it fully later. .

Senator Long. As I understand the previous statement you made
in here about this subject, you feel that to go into this field carries the
danger of a very serious miscalculation if you try to extend it all the
way up and down the entire gamut of the rate. .

Because, in the middle income brackets, a miscalculation or perhaps
a loophole that you had not thought of at the time that you recom-
mended it could perhapslead to a loss of billions of dollars.

Would you be willing to consider exploring the possibilities of try-
ing this system with regard to those who are paying in brackets of
40 percent and above?
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Secretary Divron. Well, I think if you can find some method of
minimizing the revenue impact, we will be glad to study it. I think
it might be a worthwhile experiment, based on the fundamental idea,
which I assume to be your idea, Senator, that if the option worked
in those higher brackets, it might provide a mechanism as we learned
more about. how it worked, to extend it throughout the income seale so
that all taxpayers could have this alternative.

Senator Loxa. Mr. Secretary, your Department has provided, me
with a number of interesting studies. For example, here are two tax-
»ayers with a gross income of better than $300,000. One of them paid
%1 percent of Tis income.in taxes. The other paid 4 percent. - I be-
lieve I have another study here where two taxpayers, one with $1,280,-
000, almost $1.3 million, paid taxes that amounted to two-tenths of
1 percent of his gross income, while the other, with $600,000, roughly,
paid 75 percent. I would like to ask you if equity does not favor
doing something for the taxpayer who, instead of going out at the
first of the year and planning this thing, to set up a foundation and
put his taxable income into a foundation, and setting up a lot of
owner-manager corporations and buying stock with horrowed money
in growth corporations, which would increase in value subject to
eventual capital gains, that we rather try to provide an acceptable
alternative to a person so he will not feel this pressure of coming to
Congress and asking for additional special advantages, and so he will
be tempted to go ahead and make the money that he would earn and
pay taxes on it as ordinary income?

gecl‘et&l’y‘DILLON. The average tax rate of the very high income
people, who have incomes of several hundred thousand dollars and
up, is under 50 percent. This is the result of the various measures
thet are used to avoid the payment of excessively high tax rates, and
it is one reason for reducing the high rate from 91 percent down to
something that is more normal. People will hopefully devote their
time to their business rather than to reducing taxes. .

And I would think anything in the general order of limiiting the
tax rate to 50 percent at the top .could be worked out without any
substantial loss in revenue. I do not think it is worth substantially
losing revenue for it at this time. But I think it probably could be
worked out that way. It might be a good example, because there has
been so much talk and so much desire among the accountants, tax
lawyers, the American Bar Association, and the tax institutes of find-
ing a method to simplify the tax code. -

Senator Loxe. Did it oceur to you that if we do do something of
this soct, it might reduce the pressure, hoth on you and on us, for all
sorts of rulings and changes in the law such as many I have seen here,
to provide additional special advantages to taxpayers who complain
they are being crucified by confiscatory tax rates?

Syecretary 1LLoN. It might very likely, yes. I think it would,
Senator. i

Senator Lone. Thank you very much, Mr. Chairman.

The Cramman. Mr. Secretary, I want to put into the record a
statement from the staff as to the increases in taxes on various items.
If you have any objection or criticism of it, I will be glad for you to
insert your statement in the record. They show that the increase
in taxes is something over a billion and a half, I believe.

24-532—63—pt, 1—16
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('The document referred to follows:)

OcTOBER 14, 1963.
Hon, HARrY F, BYRD,
U.8. Scnate, Washington, D.C.

Dear SENATOR Byrp: In the briefing session of October 10, you asked for a
list of the structural changes in the bill under consideration which might in-
crease an individual’s tax, These together with their estimated revenue impact
in a full year of liability areas follows:

1. Repeal of dividend credit and doubling of dividend exclusion.—The 4-percent
dividend received credit is reduced by the bill to 2 percent for 1064, and re-
pealed for subsequent years. The $50 dividend exclusion is increased to $100
(usually $200 in the case of married couples) for 1964 and subsequent years.
This is expected to increase revenues by $300 million,

2, Group term insurance—The bill limits the employee exclusion for pre-
miums on group term insurance furnished through the employer to premiums
paid for the first $30,000 of coverage; it also provides a special deduction for
employees who are in effect part of paying someoue else's insurance costs in the
cnise of coverage above $30,000. This is expected to increase revenues by $5
million,

8. Sick pay exclusion.—The bill restricts the sick pay exclusion, of up to $100
weekly to those who are out of work for more than 30 days (and makes the
exclusion available only for the period beyond that time). This 18 expected to
increase revenues by $110 million.

4. Deduction of certain State and local taxes—The bill denies a deduction
in computing income subject to Federal tax for State and local taxes other
than property, income, and general sales taxes (the principal taxes for which
a deduction is denied are gasoline, auto license, alcoholic beverage, cigarette,
axml selected excise taxes). This is expected to increase revenues by $520
million.

5. Casualty loss deduction—The deduction for personal casualty and theft
losses is limited to the amount in excess of $100 per loss (similar to $100 deduc-
tible insurance). This is expected to increase revenues by $50 million.

6. Charitable contribution deduction.—The bill denies charitable contribu-
tion deductions for future interests in tangible personal property until the gifts
are completed except where the property is retained for the life or lives of the
donor or donors. This is expected to increase revenues by a negligible amount.

7. Bank loan insurance.—An interest deduction is denied for amounts borrowed
under a systematic plan to pay premiums on life insurance (certain exceptions
are provided). This is expected to increase revenues by $5 million,

8. Personal holding companies.—The tax treatment of personal holding com-
panies is made considerably more restrictive. For example, the percentage of
passive income which may result in a company being classified as a_personal
holding company is reduced from 80 to 60 percent and amendments are made so
that the tax cannot be avoided by using rental or oil or gas or mineral royalties
(or working interests) to shelter substantial amounts of investment income, such
as dividends and interest, from the personal helding company tax. A number of
other restrictive amendments are also made. On the other hand, relief is pro-
vided for those companies which are not now personal holding companies, but
which would be under the new deﬂnitlons This is expected to increase reve-
nues by $16 million.

9. Aggregation of oil and gas mopert{es.-—-For ‘the. future, oil and gas leases
or acquisitions are no longer to be aggregated in determining what constitutes a
property for purposes of computing the percentage depletion deduction. This is
expected to increase revenues by $40 million. -

10. Multiple surtax exemptions—For corporations where there is common
control to the extent of 80 percent or more, the corporations involved generally
are limited to one $25,000 surtax exemption for the group or alternatively re-
quired to pay a special tax of 6 percent on the first $25,000 of their income. No
penalty tax is imposed where a consolidated return is filed for the group. This
is expected to increase revenues by $35 million.

11. Interest on certain deferred payments—Where property is sold on an in-
stallment basis and either no, or very low,; interest is charged on the install-
ments, the bill provides that an appropriate amount of each installment is to be
treated as if it were an interest pavment. This is expected to increase revenues
by a negligible amount. .
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12. Reimbursed medical erpenses—The bill includes in gross income reim-
bursed medical expenses to the extent the reimbursement exceeds the actual medi-
cal expenses incurred with respect to the illness or accident, This is expected
to increase revenues by a negligible amount.

13. Stock options.—The present tax treatment of employee stock options is
further restricted, the principal additional restrictions being that (e) the stock
when acquired must be held for 8 years or more; (b) the option must not be for
a perlod of more than 5 years; (¢) the option price must at least equal the market
price of the stock when issued; (d) stockholders’ approval for the options must
be obtained ; and (e) the extent to which new options may be exercised when the
old options are outstanding is restricted. Separate tax treatment is provided for
employee stock purchase plans which are available to all employees on an non-
discriminatory basis under rules which are substantially the same as under
present law.  This is expected to increase revenues by a negligible amount.

14. Sale or exchange of depreciable real estate—In the case of real estate sold
at a gain in the future, depreciation deductions, generally to the extent these
deductions exceed depreciation allowable under the “straight line” method (to
the extent of the gain), will be treated by the bill as giving rise to ordinary in-
come. However, in the case of property held more than 20 months the amount
treated as ordinary income will be reduced by 1 percent for each month of hold-
ing over 20, with the result that no amount will be treated as ordinary income
in the case of real property held more than 10 years. For the flscal year 19035,
this provision is expected to result in a revenue gain of less than $2.5 million
but in subsequent years when the provision becomes fully effective it is antici-
pated that it will result in revenue gain of approximately $15 million.

Sincerely yours,
CorIn F. StAM,
Chief of Staff, Joint Committee on Internal Revenue Taxation.

