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REVENUE ACT OF 1962

THURSDAY, MAY 10, 1062

.8, Senare,
CoMmmrrres oN FINANCE,
Washington,D.O.

'T'he committeo mot, pursuant to notice, at 10:10 a.m., in room 2221,
Now. I‘.’:‘_!enuto Oftice Building, Senator Harry F. Byrd (chasirman)
presiding,.

Present: Senators Byrd, Kerr, Long, Smathers, Anderson, Doug-
las, Gore, Tulmadge, McCarthy, Hartke, Williams, Carlson, ﬁenrxett,
Curtis and Morton,

Also present: Elizabeth B, Springer, committee clerk; and Colin
I*, Stam, and L. N. Woodworth, economist, Joint Committee on In-
tornal Revenue Taxation, - - ‘

The Ciamman, I submit for the record the statements of the
Secretury of the Interior, the Secretary of Labor, and the Secretary of

State.
('The statements referred to follow :)

Ty BECHETARY o¥ THE INTERIOR,
Washington, May 0, 1962.
Hon, Hanry Froop Byrb, ‘
Ohatrman, Senate Finance Oommittee,
U.8. Benate, Washington, D.0. ’

Dear Mr, CirAIBMAN: Statements by the President and the Secretary of
the Treasury have made abundantly clear the way in which the enuctment of 4
law incorporating the investment tax credit would promote the overall national
interest. They have stressed how this provisiéon would better enable us to
achleve our national objectives of a sustatned recovery, an accelerated rate of
economic growth, and the balaace of our international payments so necessary to
the maintenance of our oversea military forces and the successful conduct of
our foreign policy in its confrontation with the Sino-Soviet bloc. As Secretary
of the Interior, I would like to add my views as to how this legislation now
})egors:r your committee could be of great assistance to our Nation’s fishing
ndustry.

The investment credit provision is important to the future of the domestic
fishing industry. It will help many hard-pressed vegsel owners and processing
firms remain competitive by investing in new and more modern equipment.

As’you know, obsolescence of productive equipment has become a serious
problem for many segments of our U.8. fishing industry as for other major
industries on which the welfare of this Nation and its defense depend. The
investment credit is designed to provide real encourageiment and financial
assistance to the firm undertaking to modernize or further develop its productive
capacity. o

In general, the credit will provide a tax reduction equal to 8 percent of the
cost of new vessels, machinery, and equipment put in use in 1962 and later years.
Thus, a firmm with a tax Hlability of $50,000, which invests $100,000 in eligible
new equipment in 1962 would have its tax liability reduced by $8,000 (8 percent
of $100,000) to $42,000. In combination with an effort which will be made to
revise depreclation schedules used by the Treasury for tax purposes, the invest-
ment credit should provide a real and tangible incentive for moderniration

4245
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to et eouta tnd jEvemgthon the envibngs poxttion of fleme tn the Ashiug Indust ey,
Hoahoult go e toward eolloving the tonneial disgtrere off many tlems, pmlh-n
fvy Hhe mina e ones,

U st antikely thnd pany debifbng lnduad ey temd hnve not yol bocome fully
anwaee of the lnnmmnwo of the fuveatment vredt (o them and thelr Tuturee
plana fop rooy nipniend, T would be regrettnblo 1 they were deprived of the
boneiite ot \h\n mufor iy Ineontive veform (hrough overslght ov funetion,
Rongh eatbmites indiente tint e vaine of (e fnvestient evedtt will be by (he
ordor of maghtinde of 5 wmiiion for (he domestie Bebidng industey nf 1902 lovels
amb more B ntor yeaer ns the ndugdey geows with the reat of our eeonomy,

htx teptatation e n major et of the Prostdont's togletntive progeam (s
wombon, BB tportant ast only boeause of e klgntiiennee (o the flkhing in-
Aiaiey but nlxo hoenuse of the conteibittlon 1 witl ke o the Natlon's whole
eeanomy i thia inerensdngly competitive world,

1 van bo off aasiztnnee to yon by sapplying taets or baekgronnd on thin teglue-
Tation or nany other way, ploase Wt we kiow,

Rineorely yours,
REEWARE 1 UnAry,
Neeretary of the tnterior,

oMb

ROATEMENY 1Y RECREPARY 0F HABOR ARTIUR IO GOLomeRra Po rie NEN A s anes
COMMITEEE ON TRE PRERIDENTE AN PRODUBALE, MAY 1002

Ax Neoretary of tabor T hnve fouy mdor interests In pregonting my views (o
hir comiitee in Aupport of the Preatdent's tax proposals in the form ndopted
by the House i R WM, My views may bo summnetzed beietly,

1. The fnvestment tax eredie shiontd mnlrllmh\ slgnttieantly to a stepping up
of the vate of growth of the Ameriean cconomy and (o wandntaining employment
Wloser to capacity than hax been the case tn recont yours,

2 'The provizions deating with tnxation of Amorlenn onterprizes nnd Income
abmond shonld improve employment opportvntitios at. home by removing tax
neentives for investinent abroad,

3. The fnvestient evedit o and foveign tneome proposals taken together should
conteibute stgniteantly to the vaging of our halanes-of-paymoents poxttlon and
perutt mare vigorons expansion of the Ameriean ceonomy,

4. The proposaiz as a whole, ineluding dividend and futerest withholdings,
shonld improve and strengthen personal ineome taxation as the hnekhone of onre
tax stracture, which U boliove to be ossontinl for equitable disteibutton of the
cortx of financing Goverument expenditures,

The prasent proposals represent the beginning of what 1 am sure will prove
o be the most comprehensive reexamination of the Tederal tax system ns a
whole in many yvars. The President has indleated he will forward othoer
proposals later thiz yoar for improving the tax structure both in terms of
oquity and effects upon perforimance of the economy.

The present revisions have particular relevance to immediate probloms of
stimulating: (he rate of economic growth, and for dealing with the balance-of-
payments problem fnsofar as possible by means of tax policy, while at the same
time oliminating cortain tax losses arising from inequities in the treatment of
difforent taxpayers.

TAX INCENTIVRS FOR FULL-EMPLOYMENT INVESTMENT

The investment tax eredit is a bold step to use the corporate income tax
expressly for stimulating the rate of economic growth in the American economy.

The Congress has beenn concerned for many years with effects of corporate
and persondal income taxation upon the behavior of the economy., The dividend
cradit and exclusion provisions of 1954, for example, were intended to encourage
investment by affonding tax savings to investors: they were, however, not
cdozely enocugh linked with investment decisions to have significant effect.

The tax investment credit is superior to other proposals, such as general
rate reduction, because of its powerful and direct effect upon the expected
prafitability of new investments while minimizing revenue losses by limiting the
tax saving to actual, not potential, decisions to invest.

But do we need to encourage investment? I think we do—to improve our
competitive ability in foreign trade by modernizing plant facilities and to
achieve a higher level of economic growth.
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For most. Anericans It hag come as sotmething of n shock that we can no longer
tnka for granted our technologicul superiority over other countyiles, Fhe fuct
g our relative cupm'ltf; to compote In forelgn markots, and fu our ownt market,
18 bhelng affected by fullure of Amerlean industry to increass ity productivity as
rapldly ag it hog the eapaelly, technologieally, to do so.

Whatever the enuge, the Amerlean economy has lagged hehind othetr countries
i rocont yours in on;lvhul {investmoent measured as o porcontuge of gross nutional
produet, iy I8 reflected 1n the lengthening of the average age of our Indus-
trinl equlpmoent, the inferlority of much of 1L to the modern and more efficlont
faetlitios in the more rapldly expunding industelal countries, and our relatively
slow rate of econone growth, .

This lng in Investment {8 reflected nlso in the general Ceoficlency of demund,
Unemployment has remained much too large even tn the recovory porleds of
recont cyclew, ''he general defleloncy in demand, partly the result of weak
investinent dewand, hus curtalled employient opportunities and magnifled the
diffenlties of dending with problems of structural unomployment,

"he Investinent tax eredit 18 not viswed by this administration us a cure-ait
for the chronfe sluek of recont yenrs in the Ameriean economy. ‘T'ho President
11 his leonomte Report and other mossages hay mado a gorles of recommendations
{o promote growth and to denl with our continulng unsatisfactory employment
und utiemployment sttuntion, Htimulntion of now investment is o crucial need
In the present situntloti, and the Investment tax credit {s porhaps the most effec-
tive singlo mensure we can take, not only in present. clreumstances, but as n
long-ratige means of achioving o highoer capabliity for growth, ‘

'he lntest surveys show that investment exponditures can be expected to rige
In the perlod Immedintely ahend, Observers of tho current economic scene,
however, are dublous that Investments now planned can maintain the upward
thrust of tho current recovery movement to a full-employment level without
addittonanl sthnulus,

I may noto brlefly two objections made to tho Investment tax credit, One iy
thiut we hive oxeess eanpuelty In muany lHnes of industrinl activity, ¥Bxcess
cupnelty, however, Is 1 relative matter ; not only s some of it becoming obsoles-
cent, but 1t would vanlsh quickly at full-employment levels of operution.

A mecond objeetion s that wo should take measures to incresse consumption,
nnd thereby crente the need and demand for additionnl investinent, rather than
to plve speclal tax privileges to business.

My Judgment, on the contrary, is that there 18 no specific alternative proposal
that I lHkely to be more effective in ralsing consumer incomes and expenditures
nt thiy thue, The virtuo of the tax credit proposal s that it will contribute to
this end without damnging side effects on prices that may nccompuny measures,
whatover thoy may be, intended to Increase consumption directly.