The Cuamyax. I also want to insert in the record a statement from
the Joint Committee as to how much the average reduction will be.
('The document referred to follows:)
Estimated average annual tax reduction per individual income taxpayer® under
H.R. 8363 when fully effective—nBy adjusted gross income class

Average annual

Adjusted gross income class: " taz reduction ®
0 to $3,000_ ... —— ——— : —— 349
$3,000 to $5,000 SO UL S T 67
$5,000 to $10,000 90
$10,000 to $20,000___..___ e ——— 163
$20,000 t0 $50.000 . s e 560
$50,000 and over..__ e e e e e o e 0 e e e e e 2,194

All taxpayers - 110
1 Joint returns counted as 2 tnxpniyers. . .
3 Including capital gains without induced effects ; and before feedback.

Source: Staff of the Joint Committee on Internal Revenue Taxatlon, Oct. 14, 1963.

The Cramyan, If you have any criticism to make of those two
statements, the chairman will be glad to insert it in the record.

(After reviewing the table submitted by the chairman, Secretary
Dillon subsequently made the following statement :)

When Chairman Byrd was interrogating me, he submitted a table for the
record, and asked our comments on it, and it was a table which indicated the
size of the reduction per taxpayer in these various brackets. :

We have looked at that calculation and we discovered that in arriving at it,
the caleulation which was prepared by the committee’s staff was not based per
taxpayer but took a joint return, which is one taxpayer, and counted it auto-
matically as two taxpayers, and therefore it came up with some figures that
were smaller than if you figured a hushand who was working and is the tax-
payer, and happens to be married and has a wife, he 13 one taxpayer.
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If you take all taxpayers, the reductions are somewhat larger, and I think
that since Chairman Byrd asked me to comment on that, I would like to submit
this table for the record, which shows his table and the other table is submitted
per taxpayer. 'The differences are not tremendous, but they are different. 1
think they ought to go in the record at the place where he asked me to make a
comment.

Senator Syrarners. Without objection we will make that a part
of the record.

Secretary DicroN. Thank you.

(The documents referred to follow :)

Estimuted average annual tax reduction per tarpayer under H.R., 8363 when
fully effective, by adjusted gross income class

Tax reduc-
Adjusted gross income class (in thousands of dollars) tion (joint Tax reduc-
committee tion 2

calculation)!
0808 e ciccdcceccceccmeam————a - - $49 $57
B0 e cenrcecccaaccaaecamcmmae———————— 67 100
51010 R - 290 159
10 to 20. - 165 312
2080 80, o oo ot c e emcee s eeeeeeme———————————— 560 1,020
50 8nd OVer.coooeoeaeeacanan.. . 2,104 2,625
All taxpayers. ..o ccooceoooaooo. ——- 110 174

1 As estimated by Joint Committee on Internal Revenue Taxatfon (Oct. 14, 1983) and shown in table
which treats joint returns as 2 taxpayers. ‘Fable is labeled “Estimated Average Annual Tax Reduction
Per Individual Income Taxpayer,”

2 Excluding capital gains; joint returns counted as 1 taxpayer.

Source: Office of the Secretary of the T'reasury, Office of Tax Anslysis, Oct. 17, 1963,

The CrarMAN. Senator Williams?

Senator Smarrers. I will be very happy to proceed if the Senator
from Delaware is not yet veady.

I have just a few questions.

Senator WiLLiams. I am ready. I just thought it would be easier
if we could finish while we are at it. I did not think we had time to
finish today so if you can finish now

Senator SyarHers. I will be glad to finish my questioning within
the uext 10 minutes.

- Mr. Secretary, I think it is well to get on the record, do you favor a
balanced budget or do you not?

Secretary DiLron. I certainly favor a balanced budget.

Senator Sxatuers. Do you think the President of the United States
favors a balanced budget ?

Secretary Dirrox. Iknow he does.

Senator Sarariers. Do you furesee any way that we will be able to
balance this budget except in the manner which you have recom-
mended, which is fo have a tax-reduction bill ?

Secretary Dicron. I think this is the best and surest way to do it,
because we tried hard, not only in this administration but past admin-
istrations, and the results have not been good. They have succeeded
occasionally in having a bare balance or a very small surplus and the
result then has been that we have been thrown into a substantial reces-
sion with deficits that are far larger than anything that is expected
under this bill.
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Senator Syaruers. Is it your observation that most of the business-
men for whom you have respect and most of the economists that you
know and for whom you have respect recommend this as the only
method, this tax reduction as at least the best method of achieving a
balanced budget ?

Secretary Dirron. It certainly is. This has been a very remarkable
thing, the growth of this consensus. I think it was a rather new thing
when it was discussed first last January or February. But certainly,
the business community, as I know it, has come to substantially sup-
port this method, this way of operating to achieve our objective of a
balanced budget in the future and certainly, the great majority of
economists, both here and abroad, feel this same way.

It is very interesting that at the session of the International Mone-
tary Fund 2 weeks ago, where we had a chance to talk with finance
ministers and central bankers of Europe, who were conservative men,
it was the unanimous opinion of these gentlemen that this was the
right and conservative course to follow.

Senator Symaruers. Now, Mr. Secretary, do you know offhand how
many years in the last 20 or 25 years that we have had deficits, un-
balanced budgets? Do you recollect?

Secretary Dinron. I do not recollect that exact figure. But we have
probably had five or six surpluses.

Senator SxyrarHers. There has been reference made to Arthur Burns
as an economist. Do you recollect that in 1958, I think it was; the
chairman has pointed out that you were then a part of that admin-
istration, whether or not the Secretary of the Treasury had predicted
a $500 million surplus?

Secretary DrrLon. Well, there was a prediction in the budget
message ot a $500 million surplus for ﬁsca}i) 1959. It was submitted
in January of 1958. The Secretary of the Treasury submitted the
revenue estimates and the Budget Director the expenditure estimates.

Senator S»aatHers. And how far off was the actual fact from the
prediction, do you recall ? ‘ .

Secretary Dirron. In total, it was some $13 billion off. The rev-
enues were about $614 billion less than expected because of the reces-
sion. The Congress and administration acted to alleviate the effect of
this recession, particularly on unemployment, by increasing expendi-
t{llf:es in 18 months by $614 billion. That made the total of $13 billion
deficit.

Senator SmaTaERs. Would that not indicate that possibly economist
Arthur Burns’ statement that there would be no balanced budget
undere this proposal until 1972, that that, too, might be subject to some
error? . : : o

Secretary DiLLon. Well, yes. I said I think he made an erroneous
assumption when he took the assumption of an annual $5 billion in-
crease in expenditures. :

I have talked with him about it, and he frankly recognizes that if
you take a smaller increase in expenditures of, say, $214 billion on an
average, which is a fignre that I take because this is what, in his final
report as Budget Director, Mr. Maurice Stans said he felt was the
annual built-in increase because of population increases and factors
of that nature. If you took that assumption, Arthur Burns readily
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recognizes that the time of balance would be much earlier than he
had prognosticated in his figures.

Senator SaratiERs. Now, Mr. Secretary, if we have a recession in
the next year or so without a tax reduction, what would you expect the
deficit to be? How high could it conceivably go?

Secretary Dmron. Well, that is a difficult question to answer. But
if we follow the antirecessionary program of 1959, and the same thing
happened as happened in 1959, where revenues fell by $6 billion and
we added $6 billion of expenditures, the deficit would be up in the area
of between $15 and $20 billion.

Senator Saratuers. Mr. Secretary, we have heard some complaints
about cutting taxes at a time when Government spending is high.
What is the record in this administration on spending by the Govern-
ment since it took office, with respect to nondefense spending?

Secretary DiLon. The record with respect to nondefense spending
is very good. Our nondefense spending has actually increased less
in the 3 years 1961-64 than the nondefense spending increased in the
preceding 3-year period 1958-61. I am including in the defense cate-
gory the space budget, which has gone up very rapidly.

But excluding those two categories, all other expenditures of the
Government have increased less rapidly than they did before. One
rather notable example was brought to my attention just the other day
by the Budget Director who will be able to testify in more detail if
you want. He told me that he had just received figures on_general
Government employment to the end of August. They showed that in
regular Government employment, the total increase in the 12 months
ended last August 31 was 78 people. In other words, civilian employ-
ment has been held absolutely level.

I think that is expenditure control in action.

Senator Saratuers. Now, it is your understanding of the Presi-
dent’s position that the administration expects to hold down Govern-
ment spending wherever and whenever possible?

Secretary DiLrox. Yes; the President has a very strict program on
personnel in particular, expenditure ceilings on new personnel. Let’s
take the example of what has been done in the Defense Department.
Althought their appropriations have gone vp, because we have bought
a tremendous amount more of defense, nevertheless they made some
very substantial savings in their methods of -~verations amounting to
billions of dollars evidenced by the reports of Secretary McNamara.

Senator SaMATHERs. Mr. Secretary, we h: ve heard a good deal in the
past couple of weeks about different ways «f -araparing the tax reduc-
tion that goes to different income levels.

The ratio of tax reduction to tax, the ratio to income after tax, and
various other methods. I find this situation a little bit confusing.
What, in your judgment, is the most accurate way or method of com-
putation to determine who gets, in fact, the savings under this tax bill?

Secretary DiLLon. Well, I think if you are talking about tax reduc-
tion, which the President has been talking about over the past year,
the way to look at it is to look at the dollar amount of tax reduction,
and what percentage there is of reduction in taxpayments.

There are, of course, ways one may look at it other than from the
viewpoint of tax reduction. Thus, there is no doubt that a man who
pays very little in taxes out of his total income will not receive a very

'
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big addition to take-home pay from tax reduction. He would not
have much addition in take-home pay if he paid no taxes at all.

On the other hand, if you are going to reduce the rate structure in
our highly progressive rate system, going up to 91 percent, it is bound
to be that anyone who actually pays a high rate like that, will get a
relatively large addition to after tax income if you reduce his tax
from 90 to 80 percent, what he has left if he were actually paying 90
percent, is twice as much. In this case it would double. Although
that is a perfectly valid computation, I do not think it is a computa-
tion that deals with tax reduction.

I think the logical computation is to show the percentage reduction
in tax, because that is what we are talking about, reduction across
the board of tax rates.

Senator Smarners. According to your statement, that the highest
percentélge of reduction actually goes to those in the lowest income
groups

Secretary Diron. Yes; on table 4 of my statement, it shows that
those with adjusted gross incomes of under $3,000 get an average
reduction in t.}leir tax, which is a very small tax, but they get an
average reduction of 38.3 percent, whereas those with $50,000 and over
of adjusted gross income get an average reduction of 12.6 percent.

So they get a smaller reduction in their percentage, but they get
more actual tax saving because there are fewer of them.

Senator SymaTuers. Now, Mr. Secretary, in your statement, there
was a section that small businessmen will benefit under the pending
bill. T read the section but you had skipped over it in your presenta-
tion this morning. I wou]dy]ike to ask you a question with respect
to this small business section, :

The four-point cut’in the overall corporate tax is well and good to
help the bigger companies, but will this bill actually have much of an
impact on helping the small business in our economy % " ,

ecretary DiLLoN. Yes. I think it will have a very real impact, be-
cause by reducing the normal rate from its present 30 to 22 percent in
small business—that is,.business with a $25,000 income, in that area,
will have a reduction in its taxes of nearly o¥ percent, over 26 percent,
which is very substantial.. R S -

They need this very much. This has been something that all stu-
dents of the small business area have worked for and wanted and felt
was fair for a long time. And certainly, this is very heavily supported
by all the small business organizations for that reason. It will ac-
tually—their earnings are again not very big, so when you talk in
millions of dollars, it will not be anything compared to the tax reduc-
tion that the very big corporation gets with its 4 percent.’ But it will
about double the amount of tax reduction going to small business over
what they would get with a strictly proportional cut. —

Senator SmaTuEeRs; Mr. Sceretary, in my State, I have a number
of people who are elderly and retired and have for their income only
interest and dividends. . Will they be adversely affected by this biil
with its provision providing for the repeal of the dividend credit?

- Secretary DiLLox. I do not think any of them would be adversely
affected at all. In fact, I am sure they would not. There has been
some discussion of this, so X would like to make the point. What has
been talked about are retired individuals who have no source of income
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other than dividends, and with retivement income credits. A married
couple in this category would have to have about $200,000 in stock
holdings before becoming subject to tax at all under the House bill.
Tn terms of income, they would not be subject to tax linbility unless
their dividend income exceeded $6,250. At the average current rate
of return on stocks, taken from Standard & Poor’s average vield on
500 stocks of 3.2 percent, they would have to have stock holdings worth
$195,000. .

If an elderly couple has a higher, a larger amount of stock hold-
ings, say $250,000 worth of stock, and gets $8,000 worth of income
from it they would under present law have to pay $156 of tax, pro-
v]ided they can claim the maximum retirement income credit, both of
them.

If they could not, they would pay more.

Under the House bill, the tax on the same dividend income of $8,000,
would go up to $281, which from $156 would be an increase of $125.
Some people have concluded from this that a few people with consid-
erable stock holdings within this area would actually pay more under
this bill. However, such a conclusion fails to take into account the cor-
porate rate reduction under the House bill.

The corporate rate reduction will increase corporation after-tax
income by 814 percent. Undoubtedly, corporations will pass a por-
tion of that increased profit on to their stockholders, which are the
owners of the corporation. If corporations passthrough the same per-
centage of the increase that they are paying now in dividends, this
same elderly couple we have been talking about would wind up with
after-tax income of $8,720, or some $900 more than they have under
the present law, so they would be very, very much better off.

ou can take a more conservative estimate of the amount that would

oo through, but the after-tax income of this couple would still be

arger than it is now. So I think it is fair to say that no one would

actgally be in a worse situation because of the repeal of the dividend
credit. '

This only applies to those using the full retirement credit or close
to it. Those under 65 and those over 65 who do not have this credit
would pay less in any event. The problem arises becauss the dividend
income under present law gives a double benefit first as the dividend
credit and also retirement income for the retirement income credit.

Senator Sxaarners. Thank you, Mr. Secretary.

Now another question. Would a sick pay exclusion affect the in-
come of retired persons by excluding up to $100 of income?

Secretary Dirron. Not at all. That would remain exactly what it
is now. What the House simply did was say that you could not have
the benefit of the sick pay exclusion unless you had been absent from
work for 80 days. Anyone who is disabled or retired because of dis-
ability has obviously been away more than 30 days, so they will
continue just as they are.

Senator Saarners. All right, Mr. Secretary. ‘

Now, several of us, in fact, almost everybody -in the Senate, has
introduced some kind of a bill to permit older persons of limited means
to sell their residences when they reach retirement age without being
subject to a capital gains tax in the process. ‘

Does this House bill include that provision?

¢
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Secretary Dinron. Yes; this was not one of our original adminis-
tration recommendations, but it was put in by the Ways and Means
Committee.

We accepted the suggestion. There is a provision in the bill which
relieves people 65 years and over of a capital gains tax on houses up
to $20200() in value. If the house is over $20,000 in value, they get
relief 1n the proportion of the capital gains the $20,000 bears to the
sale price of the }l)louse.

Senator Smarners. The bill as passed by the House would restrict
the application of the new 35-year carryover for charitable contri-
butions made by corporations to those contributions made in the tax-
able year 1964 and subsequent years.

Would the Treasury Department be opposed to allowing the
extended carryover to apply to contributions made in prior years?

Secretary Divronx. Noj and it was not thought of in the House.

But since then, we have heard that there was some interest in that.
We see no reason, if the committee wants to do that, to object to that
along the lines of the capital loss carry over provisions of the bill.
We do not think it would add any significant revenue cost.

Senator Smatuers, Mr, Secretary, the capital gains rate provisions
of the House bill include retaining present law, 50 percent, inc‘usion and
25 percent maximurn for so-called statutory capital gains,

When you said in your statement that the capital gains rate provi-
sions of the House bill are unacceptable, does this mean that you are
now asking for a change in present law as to these statutory gains?

Secretary DiLLon. No. There has been some misunderstanding
of that. I have tried to make it clear. What I actually said is that
all we are objecting to in the capital gains field is the change in the
inclusion percentage from 50 to 40 and cutoff at 21 percent rather
than 25 percent. |

Senator Smaruers. Now, Mr. Secretary, the House bill provides
that the new restrictive rules for executive stock options will be ap-
plicable to options elected after June 11, 1963. As you know, the
language of the House bill was first made public on Septeraber 10 of
this year. As 1 read the bill, corporations 1ssuingi options during the
past summer are obligated to abide by the new rules before they even
had copies of those rules. Is not that an unreasonable retroactiv
application of the rules? :

ecretary DiLron, Yes, I think it was an unintentional occurrence.
The House, when they made their decision, which was on June 11, was
under the impression that they would complete their work very rapidly
and have a draft available. As you know, the draft did not become
available until September. 'What happened was that many companies,
or a number of companies, tried to follow the precepts laid down in the
House bill, because they had been told what they were in general but
not having the complete text, they could not follow it exactly.