IMPROVING THE EQUITY OF THE FEDERAL TAX SYSTEM

As Seervetiry of Lmbor T have an equal Interest In the other proposals that will
contribute to the strength and equity of our tax system by taxing similar fncome
nnd shmilur taxpayers in equul £ashion,

These specific proposals have the merit in the present situation that they also
add additional revenues, and hence offset the loss of revenue expected in the ghort
run, bef]olre account is taken of the effects upon the economy, from the investment
fax eredit,

The proposals relating to taxing of foreign income and Investment serve also
the purpose in the immediate situation of easing our balance-of-payments diffi-
culties. They do so by eliminating special tax privileges, and thus reducing tax
incentives for an outflow of {nvestment funds and the retention of funds abroad,
that complicate and worsen our balance-of-payments position. The improve-
ment in our balance-of-payments situation, to which these tax changes will
contribute, will have significant effects upon the success of domestic economic
policy and in raising employment opportunities.

However, there is no intent to restrict American business activities abroad
except insofar as they are motivated and pursued solely for reasons of tax
advantage. We have a continuing interest in the economic development of the
free world and in the expansion and llberalization of multilateral trade. The
aim is to eliminate preferential tax treatment which results in curtailment of
job opportunities at home and the burdening of other taxpayers.

. Equality of tréatment is the guide also for the proposed revisions for with-
holding on dividends and interest, disallowance of certain entertainment expenses,
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ad taxation of mutunl aavings banks, sivings and loan askoolatlons, mutuad fire
n}\;\ m\n\mlte‘ Inauranes comprtiog, covpoeratives, and of capital galus on doproels
nhie property, - ' :

{ \3\:0\\ to Hhult iy comments, however, ehlefly to thero broporils aa they boeay
upon fatrness to tho lavge wnjority of taxpayses whoke theome vonslata flmont
ontively of wigos and salavien. The individuat heome tax 18 the principle means
by which thay pay thele shnve of the conts of the Federal Governont,  'hey
MRt necerantily bear b large nhinve of the vorts, nud theve te no falver way than
the heowe (e, S

The ndividual tneome tax 8 no longer a loh s tax, Prior to World War
1T the Baderal budget wan velutively amall, ahd wage and enlary workerd were
loft tavgely untonchied, hen only about 4 mibillon taxpayser pnld a peremind
tncome taxy now 48 witiiton e taxable volurnn,  Approxiimntely 00 poreont of
these fall wholly within the Avebbracket rate,  About RS pervent of the reventie
ylold Ia at the dmbbracket rate, wd the average Habity on thxable inecotme
ik only & fow perventigre polntr above the 20-pereent Aest-bhrackel rnte,

We mtiat take every stop wo enn to mnintaln and erense the voputntion of
the indivhiual ineome tax for falvnese and to vepate the eroslon of the tux baee
that hae already reduced ite rovenueprotueing eapaelty, 1 we are to continge
to use it ar 1 beltave we muat, an thy mnjor roures uf Moderal rovenue,

Boovruw of the high fivatbracket eate, volativoly low peraonal sxemptions,
wdarreharting of ineomoa nther than wagee nnd aninvler, statatory loopholea
for varfons teives of nonwage Ineomes, (t in frogontly argued that the natviduat
inconme tax dizevininates innt lowe and middtedneome famition,

he ellmination of speotal privilsges and Wopholer, as propored In the prosent
HIL wlth pespest to both corporate and individual tneome taxntion, wilt vesult
In w fatrer dlateibution of the hurden of taxatton and a greater nonse of squlty,

Withholding on wages and ralatlog wan an lnnovation of (he grontest im-
portance in prevanting inequities tn the veporting of anch Iecomes and, as It ine
proved, » t convenfence tnd help to wage and sainey rociplonts I paying
thelr fale xhate of the oot of Qovernment,

Withholding on tntereat and dividenda will guarantes groator equallty in
offective taxation ar batweon reciplents of sueh incomes and grentor equality
vimfeovie veciplentr of wage nnd salary incomen, It should contribute to o
foaling of groator fatrnves and to a greater willingness to pay one's own tnx
obligation, Mnterest and dividend reclplonta witl in time, T prediet, regard
withholiding ax & great boon, in terms of fairnesr and convontence, nk wage and
stlare reciptentz now do.