So therefore, a number of them made arrangements which are not
c&l}lite in accord with what is in the House bill. ~ We would think that
the best way to handle this would be to give any company that issued
options after the June 11 date until January 1, 1965, to revise their
options without any cost to the employee or to themselves to conform
to the bill as it is finally enacted.
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That should give them plenty of time. We do not, on the other hand,
think it would be fair to change that June 11 date entirely. Many
companies tried to follow the spirit of the June 11 decision. A few
others may have made no such attempt. It would seem unfair to give
the benefit to those who made no attempt to follow the desires of the
House of Representatives, over those who did attempt to conform.

But with such an amendment allowing a change to bring these stock
options into accord with whatever Congress finally decides, I think
it would be all right. :

Senator Saatiers. One last question :

In view of the fact that most economic indicators are good these
days, would you once again just state why you have the feeling of
urgency with respect to the need for the adoption of tax reduction
legislation this year, rather than possibly next February or March,
making it retroactive to January 1, 1964 ?

Secretary DiLron. In the first place, while I am no economist and
no believer in the infallibility of economic indicators, the facts are
that the economic indicators are not good right now. A number of
those which are supposed to lead general business have leveled out
and dropped down and there is no indication of strength in them at
all. In addition, and my basic reason, is that a number of things that
have maintained the economy have run through their usual cycle. We
have had a very big increase in housing, in construction. And it is
diflicult to see this carrying on and increasing any further.

We have had two very excellent automobile years. That is very
imrortant. While I foresee another good one, 1t is difficult to see a
still better one giving any impetus to the economy. ‘ :

We have had a very big defense program, which has increased
Government expenditures over the last few years. That has leveled
out now and there will not be the stimulus from that area.

So about the only area that one can look to, that usually comes
along in the later stages of economic upturn to give it continued life,
is renewed and substantially increased mnvestment in plant and equip-
ment. While such investment has increased recently, it has not in-
creased sufficiently to give assurance that we can continue next year
to move ahead at the rate we have been doing this year. In this con-
nection, I think it is vital that we get a tax bill decision promptly.
This is the time of year that businessmen make their decisions for new
investments, decisions which affect next year’s action. .

I would again just cite the estimates of the business economists, hun-
dreds of them, who met and felt that the economy would continue a
satisfactory level of increase with a tax cut in January, slightly smaller
than the one in this bill. Although I think they were talking of a $4 to
$5 billion reduction while thisis a $7 billion reduction, at the same time,
they answered that if there were no cut, thay felt that the GNP would
be .%12 billion lower. Effectively, we would be at an absolute plateau
in GNP for the latter part of next year, which means recession and
increasing unemployment. Qur experience of 1960 would be repeated.

Senator Smarners. To what specific situation do you refer?

Secretary Diuron. This was the consensus of the National Associa-
tion of Business Economists, economists who work and advise the
banks and business interests throughout the country. It was their
combined opinion made recently in their current annual prediction.

4
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In effect, what they are saying is that with no tax cut, there will be
a recession next fall.

Senator Saratuers. Thank you, Mr, Secretary, for your appearance
this morning. A number of Senators, I think, want to question you.
Will you be %ree several more days this week ?

Secretary DiLron. I am at your disposal, Mr. Chairman, of course.

The Crairaan. We will meet tomorrow at 10 a.m.

(Whereupon, at 12:35 p.n., the committee recessed, to resume
Wednesday, October 16, 1963, at 10 a.m.)
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U.S. SenaTE,
CodarrTeE ON FINANCE,
Washington, D.C.

The committes met pursuant to notice, at 10 a.m., in room 2221.
New_dSennte Office Building, Senator Harry F. Byrd (chairman)
presiding.

Presengt: Senators Byrd (chairman) ; Long of Louisiana ; Smathers,
Anderson, Douglas, Gore, Talmadge, McCarthy, Ribicoff, Williams,
Carlson, and Bennett.

Also present : Elizabeth B. Springer, chief clerk.

The éHAIRMAN. The committee will come to order.

i The Chair recognizes the Senator from Delaware, Senator Wil-
iams.

Senator WiLriams. Mr. Secretary, yesterday in your testimony as
T understand it, with one exception, the provision relating to capital
gains, you were endorsing the provisions of the House bill without any
changes; is that correct?

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE
TREASURY-Resumed

Secretary DirrLoN. T was not asking for any other changes, because
of the need, the overwhelming need, to have prompt action on this
tax veduction bill. : :

Senator Wirriams., Then it is correct to say that with that one ex-
ception, you are recommending that the bill be approved without any
further modification ?

Secretary Dinron. The bill is acceptable to us without any other
modisication and we recommend it be approved.

Senator Wirriams. Does that mean you are abandoning the pro-
visions which you initially reoommende(i, that were not adopted by the
House, the so-called reform measures which were originally a part of
the President’s recommendations?

Secretary Divron. It means that these recommendations, a great
many of them, are already in the bill. With respect to those which
were not adopted after very considerable debate and discussion, and
a showing that there was a substantial disagreement, we feel that they
are matters that would not be likely to be resolved any more rapidly
here. The delay that would be caused by trying to reconsider all of
these would be very bad for the country and for the economy.

We do not in general abandon our feeling that they were proper
recommendlations at the time, and appropriate revisions to the tax
system.

249
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But from the point of view of the overriding necessity, as the
President has pointed out, of having a tax bill enacted at this session,
we feel that we have to take account of public opinion as shown after
extensive hearings in the other House, so we are prepared to leave
those aside. That is why we are recommending the bill as it came
from the House. RN ¥ bl

Senator WirLLiays. Are they being laid aside temporarily or per-
manently or will you be back in next year asking for the enactment
of those same recommendations? . P

Secretary Dinron. There has been no decision as to what would
be done next year in view of the fact thai there will be a general elec-
tion next year.: There is the general feeling that it would not be
possible to have as heavy a legislative schedule, so I doubt if we
would come back next year with any major tax legislation after we
got finished with thisbill. - I :

Senator Wirriayms. Then do we understand that those controversial
provisions arve going:to be carried over and brought back after the
election isout of the way? . ; . , ‘

Secretary Dicron. The bulk of them are provisions that would be
improvements in the tax system. - . - ,

I think one or two of them we have changed our mind on, the -
percent. floor in particular. T don’t think we would come back with
tha: vecommendation again.

Of the rest, a few of them were left out of the bill that are. very
valuable. Certainly we think that recommendations. in connection
with improving tax treatment of the aged was a substantial advance,
but they were highly complex, and the House largely, because of
lack of time there, put those aside and said, “Let’s take them up some
other time,” and'I think there might very well be a time when we
would recommend improving the tax treatment of the aged again,
because I think they deserve it.

Senator Wirriams. It still boils down to the point that the House
pretty much approved the provisions which were rather popular, and
they will be enacted if the administration is successful prior to the
election. After the election are we to assume that you will recon-

sider then those which were more controversial? :

Secretary Diurow. 1 don’t think that the House approved things
that were just popular. I think they took some hard decisions, and
that the decisions they did take represent a substantial advance.

After all, revenue raising reforms or structural changes in the
individual tax system will raise over $1 billion of revenue a year,
and that is far more than has been done in that way as far back as
our history goes in the income tax system. :

It is probably more than all the changes put together.

Senator Wiriams. For the record, would you list those inereases
that total this billion dollars or would you rather supply that for
the record? ~ ’

Secretary DiLron. They are listed clearly in my statement in table
2 of the statement, which shows the rate changes, and then right under
that it says, “Structural changes, A, revenue raising,” and it lists each
one and shows how much they raise, so it is already in the record.

Table 2 is attached to my statement of yesterday.

i
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. Senator WirLLiams. Yesterday in addition to your report I am ad-
: vised that the chairman put in the record a tabulation that was pre-
. pared by the staff which shows about $1.4 billion increases all together.
* Since that is already in the record, we will just let that go.

Secretary DitroN. Fine. o S e

Senator WirLrams. You originally asked for more favorable treat-:
ment for capital gains, and .in part this was presented as I under-
stand it on t}xe grounds that these provisions would serve as a stimu-
lant to the economy. . .’ R otk

Now, what has happened in this regard that causes you to think:
that the economy no longer requires stimulation in this regard? - 1
understand you now are recommending the deletion of that provision
which related to capital gains. o

*Secretary DiLLoN, “Yes, we are. We still think it would be desirable
to stimulate the economy in the capital gains area the way we had
originally recommended. -What we originally. recommended was a
simplification and a modification of the capital gains laws which
would make capital more mobile. - :

The one element which locks in capital and makes it immobile,
freezes it in now, is the fact of the present treatment of capital gains
at death, where there is no tax paid on the capital gain property that
passes at death, either by the decedent and his estate or by the person
who inherits, ;l‘herefore, when a person reaches advanced age, not a
very advanced age but when they reach an age where they can foresee
passing property on to their estate, they are very reluctant and they
often feel they can’t afford to sell because they can save 25 peicent of
this value by not selling. L :

Therefore, we had a combination program which would reduce the
rate or capital gains but would increase the holding period from 6
months to a year, which we thought was very logical, because that is
thedannlual accounting period, and would at the same time tax gains
at death. . : . o

The House felt that the taxation at death was not logical because
there wasn’t a sale, but they equally said that while there wasn’t a
sale, there was no reason to step up the basis, and their first decision
almost unanimously agreed that there should be & carryover basis at
death. This wouldy be similar to the present provision in the law for
gifts. Soitisnota new idea. : c

Therefore, on that basis the capital gains would have been taxed at
some point. We felt that was reasonably acceptable and that it would
have provided this unlocking and this stimulus to the economy.