Ry, (W propanal for ellminating abusex which have eropt into the report-
g of entertainment and other bhuginess oxpense’s will help to maintain and
increase respect for the fairnecs of Federal taxation, both be thone who enjoy
Aadiretions which it i now proposed to disallow and by those who Tiive no neeers
W AR oxpense ascount, T think thiz committoe will agree there i no renson
why 2 small minority of taxpayers should have swhnt essentinlly are Hving
xRNSR or tuxuries subsidized by the Federal Govornmment, Tt contyibutes not
Only o & lack of contidence in the fairness of the tax ryatem, it algo coutributea
to the creation of & privileged class that T think is destruetive of the quality
of Awerloan life S

For these reasony, as Secrvotary of Tabor, T strongly endorse the present pro-
PRIz &% & means for strengthening the American economy and increasing
amplarment and, &s well, as tmportant first steps for improving the equity
of the Faderal tax structure,

. DEPARTMENT OF STATE,
Washington, May 14, 1962.
Hon. Hazey F. Bred, o
Chairmean, Committee on Finance,
U8, Sewmate.

Drar Me CrAamMAN : In the course of Secretary Dillon's testimony before your
womnmittee cn Ayl 2, 1962, with respect to the proposed tax legisiation, he
reqoested that the Senate eliminate section 21 from the House bill, H.R, 106850,
Section 21 wonld make inapplicable to the nrovisions contained in the Revenue
A¢t of 1982 the provision of section 78352(d) of the Internal Revenue Code of
1954 that ®o provision of the code shall apply where its application would be



BBVENUE ACL OF 1002 4249

couteary to trouty obigutions of the United states 1n offéct oh the duto of snact-
ment of the code. 'he Depurtmont of Hiute would ltke to go on record us
klrongly ondorsing the views of Heerotury Dilton that section 21 should be
teloted from the tinx bill,

"Che Mrensury Depnytniont, which huy initind vesponsibitity under tux troatlos
for rogolving guestions thut may arlso butwoon the partles with rsmspect to tholr
Intorprotation or applention, bng expressed its opinton, with which we ure in
vonplete agreotiont, thiut, with one excoption, the provisions of the tax bill are
ot ineonsistont wlfh tho trenty obligations of the Unlted Bilatos, © I'ho single
oxveption 1s the Smwlnlun ot estnte tiuxes whioh confliots with a provislon in a
trenty butween the Unlted Htatos and Grosce that the pussing of roal ostate
wltuntod In Qrevco shnll by exompt from UMK, tux, 1t 18 antielpated, however,
that the United Htntes will be ablo to renegotinte the treuty with Ureeco bofore
the ottty tux provision fn the Revenue Aet becomes fully o‘pemtlws. :

‘'he 'Lrenmuy Dopurtment hiaw glvon ity nusurancé thut it has carofully cons
sldered the relutlonshlp hotween the tnx treatlos to which the United Btates Iy
purty und the ur«m&u}; provislon i the tax bill and bas conciuded that groms
up does not violute U8, treaty obligntions, Appurontly, thore has been some
contrary expression of views by several Interested parties, and the Committes
on Ways und Meiny of the House of Ropresontativos fnserted soction 21 115 the
M u order to foreclose the possibliity of Hiigintion over this matter, . . .

"'he Depurtment of Btale 1y groutly concorned about the forolgn rolations prob-
loms which It fools would surely urlge out of the enactment of section 21 and
therofore strongly nrges that it he deloted from the bill, While the Yepurtment
approcintes the dostre of the Congress to avold Involving the United States tn
unnecessnry Htigntion, it belfoves that it would be undesirable to croate sertous
forolgn retntions problems on the mere speculation that, without the obfectionaile
proviston, the Unlted Btates might be fuced with Htigation, )

I'he forolgn relatlons diflcultles which the Dopnrtment belloves would ensue
from the enactment of soction 21 result from tho appearanice that 18 created by
woctlon 21, when rend with section 78!52((1‘) of the code, that the United States
i enneting a provislon into luw which 8 intended to take precedence over any
Inconsistont treaty obligations, Of course, it is not the intention of the United
Htutew to vivlate the tux treutles ln adopting hoe gross-up provision, but there is
w conteary implication inherent tn section 21, 1t would be diffficult for other
;-‘t:}mt{‘les to understund thut the sole intent of sectlon 21 was to prevent

Hgation, ) : ) ‘ '

-1t Is important for the United States to support and act in accordance with the
principle of the Inviolabliity of treaty obligations in international relationships.
Wo belleve it to he extremely fmportant for all countries to accept the view that
commitments undertaken in International agreements cannot be fgnored or dis-
regarded and that logitimate desire for a change in existing obligations shouid
be brought about through negotiation and agreement between the Interested
natlons, HBeetion 21 would subject the United States to a charge of fafling to
abldo by these principles In it8 conduct and would make it appear that this
country 18 prepared, when it suits its purposes, to take unilateral action which
disrégards the rights of other countries under exlsting treatfes without first
congulting with them in order to find a mutually agreeable solution which would
satisfy the interests of hoth countries, . .

For these reasons, the Department of State urges that section 21 be deleted
from the Revenue Act of 1962, , .

Sincerely yours,

Georor 'W. Barr, Under Secretary.