However, with that provision removed from the bill as it is now,
the remaining stimulus to the economy would be very minor from the
change in rates from 50 to 40 percent inclusion, and from 25 to 21
percent, and we think that minor stimulation is far outweighed by
equity considerations in the fact that there has been no change in this
situation allowing complete avoidance of capital gains at death.

So that is the reason for our recommendations. o

Senator WirLianms. Then as I understand it, you still feel that the
House provision on capital gains would represent some minor stimula-
tion to the economy anyway ¥

Secretary Dirron. It would represent a minor stimulation, I would
agree with that, but it is one that we would think would be overbal-
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anced by equity considerations. But certainly there would be more
capital transactions than there would otherwise be, and therefore
capital would flow a little more easily and it would be & minor stimula-
tion. I think it would be minor.

Senator Wirriams. What would the revenue effect of the House
provision be?

Secretary DiLrLoN. A combination of the House provision——

Senator Wirriams. No. I mean as it was passed by the House. Not
as you recommended it, but as it was passed by the House what would
the revenue effect on the capital gains be?

Secretary DiLron. The revenue effect of that would be varied be-
cause there is the first offect of the reduction in rate which would
lead to a larger amount of selling than normal.

A number of people would take advantage of that and would sell
things that they had not sold before. ,
Therefore, our estimates—and these are joint estimates by ourselves
and the Joint Committee staff—are that the House bill would increase
revenues by about $210 million in the first year, and increase it by
$80 million in the second year, and thereafter there would be a loss of
revenue from the House gil], and that that loss would gradually in-
crease until it reached its long-run effect, which would be maybe in
5 years or so, and that would be a loss of $140 million a year.

So by setting aside this provision which we are recommending, we
save the Governnment $140 million a year permanently, but we do give
up an adidtional revenue of $210 million in the first year and $80
million in the second year.

Senator Wir.tiasms. Then do T understand that the administration
is today and will in the future be opposed to any reduction in the
capital gains treatment unless it is accompanied by a tax on unrealized
capital gains at death?

Secretary DiLron. Unless there is some change in the treatment. I
think that a carryover of basis provision can be worked out which
would be perfectly acceptable and which would justify some change
in capital gains treatment generally. '

It doesn’t necessarily have to be full taxation at death. As long as
there is the certainty that there will be taxation, which & carryover
basis would give, that would be satisfactory, and I think that can be
worked out, because it has worked perfectly well in the gift tax field
for many yearsnow. " ‘

Senator Wirriams. Lest there be a misunderstanding about such
income being completely tax free at death, is it not true there is already
a tax based on inhertance tax rates of the full value of the security
at the time of death? *What are those rates on estate taxes under
existing law? , ‘ .

Secretary DiLron. What did yousay ?

Senator Wirriams. How high do those inheritance tax rates go
under existing law? o . c :

Secretary Dirrox. ‘With $10 million estates I think they reach a
height of 77 percent under existing law. :

I think that it would be fair to say that while the House laid aside
this provision on the basig that it wag overcomplicated, I think there
was also a feeling among many members of the House committee that
the estate tax probably needed a new look at some point, and that it

I
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might be more reasonable to make this sort of a change of a carryover
basis at death at the time there was a new look at estate tax.

My own feeling is that it is not necessary to wait for that. If that
needs to be done, it should be treated as a separate problem, but I
think there was a very real feeling there and I think that is one of
the reasons that this was deleted from the bill at the last minute.

Senator WiLLiams. As I understand it, using the example that
you mentioned on the estate of $10 million, it hits the 77-percent
bracket. Now, under the administration proposal they would be
taxed at the 25-percent capital gains rate on their unrealized income
and then the 77 percent would apply on the remainder of the estate
after that tax is paid. }

In other words, what you are proposing would be a double tax.
It would be a 25-percent tax and then 77 percent on the remainder
under the administration’s proposal; is that correct ? ,

Secretary DiLron. That was the oviginal proposal. The carry-
over basis would be a different proposal. There would be only the
T7-percent tax, and whatever securities were carricd over would main-
tain their original basis, increased to allow for the inheritance tax
that had been paid on the appreciation. This would be a similar pro-
vision to that existing in the gift tax area, which has worked very
well, ‘ :

Senator WirLiams. And yet the argument has been made—I don’t
know that you made it, but I saw it appear a time or two—that under
the administration’s proposal inheritance taxes would be reduced.
They would be reduced only by virtue of the fact that there would be
another tax put on prior to the computation of the normal inheritance
tax, but the net effect of the combination of the administration’s pro-
posal, as T understand it, would re]l)resent a substantial increase in
every single instance, and no one would get reductions; is that correct?

Secretary DiroN. I don’t think anyone made a claim—if they did
it was wrong—that there would be any reduction in estate tax, in
the total tax that is paid. - .

The whole point of this is to apply to accumulated gains at death,
the income tax, the capital gains income tax at some point the same
way it is applied to a realized asset. < .

As you know, if a man now owns a business and sells the business
for cash or for securities, or some other way, at the age of 70, for ex-
ample, he then pays the full capital gains tax on whatever profit he
has and pays a full estate tax if he dies a year later, on what is left.

If he doesn’t sell it, no capital gains tax is paid by him or his heirs,
and that whole income tax area is left free. . :

That is what we were trying to rectify and what we believe should
be rectified. .

Senator WirLiads. Under the administration’s proposal in that
connection was there & cutoff period or was it applicable to all assets
acquired without regard to the dates of acquisition ? ‘

Secretary DinLon. For reasons of simplification, the House pro-
posal, as it was tentatively accepted; did have a cutoff date of, I think
it was 1951, and assets acquired prior to that would not have been sub-
ject to this provision. , '

I think the reason for that cutoff period was that they felt that
would take care of many older people who had done their estate plan-

24-582—68—pt. 1——=17
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ning on the basis of no change. They felt that it would be better to
take some sort of a transitional basis. The transitional basis was ac-
complished by taking that 1951 date, which was an arbitralg' date.

Senator WirLiams, The administration supported that date as I
understand it.

Secretary DiLron. We accepted it.

Senator Wirriams. That is approval. That would have the mathe-
matical effect of exempting all of those who had accumulated fortunes
by buying securities in the prior war years. They would be exempt
from this provision, but all of the young men who are trying to ac-
cumulate estates from here on would be subject to the tax, isn’t that
correct

Secretary Dicron. No.

Senator WiLLiams. Why not? All of the large estates that have
been accumulated heretofore would all be exempt from such a provi-
sion whereas all of the estates created since 1951, and that may be
created in the future, would be taxed.

That would be the mathematics of it, would it not ?

Secretary DiLron. Not entirely, because it applied to specific se-
curities. I think with all estates there has been a great deal of change
in securities from 1951 on, ‘

In fact, it was cur estimate that about half of capital gain apprecia-
tion in securities that presently exists is in securities that were pur-
chased since 1951,

Senator WirLiams. If that is true that defeats your argument that
you are trying to tax those securities which normally would not be
taxed otherwise. The large fortunes that have already been accumu-
lated would be exempt.

As T understand it, you claimed that this provision was to get some
form of capital gains tax on those investments which were passed
down from generation to generation without capital gains being paid.

Secreta wroN. That is correct.

Senator WiLriams. Yet those estates were acquired long before the
1951 regime, .

Secretary Dmron. Our recomnmendation was for no cutoff date, and
we think that that would be a more complete solution and probably a
better solution. _

But the House committee thought otherwise and thought they would
simplify the matter by having a cutoff date, and we accepted it because
we thought it was a substantial improvement in the present situation,
but it wasn’t everything we wanted.

But legislation is always a question of compromise between the de-
sires in the legislative and recommendations of the executive.

Senator Wicriams. Now I want to ask you a question in connection
with the investment credit provision.