. The Cuairyan. The committee will come to order.
. The Secretary of the Treasury will please take a seat.

The Chair would like to state that one of the purposes of this
meeting is to give the Secretary an ‘opportunifﬁ' to present his views
with regpect to some changes in the pending bill, and likewise to give
to tho Senators an opportunity to cross-examine him, starting with
tl,)ho.?{e who were not present when he was on the stand a little while

ack.

Mr. Secretary, you may proceed, sir.
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STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE U.S.
TREASURY

Secretary Duvon, Thank you, Mr. Chairman,

I apprecinte this additional opportunity to discuss with you the
proposed Revenue Act of 1962. I would also like to suggest some
changes in the bill. We have followed closely the suggeslions, ob-
joctions, and recommendations which have beon offered in the exten-
f\ivo.ltezstimony which has been presented to your committee since

oril 2,

lAs the hearings have proceeded, we have held numerous meetings
with persons interested in the bili, including some of the witnesses
who appeared before the committee as well as ropresentatives of other
intorested groups. We have worked with thom to make technical
improvements and to evaluate possible policy chml{;es.

oday, I should like to outline n number of changes which are
responsive to matters raised during the hearings and which we be-
lieve would improve the bill. These changes seetn to us to be clear]
called for. Undoubtedly further discussion in executive session will
reveal other ways in which the bill can be improved. It is our desire
to work closely with you and the staff of the joint committee to produce
the most effective, the faivest, and the most practicable bill that can
be developed. .

INVESTMENT CREDIT (SEC, 2)

The language of section 2 of the House bill appears to present no
serious technical problems. However, we would recommend that the
bill be amended to provide for a 3-year carryback of unused invest-
ment credits. Of course, such unused credits should not be carried
back to taxable years before those for which the credit is effective.
Such a provision would result in greater cash flow benefits during
periods of recession when earnings are low or at other times when 1t
may be especially needed by particular businesses.

We would also mcommen()l that livestock be excluded from the
credit. The House decided in section 14 that gain on the sale of live-
stock which reflects prior depreciation should continue to be treated
as capital gain rather than ordinary income. We feel strongly that
property not subject to the recapture of excessive depreciation should
not. be granted the investment credit. ‘

A number of witnesses raised questions as to whether specific items
were eligible for the credit or would be disqualified as structural com-
ponents of a building. Some of the items mentioned were refrigerator
cases used in the grocery business and testing equipment used in the
aerospace industry. The House Ways and Means Committee rveport
indicates that machinery and equipment are to be considered cligible

roperty even though considered a part of the building under %ocal
aw. This means that such items as refrigerator cases and testin
equipment would qualify for the credit even though affixed to a build-
ing. Appropriate language in your committee’s report could provide
further clarification in this area.

GAINS FROM THE DISPOSITION OF DEPRECIARLE PROPERTY (SEC. 14)

_Some witnesses expressed concern that section 14 may require recog-
nition of gain despite the fact that the taxpayer’s method of account-
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ing today does not require such recognition, The example given was
the normal retirement of property deprecinted in a multiple-asset
necount, Section 1231 today does not require the recognition of gain
or loss at the time of such retirement ag long as the taxpayer’s method
of accounting, in accordance with T'reasury regulations, clearly re-
flects income. 1f the taxpayer’s method of composite accounting com-
plies with the 'I'reasury regulations, those regulations should similarly
permit and will similarly permit nonvecognition of gain or loss under
seetion 14, A statement in your committee’s report, illustrating this
point, should allay any concern in this regard.

EXPENSE ACCOUNTS (8EC. 4)

In order to ease the nccounting problems of concerns supplying
articles for use in novelty advertising, we recommend a special ex-
clugion from the $25 business gift Hmit in the Ilouse bill, Such ex-
clugion would permit the deduction of items costing a modest amount,
such as up to $2 or $3, regardless of the total gifts to any one customer
over the year. It would apply to each gift item on which the name
of the advertiser is clearly and permanently imprinted and which is

-one of a number of identical items distributed generally by the ad-

vertisor, Such an exclusion would permit noveﬁy advertising to be
carried on free of accounting difficulties in keeping track of a large
number of small items without disturbing the curtailment of abuses
which the bill provides.

In addition, it was never our intention that advertising devices
such ag display racks and advertising signs, which are provided for
use in business and which are not items of personal use, should be in
cluded under the gift provision, We would recommend that the com-
niittee report contain ﬁmguuge clearly indicating that such items are
not business gifts under section 4 of the bill.

WITHHOLDING ON INTEREST AND DIVIDENDS (8EC. 19)

We have continued our efforts to work ont a withholding system
that would be as efficient as possible and at the same time would mini-
mize any possible hardship to the recipients of dividends and interest.
We would like now to recommend certain improvements in the pro-
visions for exemption certificates.