What were the approximate benefits to American industry under
the investment credit provisions of the 1962 act?

_?lqcretary Druron. Reduction in tax turned out to be about $1,100
million, , .

Senator WirLiams. $1.1billion. -

~ Now in passing that provision last year the Senate approved the so-
called Long amendment which had the mathematical effect over a
long range of cutting that benefit in half, did it not ¢

! o, LY
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Secretary DiLron. Yes; it cut it roughly in half. Actually, I think
you can figure it out mathematically and take the allowance for inter-
est and things of that nature, it reduced it by 45 percent.

Senator WiLLiams. Close to half.

Secretary Diuron. Yes.

Senator WirLiams. So, therefore, under the House bill, I under-
stand with the administration’s support, the Long amendment was
repealed, that has the effect of dougling the benefits of the invest-
ment, credit, does it not ¢

Secretary DivroN. It would roughly double the benefits. That is’
only one of the reasons for the action that the House took, though. The
other other reason, which was very strong, is something which, as I
said yesterday, escaped us in the discussions with the Finance Com-
mittee. o

We had looked on it just as simply as you do now, that this'amend-
ment passed last year was merely an amendment reducing the value
at something less than half, and naturally we didn’t like that but
\\i)el thought 1f that was all we could get that would have to be accept-
able.

But we discovered in the workings of this that it has made the
investment credit far more complex than it needs to be or should be,
because it requires double bookkeeping by practically all companies
where there is a State income tax. '

Practically all States—there may be some exceptions, but the ma-
jority of the States do not have the same requirement.

So a company has to set up two sets of books, one with the value
of the asset reduced by 7 percent for depreciation purposes for the
Federal tax system, and a whole different set of books with the value
of the asset at 100 for State purposes, and it has caused all sorts of
difficulties.

It has also caused great difficulties in Government contracting,
where they have been unable to resolve under cost-plus-fixed-fee con-
tracts what the value of these assets really is. For this reason, many
industries and the public accountants have joined together and rec-
ommended strongly that this provision be repealed.

Now we did not make this suggestion. We didn’t think it was
proper, after the Congress had made this decision last year, for us to
come in a few months later and say that this decision should be
changed. This thing developed in the Ways and Means Committee
as a result of testimon bf, many organizations, and evidence that was
developing of the difficulties of handling the credit. So, therefore,
they took this action, and we naturally wholeheartedly support it.

Senator Wirriams. This complication and_ the necessity of dual
bookkeeping as far as the States are concerned may have been a sur-
prise to the Treasury, but it was not a surprise to some of us on the
committee. I called that to the attention of the Treasury Department
at the time we passed the bill. Your State is one that is affected. :

Many an industry has to run a dual bookkeeping system. At that
time the Treasury was not too concerned. ‘

I am glad that you have recognized that there is some problem to
this. s ] ' ‘
But I am not sure it wouldn’t have been a better method of correct-
ing it if you repealed it rather than to double it.



256 REVENUE ACT OF 1963

But in approving the doubling of this provision you are doing so
retroactively, which means, does it not, that industry gets this $1.2
billion tax deduction retroactively back to beginning in 1963 ?

Secretary Dinron. No. What was done—-—

Senator Wrrriams. Excuse e a moment.

It is retroactive, isn’t it ?

Secretary Dinron. Yes; but what was done, the House decided to
do this. They were faced with this difficult problem. If they did
not make this retroactive, it would mesan that all assets that had been
acquired during this period of 18 months would still require double
bookkeeping for the life of those assets.

This seemed a burden that was unnecessary and unwise. Therefore,
the House decided to make this retroactive. They did not want a
sudden revenue impact as a result of this.

So what they did was to say that the amounts that were deducted
from the depreciation base could be added back into the depreciation
base as of the 1st of July 1963, and then depreciated as they normally
would be over the life of the property, which, over an average of all
manufacturing equipment, is 12 years.

This would only lead to a very gradual recovery of this 7 percent
that had been taken off for bookkeeping purposes.

Now it is not a handing back of 5!51 billion, because the companies, as
yet, haven’t lost that. They had reduced their depreciable base to
$93, so, therefore, their depreciation, if you say a 10-percent rate of
depreciation, was $9.30 instead of $10; so they Tost 70 cents of deduc-
tion. That 1s all they lost in 1 year. That is all we are talking about
adding back on.

Senator WirLiams. We are talking about more than 70 cents.

Selzi:retary Ditrox. Not on the retroactive part. That is relatively
small.

Senator WirLiasms. That is right; but we are talking about 7 per-
cent on the retroactive.

Secretary Diron. Oh, yes.

Senator WirLiams, And while they cannot claim a refund of this
tax which has been paid, but over the life of the machinery

Secretary Dinron: That is right.

Senator Wirriaars. Which has been bought, each one will get, retro-
actively, the full benefits of this $1,200 million, unless they are fools
enough not to take it.

It is there for them to take, under this bill; isn’t that correct?

Secretary Dinron., They can increase their depreciation over the
life of their property by $1,200 million.

Senator WiLriass. $1.2 billion, and get that additional benefit.
under the tax bill.

Secretary Dinron. That is an increase in the depreciation; yes.

Senator WirLiams. That is what I was trying to establish.

Secretary Dirron. Not a decrease in taxes.

Senator Wirciams, What?

Secretary Dinron. It is not a decrease in taxes. It is an increase
in depreciation,

Senator WirLLianms. It is an increase in depreciation which reduces
thetax. Now what is the difference?
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Secretary DiLron. Fifty percent comes off the tax.

Senator Wirriams. Yes; but they get the tax benefit of the $1.2
billion. You are doubling the benefits, and I don’t want to prolong
this, but the Treasury and the staff and all agree—you double it over
the life of the machinery ; they will recover this.

Secretary Dirron. That is right.

Senator %VILLIAMS. And it is recovered to the extent of $1.2 hillion.

Secretary Dirrion. Noj not in taxes.

Senator WiLriams. No; but it would be a depreciable item.

Secretary Dinron. That is right. If we have a 50-percent tax rate,
and if you increase depreciation by $1 billion, you reduce taxes by only
$500 million, so here, by increasing depreciation by $1 billion roughly,
we are, over a long run, reducing taxes by $500 million.

Senator WirnLiams. By $500 to $600 million, and doing so retro-
actively. And the bill then will mean that from this day forward
industry can depreciate 114 percent of its cost of procuring these items
of machinery.

Secretary Divron. No. :

Senator Wirriams. That is the mathematies of it.

Secretary DiLLoN. Well, they would get a 7 percent

Senator WicLiams. Figuring the 50-percent tax rate, they get a
7-percent tax credit.

Secretary DiLroN. Immediately ?

Senator WiLriams, Immediately.

Secretary DinroN. And then they depreciate?

Senator Wirriass. That is the equivalent of a 14-percent depreci-
ation, isn’t it?

Secretary Dirron. That is right.

Senator WiLrrams. So the mathematics of it are that under the
House bill, as approved by the administration, you will allow industry
to write off 114 percent of the cost of their new machinery.

Secretary DitroN. That would be correct. ,

Senator Wirriams. Under the 1962 act, it provided that regulatory
ratemaking bodies were ‘authorized to take this investment credit into
consideration when they were establishing rates.

This was to insure that the benefits of that reduction wunt to the
consimners.

I understand that while there may have been a controversy, the
Treasury so interpreted the intent of Congress.

Now under the House bill, as I read it, not only are these tax bene-
fits doubled, but also the administration has approved another change
in the policy, and these benefits under this bill will no longer be passed
throug]l)loto the consumer. Now, isthat correct? '

Secretary DiLLon. No.

Senator Wirriams, Are they passed through to the consumer man-
datorily, as they were under the old law? :

Secretary DirLon. No. As we understand it, they were not passed
through to the consumer mandatorily under the old tax either. Our
understanding was that we passed a tax biil and then the matter was
left to the regulatory agencies as to how they would treat this thing
in each case.
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There were some problems which developed which were really
regulatory problems, and there was a feeling among certain industries,
particularly regulated utility industries of one kind or another, that
the regulatory agencies were not interpreting the law the way the
Congress and the conference committee had decided that it should be.
Woe felt, that this was not a matter for us.

The Ways and Means Committee made this change, which they felt
was not a change in the original intent of the law. Maybe they are
wrone,, but their understanding is that what they have written in here
is what the original decision was in the conference committee. What
they do is they have made, here, a differentiation between those regu-
lated utility companies that Congress gave a 7-percent credit to, and
those that Congress gave a three and a half percent credit to.

. 'The ones that they gave the 7T-percent credit to are, in effect, the
railroad industry.

Senator WiLtiams. And pipelines.

Secretary Dirron. And pipelines; those two.

Senator WiLriams, Yes.

Secretary Dirron. And in the case of both of those, the House felt
that the Congress, by differentiating, meant them to be treated dif-
ferently, and meant that these were not to be passed through to the
consumer,

The House so stated it in this amendment.

Now for the rest of the other iteins, as I understand it they will
be passed through and spread over the life of the property to three
and a half:

Senator Wirnrams. To simplify the point though, under the exist-
ing law these ratemaking agencies in the case of the railroads and the
pipelines ave interpreting the law to mean that it must be passed
through, and they are taking this into consideration when they make
the rates; and that is the reason as I understand it for the House
language.

Secretary Diron. I don’t know what has been done by the rail-
roads, but, as I understand it, there has been no decision by any
of the ratemaking agencies on just how they were going to do this; they
have cases under consideration, and have been taking a lot of evi-
dence. T do not helieve they have yet reached a decision, but certainly
there were some thoughts that they would do what you say.

Senator Wirriams. Sure there is a controversy. If there wasn’t
there wouldn’t be a section in this bill changing it.

Secretary Dirron. I imagine you are correct.

Senator Wicriams. Now I would like to quote from page 85 of the
staff description of H.R. 8363 as passed by the House of
Representatives. ' .

Congress is' directing Federal regulatory agencies not to flow this benefit
through to the consumer at any time either in the current year or over the useful
life of the assets involved. - o .

Secretary Dirron. That has to do with the 7 percent.

Senator Wirriams. That is right.

!
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If this bill remains as it is passed and as it is approved by your
Department, these ratemaking agencies will not be able to force this
flow through to the consumer.

Secretary DiLLon. Again, I would like to say that from the point of
view of the Treasury, we have no interest and should have no interest
in how regulatory agencies handle their own job.

This was something that the Ways and Means Committee felt was
desirable to carry out what they thought was the intent of the Con-
gress last year, and we had no reason to object to that if they felt that
was the decision of the Congress.

Senator Winriass. AsT understand it more specifically——

Secretary DiLLoN. Again, it was not our recommendation.

Senator WiLLiams. You earlier told me you were recommending
that we approve this bill as it came from the House without any
changes, and as it came from the House——

Secretary DinLon. Oh, no.

Senator Wirriams. The House bill specifically provides that this
cannot be passed through to the consumer except by the consent of the
taxpayer himself.

Secretary DiLron. No.

Senator WiLLiass. And the taxpayer as I understand it under the
House bill can elect that it be counted into the ratemaking or he can
refuse to let the ratemaking body, but the discretion is solely with
the taxpayer under these pipelines and that is who are involved.

Secretary DiLron. Yes; but I would like to make our position per-
fectly clear. I thought I had. With the exception of capital gains,
we have accepted all.the provisions in the House bill. "We recom-
mend the House bill’s approval for reasons of dispatch. That doesn’t
mean that we will resist changes that this committee might want to
make, that could be made relatively rapidly and without too much
delay. We fully expect there will be changes. That is what this
hearing is all about. That is why we are getting these witnesses,
hundreds of witnesses from the public to testify about. That is the
purpose of it. We will not take the position that no change can be
made in this committee and that we will oppose it. That is not our
position at all. All we are saying is that, except for capital gains,
we are not recommending any changes in the bill. :

Senator Wrrtayms. I appreciate that, and T am glad to get that
point clarified. .

Now one other section here, . - ‘ ' '
'I(‘{he House bill provides for the repeal of the 4-percent dividend
credit. : : ‘

I understrnd the administration endorses that proposal: is that
correct ?

Secretary Dirron. Very strongly. o

We recommended that mn 1961, and it was put over at that time be-
cause the House Ways and Means Committee felt that it should be
considered at the time when individual rates were considered as a
whole. That time is now, and therefore it was approved at this time.
We strongly support it. : :
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Senator Wirriaxs, How do you reconcile the elimination of this
tax credit on dividends with your claim that you are trying under
this bill to encourage investment and expansion in industry ¢

Secretary Divron. Because the dividend credit never encouraged
investment and expansion in industry. The record is clear on that.
It proved to be merely a means by which high income taxpayers could
avoid or could reduce the unduly high rates which they are paying.
Now that those rates have been reduced, there is no reason why they
should have this special benefit.

Senator WirLiams. I noticed your testimony was along that line, but
the stafl description of the bill shows that all those who receive dividend
income, those that are over 65, all those individuals over the age of 65
who arve living on dividend income and have an income in excess of
$3,500 but below $13,000 would get an increase under this bill.

Secretary Divron. That is not correct.

Senator Wirriays. I wish you would straighten that out because
the staff claims that that is true.

Secretary Dinron, That is only true if the people have full retire-
ment income credit.

Senator WiLLianms. At 65;that isright.

Secretary Diuron. No, no; lots of people do not have full retire-
ment income credit.

Senator Wirriass. Those over 65 who have the full retirement in-
come credit then——

Secretary Dirron. That is true.

Senator WiLrLiams. That is true?

Secretary DiLron. For individual people, yes.

Senator WirLiams. That is right, they get an increase in their taxes.

Secretary DirLon. But they would not—

Senator Wirriams. The staff report shows that all those married
couples who were over 65 in similar circumstances that have an income
between $7,000 and $26,000 get the tax increase under this bill. Now,
is that true?

Secretary Dirron. I think that is right. I answered that at some
lencgth yesterday. Ithink you were absent.

Senator WiLLiams, No, I was here.

Secretary Dirron. Well, the point is that actually, if you are a
married couple, you do not pay taxes at all if you have full retirement
income credit until you have an income of $6,250, which means that
you have about $200,000 of stock holdings. Thereafter, anywhere
above that yon would pay somewhat more tax if you neglect to take
into consideration the fact of the corporate tax reduction.

Now, the corporate tax reduction will undoubtedly result in an
increase in dividend payments. It is not possible to say exactly how
much. But if the increase is proportionate to the reduction in the
tax, it would be an 8.3-percent increase, which would mean that total
dividends received by this elderly family or any of these elderly
families would increase.and that their total after tax income would
increase substantially. So I made the statement yesterday, and I
think we can prove it, stand by it, that no elderly person would be
hurt. or would have less after tax income. They may pay more taxes,
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but they would have more after tax income as a result of this bill, even
with repeal of the dividend credit.

Senator WirLiams. That is only based on your theory that as you
reduce corporate taxes, some of it would trickle down. That is this
trickle-down theory, is it not?

‘Secretary DiroN. No, I do not call that a trickle-down theory
at all.

Senator WirrLiams., Under your theory any benefit they get has got
to trickle down from the corporation to the stockholders as increased
dividends. Isthatnot what you are saying?

Secretary DiLron. I am saying that corporations are owned by the
stockholders.

Senator WirLiams. Sure.

Secretary Diuron. Cor »rations pay dividends to their stockholders,
and the record shows . /.1t they have paid over the last few years a
steadily increasing pevciantage of their earnings, and that the per-
centage is relatively constant. They now pay about 60 percent of
their earnings to their stockholders if they pay 60 percent of the ad-
ditional earnings that they get from this corporate reducticn over to
the stockholders, it would vepresent an 8.3-percent increase in
dividends.

I am not saying that that whole amount will be paid. T am saying
- it is certain that something will be paid, and I think you can ask
any corporate head and they will tell you that their earnings increase
and increase steadily, they are going to pay a sharve of that to their
stockholders.

I do not think it is any trickle-down theory that this will happen.

Senator Wirriams. I understand that your theory was that these
people would have’ their income increased as a result of increased
earnings of corporations.

Secretary Dirron. That is right.

Senator WiLLtams. It could be some, yes, but this is based on the
tax and the earnings as is.

As the staff expfains it and as you have confirmed it, all those who
ave living on income in the category you describe, who are over 65,
a single person between $3,500 and $13,000, a married couple over 65
between $7,000 and $26,000 actually will pay the Federal Government
more taxes than they are paying under existing law, and that only
those over the $13,000 and $26,000 start getting direct reductions in
taxes under the administration’s bill. ,

That is true, is it not, that they would only get an increased income
as a result of increased dividends in the future, in the hope of some
of this corporate tax reduction trickling down? :

Now, whether you use that words “trickle down” or not, I did not
invent it, it was stated earlier that you could reduce taxes on the
corporation on the basis that it trickles down. I was just crediting the
New Frontier with coining and putting into use a new theory. I am
trying to give you a little credit here for implementing this trickle-
down theory. :
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Secretary DiLron. I am glad of the support from wherever I can
get it, but certainly I think it is clear that if corporation profits are
higher as they would be, dividends would be higher.