The exemption certificate system contained in the House bill applies
to savings account interest, certain intevest paid by insurance com-
panies, dividends, and patronage dividends, so that there will be no
withholding on such amounts received by individuals who owe no
tax.

We would recommend that the exemption certificate procedure be
extended to dividend income of other nontaxable recipients.

For example, this would include foreign, State, and local govern-
ments, and tax-exempt organizations, such as colleges and universities,
churches, and pension trusts.

Regarding withholding in the insurance industry, the exemption
certificate system should continue to apply to interest on proceeds of
life insurance left on deposit with the insurance company but should
not apply to interest on dividend accumulations on unmatured life
insurance policies.
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In the case of interest on these dividend «coumulations there would
appear.to be no need for exemption certificates because the intorest
is oustomarily left with the insurance company and not used by the
‘polioyholder to meet current living expenses. .~ . - .

In nddition, the insurance companies, who 1ecommend this change,
have testified that the amounts involved are rormally small and an
exomption certificate procedure would be impractical to apply because
of the millions of nccounts. . . . o

. Provision should also be made for exemption certificates to remain
valid until revoked by the filer instead of requiring annual refiling.

This would make the House exemption certificate system easier to
administer by the paying institutions and would also reduce the num-
ber of forms which nontaxable persons would be required to file.

There has been considerable exaggeration of the amount of over-
withholding that could ocour under the House bill. However, there
may be some situations where the quarterly refund allowance is not
sufficient, to correct overwithholding on a taxpayer who happens to
have large itemized deductions. C . ‘

The House bill takes into account only the standard deduction in
computing the allowable amount of a q’uarterly refund so that over-
withholding can result if the taxpayer’s itemized deductions exceed
the standard deduction. - o B
- In order to provide prompt refund of all significant. overwithhold-
ing, we would recommend extension of the refund allowance provision
to permit an individual to take into account his itemized deductions,
if he so desired. ‘ :

Woe also recommend two changes to eliminate technical problems
which have been called to our attention. The first is to eliminate
withholding on dividends in kind which consist of distributions of
stock of another corporation.

Second, it has been pointed out to us that some corporations, for
instance, some railroads with little or no tax liability may not be able
to file their final tax returns until many months after the close of
the taxable year.

Such corporations would be delayed in obtaining a refund of
amounts withheld from their interest and dividends since under the
House bill refund for the fourth quarter of the taxable year can only
be obtained upon the filing of the final réturn for such year.

This problem can be solved by permitting a quarterly refund for
the fourth quarter in the case of a corporate taxpayer if the refund
isexpected to exceed its total tax liability for the year. o

These changes will all reduce inconvenience both to payors and
recipients of interest and dividends and at the same time will maintain
the effectiveness of the systems in reducing the intolerable gap be-
tween dividends and interest received and those reported for tax
purpoeses. S ‘ Y ‘ '
CONTROLLED FOREIGN CORPORATIONS (SEC. 13)

A great deal of concern has been expressed by witnesses regarding
the provisions of section 13 of the bill. Substantial modifications of
this section are called for. ' 3 a S

We remain convinced that our basie proposal for the general elimi-
nation of deferral for operations in developed countries would be
the most equitable and appropriate policy. ' K



REVENUE ACT OF 1963 4253

Adoption of this principle would eliminate a great deal of the
comlplexity of section 18, _ : : s

However, should the committee decide to adopt an approach nl()n[{
the lines of the House bill, there are a numbei of changes that shoulc
be made. Our suggestions for such changes should not be taken as
indicating any lessening of our support for the elimination of deferral.

It merely seemed desirable to indicate the changes that would be
needed to improve the working of section 13 should this type of ap-