We have to look at the tax bill as a whole. ~We cannot take a tax
bill and take one little piece of it and say because of this little piece
everybody will pay more taxes. We have got to look at the tax bill
as a whole. The impact of the tax bill as a whole will be that all
of these people with whom you are concerned—I think it is right, we
are concerned with them too—will have more income to spend as a
result of the passage of this bill than they would have without it.

Senator WirLianms. Again, only on the basis that the corporations
can increase their dividends as a result of reduction in taxes.

As you have just stated, you cannot take part of this bill without
looking at the bill as a whole and, looking at the bill as a whole,
even though we reduce corporate taxes under the schedule of the
House bill, is it not true that for the next 3 to 5 years some corpora-
tions will be sending more money to the Federal Treasury as a result
of the accelerated payments than they would even under existing law
at the 52-percent rate?

Secretary Dirron. No.

Senator WiLLiams. Their actual cash flow on certain corporations
is Jarger?

Secretary Dirox. No.

Under one of our original proposals it would have been, but under
the proposal as adopted by the House in the House bill, they will never
pay any more in taxes than they do under present circumstances,

enator Wirrianms. But it practically uses up all of these savings
in these accelerated payments of these corporations, does it not?

Secretary Dirron, Xs far as cash flow is concerned, that is correct.

Senator WiLLiasms. I am speaking of cash flow.

Secretary Dinron. That is right.

Senator WirLiams, And so, therefore, the corporations for the first
few years of this bill in effect will not have the additional cash which
you are speaking of to pass on either to the stockholders or anyone
else because it goes to the Federal Treasury ?

Secretary DiLron. They will have some additional cash because of
a change in the basis of assets previously eligible for the investment
audit, which will increase their depreciation.

Senator Wirriams, That is this new theory which you are advanc-

in% and hoping that some of that may trickle down.
. .Secretary DiLon. But in any event, to be serious, Senator, the great
bulk of corporations have very adequate cash resources at this time,
The problem of corporations is profitability, not cash flow, and all
that would happen would be that, instead of buying Government
notes or Government bills, tax anticipation bills which they use to pay
taxes 6 months hence, they would be paying the tax now. They would
have no real squeeze as far as cash is concerned.

Now there are one or two industries where there are exceptions to
this—the steel industry is the big exception where they nced all the
money they can get for modernization—but I do not think that that
would have any effect on the dividend action of corporations.
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Senator WirLiads. I will not pursue it further. I think we have it
clear. :

I merely renew my compliments to you again as the first representa-
tive of any administration that I know of that has actually tried to
put the trickle-down theory into law, o .

In your statement you state that the administration is supporting
HL.R. 8363 and that you have chosen the free enterprise private econ-
omy course. . .

By implication, I understand this to indicate that the administration
is not following the alternative road of high Government spending.
Now, is that correct? .

Secretary DiLLox. That is correct ; for the purpose of reaching full
employment as required by the Employment Act of 1946, as I pointed
out there are two ways, either substantial additional Government ex-
penditures, which would mean bigger deficits and a bigger Central
Government, or reduction in taxes, which would try to stimulate the
private economy so it would take up the slack. The latter is what
we are trying to do.

Senator WirLianms, Now what real evidence, and not just statements,
could you supply this committee to show that high Government spend-
ing has been all))undoned ¢

In what instances has it been reduced ?

Secretary DirLon. I think the answer is, if you want a very simple
overall answer, the figures I gave yester(ia.y, which showed that in
all areas except defense and space, the spending in the first 3 years
of this administration has increased less rapidly than it did during
the last administration in its last 8 years. That happens to be a fact
which cannot be controverted.

Senator WirLiams. IFacts are what we would like to have.

I notice that the spending in the last 3 years of the last administra-
pioxllgg(;ls $71.3 billion in 1958, $80.3 billion in 1959, and $76.5 billion
in . '

Now in 1961, the first year of this administration, your spending was
$81.5 billion, that is an mcrease of $5 billion over 1960; in 1962 it was
$87.7 billion, that is an increase of $11 billion over 1960, and your
projected spending for 1964 is $98.8 billion, and that will be an in-
crease of $22 billion over 1960. :

Do you have any further comment ¢

Secretary DiLLoN. Yes. I do not agree with the years you have
taken. I look on 1961 not as the first year of this administration but
as the last year of the preceding one, because that budget was recom-
mended in January of 1960. It was voted in 1960, Half of it was
fiscal 1961 which was carried through, or 7 months of it was carried
through before this administration came in. And, of course, the pat-
tern was set at that time, so the expenditures in 1961 had very little
to do with this administration.

. Senator Wiriams. I will give you all the breaks that you are en-
titled to. I only took that last year because it was more favorable to
ou. I will eliminate that one and go back 1 year, to 1957, and that
15 $68.9 billion, and that gives an even more unfavorable comparison.
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In 1957 it was $68 billion, or exactly $26 billion below your current
rate of spending, and if you go back another year, you drop $2 billion
more; if you go back another year in the other administration, you
drop $2 billion again. . L

Secretary Dinron. You mean they were increasing $2 billion a year
as you were going along?

Senator Wirniayms. Yes; but not $20 billion.

Secretary DinLon. Woell, they made a very big increase in 1959.

Senator Wirrtaas. Increase n the deficit; yes.

Secretary Dinron. And in spending,

Senator Wirrtams, And in spending too, that is correct. In 1959
spending was $80 billion or $18 billion less than today. I think the
1959 rate was too high.

Secretary Dirron. T am not sure they were. I donot. I think they
were unwise in hindsight in not at that {ime following the course which
wa are recommending now,

Senator Wirriams., They jumped spending that year almost half
as much as this administration has jumped it in this year. They were
half as unwise as maybe you are now,

Secretary Ihirron. No. I think if they had followed the course
of reducing taxes at that time rather than increasing expenditures
sharply, it would have been much more effective, and woe wonld have
had a better economy and had a greater likelihood of having balanced
budgets much quicker. T think many of the people who were active at
that time now regret that they did not follow that course.

The net effect was that the increases in expenditures which were
recommended in the winter of 1958 to help that recession never nc-
tually took place then, The money did not get into the economy until
well into 1959, when we were already past the recession and going up.

So it did not work whereas with a tax reduction the effect takes place
immediately, and T think it would have helped that recession. Tt
would have put us in a more comfortable position for the future.

Senator Wirrrams., Well, T——

Secretary Dirron. But—for instance the economic adviser to the
President at that time said his one regret was that they did not do
something like we are recommending now at that time instead of in-
creasing expenditures.

Senator Wirrianms. Well, I do not. share that regret. I do not think
that the Government, any more than you or I as individuals, can
spend itself into prosperity.

‘Secretary Dirron. T agree with you, Senator, but T do think if we
allow our private economy to function freely it will do a lot better
job than it has been able to do. It has done a fine job but it can do a
far better job and that is what we are trying to allow and I think in
that way we feel that we can follow the American tradition of private
enterprise and private initiative and that this will lead us toward a
balance in our budget faster than any other way T know.

Senator Wr.rrams, Before we leave this subject, just to get the
record straight on this spending, sinco you have brought up the com-
pavison—and I might say T regret vory much that under the previous
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administration they saw fit to jump spending in 1959 which resulted
in that unnecessarily large deficit—I have tabulated here the spend-
ing for the 8 years of the Eisenhower administration, and it averaged
just slightly less than $72 billion per year for 8 years. )

Using your projected figure for 1964 as submitted in the budget, this
administration will have spent $360.6 billion during its 4 years, or an
averuge of $90 billion a year.

In other words, during these 4 years spending is running at $18
billion & year higher than it did in the preceding 8 years, which ac-
counts for the deficits that were experienced.

I want to get the record straight that this administration. is. not
suving money on these programs, but spending today is running, $18
billion a year higher than it did in the preceding 8 years. That is
a billion and a half a month, and breaking it down further, that.is $50
million every day this administration is in office you are spending over
and above what was spent by the preceding administration. So let’s
get o comparison straight. -

I regret that you have been converted to this spendthrift philosophy,
but nevertheless, those are the statistical facts, I took them from the
report which you sent to my office this year.

Secretary Diuron. I assume the figures are correct, Senator. I
would just like to point out that 72 percent of the increases in spending
between fiscal 1961 and 1968—and it happens to be. the same figure
projected into fiscal 1964, the year we are in—were due to increases in
defense, space, and interest on the public debt, so that the great bulk
of that increase is in the defense field.

There was a difference of policy. Maybe it was a.mistake.

I do not think it was. We needed to strengthen our defenses against
the threat of the Soviet Union. All I can say is that I felt very happy
last fall that we had taken that step 2 years earlier and had th