s

proach be preferred by the committee. '+

[ ‘_ Ty

A. BUGUESTIONB AS TO INCOME COVERED IN BEOTION 13 & . S

f' . ot el : TP
1. Change approach to income from Ij' .S. patents, copyrights, etc.:
The House billl deals with the problem of U.S.-developed patents,.
copyrights, and exclusive formulas and ¥1focesses, which are exploi d
abroad free of U.S. tax by controlled foreign corporations, by sub-
jecting the current income generated by suclfx rights to current U.S.
taxation, - | T T e e
This requires a determination of the amount of income generated
by the use of patents, etc., an admittedly difficult problem. . It would
be more appropriate to handle this problem at the time the patent (or
any like property or right) is transferred abroad. _ o
_Thus, it coulti’ be provided that the 'sale of such a U.S.-developed
patent to a controlled foreign corporation would result in ordinary .
income, rather than capital gain, as frequently occurs under present
aw. . . o . o
" A somewhat longer statute of limitations could be provided to in-
sure that the valuation of the patent at the time of transfer is a fair.
one. . : : o : o
If the patent is licensed rather than sold, the transferee of the patent
is under current law obligated to pay a fair royalty annually in return
for theuse of such patent, . ‘ . . L
This approach should effectively eliminate any abuse in this area
since all U.8. patents would be transferred abroad in arms-length
transactions producing a full U.S. tax at the time of transfer or on
an annual basis. ‘ , o , B
It would make unnecessary the determination of the amount of in-
come generated by the use of patents, etc., as under the House bill.
2. Refine coverage of foreign-base company provisions: The cover-.
age of the foreign-base company provisions of section 13 should be
modified to insure that all tax-haven transactions are reached and also
to avoid unintended coverage of non-tax-haven situations, =~ °
Thus, the omisgsion under H.R, 10650 of income received by tax-
haven companies from related parties for rendering managerial, tech-
nical, and other services outside of the country of their incorporation
should be corrected since this is a signifiéant, form of tax-haven income.
*Also, the coverage of tax-haven sales income requires technical clari-
fication to insure its application to. commissions of companies acting as
sales agents, "~ v oo F T AT S
" On the other hand, the base company provisions of section 13 now
treat certain kinds“of actual operating income as passive income and,
therefore, subject to taxation to the U.S, shareholder. L
Thus, rentals, Yoyalties, and'intérest' may constitute active income
to businesses such as shipping, leasing, and financing companies.
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Pheso types of income when they ure the income of un operating voms
pany ghould not be trented as “passive ineome,” and, neeordingly, an
z\ppmprlm\s axception should he made, \

Howover, this excoption shonld not extond to tux=huven slitvations,
wa for axample, whon rentals are voceived from n relutod party for
the e of property outside of the vountry of meorporation of the
mci)’)im\t-» _ ‘

Wo wonld also suggest. that, thera by an overadl axcoption {o deonl
with sttuntiona whera a controlled forelgn corporation covered by the
provisiona of tha LT hos not boen wvatled of to avold taxen.  Such n
PMrovigion was contained in the ravired draft of tax-havon loginlation
whioh we submitted to the Honse Ways and Mouns Committeo, and
wa feol it would ba destrable from the atandpoint of adding flexibility
to insue & fate application of the buke company ineoms provisions
in the eases wheve !t. s nevded,  For example, & subsidiney incorpo-
vated in one countey but condueting n anles oporation in o second
conntey may pay full taxes to tha seeond eountey 8o that its placo of
incorporation does not vegult: in the avoidanes of taxes.  Finally, there
ane cortain ghipping activities which present apooial problams for
which exelusions should b dovelopaed, ' ‘

8 Limit antidiversifioation vale: The Touse bill dentes the usy of
deforval to new businesses in developed areas,  Barnings invested in
a trade or business that was not in operation on Docember 81, 1002, or
that has not hean in aperation for § yeara would not qualify for do-
fovral.  Our profovence that deforval bo eliminated for all profits avis-
ing in developed areas, of conrse, would obvinta the nesd for this pro-
vision, Towever, if deforral is not eliminated, the provisicn should
he moditted to wmake elear that it applies mﬂ‘\’; with respect to tho use
of carnings from a business presently on{ny ng deferral and that it
does not apply to the carnings of & new business stavted with fresh
capital from the United States.  Also, it may ho deairablo to indicato
with wmore dofinitencss when a trade or business will bo considered
to have been condueted for a 8-year poerviod or since Dacomber 81, 1062,
by substantially the same intevests. - ‘

4 Eliminate provision for reinvestment of davelopod aren tax havon
profits: T renew my prior suggestion to modify the deduction for rein-
wvestment in less developed countries to provent o “pour over” from
developed countries.  Permitting the profits of tax haven companies
in dove\o*xwd aveas to escape ULS, taxation might unduly oncourage
the unse of such tax haven companies and would bo inconsistont with
the basic poliey of eliminatin J(\fol‘ml for such operations. .

Our view is that the soundest approach would be to provide that
thers would be no reinvestment deduction for any tax haven profits
exeept for dividends and interest derived from related companies
carrying on an active trade or business within a less developed country.

Tn this connection, I would suggest liberalizing the types of prop-
erty which would qualify for the (feduction as well as the conditions for
reinvestment. For example, it may be that substantial minority stock.
interest should qualify even though the foreign corporation is not U.S.
controlled. / ' o

Consideration should also be given to allowing certain forms of debt
obligations to qualify. The time within which investiments must be

"
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mude is mueh too restricted under ssstion 18 and provision for a longor
period would bo desirable,

b, Ldboralized rules for reinvestmont of enrnings of opseating
com*nmies in less-;lo*velo%md nrens ! As o concomitant of my last sug-
gestion,y 1 would propose to liberulize the use to which enrnings of oper-
nting compnnios in loss-doveloped eountries may be put, 1 1ecom-
mend that thore be comploto fresdom ay to the munner in which such
uut'ningiu muy by employed, T'o insure that this privilege is only
granted ln approprinte eirouinstances it will bo necessnry to restrict
the sompanies quull-fylnfg to thows having substuntinlly all their in-
ome from such countrivs, In this connection, liberal rules as to
wouree of incomo would be provided, so that such companies can
murkot their products or purchase matorialy outside less-developed
countries and still qualify as operating in less-developed areus, It
should by pointed out that operating compunies not qualifying for
the lws-developed country reinvestmoent privilege would have re-
stricted roinvestment privileges rogardless of where their earmings
wore roinvested,

6. Nonapplicability to possessions of United States: All corpora-
tions not incorporatod under the lnws of the United States are treated
un foreign corporations for purposes of the Internal Revenue Code,
Ax w consequonce, corporations incorporated under the laws of pos-
gessions of tho United States technically might be classified and
trentod uy controlled foreign corporations under the present language
of the bill. 1 would recommend, however, that such corporations not
bo tronted ns controlled foreign covporations, since the possessions of
the United States, principally Puerto Rico and the Virgin Islands,
are not truly foreign wreas and Yrosent, s[‘)ecial problems under
U, tux law which ean best be handled outside of the context of the
trentmont of controlled foreign corporations.

B BUGUESTIONS WITIL BESVEOT T0 FEOHNIQUE

1. Modify definition of controlled foreign corporation: We recom-
mond modifying the definition of control go as to limit somewhat the
coverage of foreign corporntions classified as controlled foreign cor-
porstions, - Perhaps the most effective way of doing this would be to

ywovide that in determining whether more than 50 percent of a

oreign corporation is owned by U.S. persons, only U.S. shareholders
owning at last a 10 percent interest are to be counted. This would
eliminate, for example, the possibility of coverin& certain forei
corporations more than 50 percent of which may be owned by U.S.
persons but where such ownership is so widely scattered that there is
no U.S. group in effective control, Also, some modifications in the
constructive ownership rules would seem desirable to acl.ieve a more
limited coverage.  In particular, we would recommend that U.S.
shareholders not be treated as the indirect owners of stock owned by a
corporation in which they have an interest unless such interest is at
least 10 percent. - :

" 2. Recognition of losses: It would seem desirable to provide for

reater recognition of losses of foreign subsidiaries than is effected

y the House bill. Thus, some provision should be made for allowing
losses of a foreign subsidmy in 1 year to offset its profits for another
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year .which otherwise would be taxable under section-13. It would
also seem desirable to make cortain changes in the mechanies for tax-
ing constructive distributions to U.S. shareholders. Some of these
changes would enable the losses of intervening foreign corporations
to offset, the guins of subsidiaries of such controlled foreign corpora-
tions. ... . . o - :

3. Computation of carnings and profts: Some concorn has heen
oxpressed over the problem of computing the earnings and profits of
o controlled foreign corporation that would be taxed to 17.S. shave-
holders. We shall provide clear administrative regulations to assist
taxpayers in computing the earnings and profits of foreign corpora-
tions in accordance with the rules which have been developed for
domestic corporations. We will permit the foreign corporations earn-
ings and profits to bo computed with the benefit of elections similar to
those which are available to domestic corporations.

4. Foreign currency restrictions and blocked income: We are aware
of problems taxpayers have with foreign currency rvestrictions and
blocked income and provisions should be made to take care of these
situations. Thess problems arise under present law in connection
with branch operations and administrative guidelines have been de-
veloped in the past to deal with them. Problems under the House
bill will be somewhat different than those dealt with in the past but
it is believed that these matters can be handled satisfactorily through
establishment of 1ules which are similar in nature.

5. Reorganizing foreign corporate structures: Taxpayers have in-
dicated a desirve to reorganize foreign corporate structures to nccom-
modate to the legislation. I would like to state that it would be the
policy of the Treasury to view sympathetically applications of tax-
payers for rulings under section 367 which are required in the case of
reorganizations involving foreign corporations. 'We contemplate that
such advance rulings could be made available relatively freely, except
in situations where such arrangements involve U.S. tax avoidance,

" LIQUIDATION PROVISION (SEC. 16)

In my prior testimony, I suggested reconsideration of section 16,
dealing with the liquidation of or sale of stock in controlled foreign
corporations. The hearings and discussions with private groups have
confirmed our view that this provision should apply only to earnings
for taxable years beginning after December 31, 1962, In addition,
technical amendments are needed to coordinate more closely the treat-
ment of sales of stock with the treatment on liquidation, including the
allowance in appropriate circumstances of a foreign tax credit on
sales of stock. , T :

"Further, we recommend that the impact of the section on in-
dividuals be mitigated. Unlike a corporate shareholder, whose tax
will be limited to 52 percent less a foreign tax credit, the individual
would be taxed at rates up to 91 percent and no foreign tax credit
would be available. Two meritorious suggestions have been advanced.
The first would add an averaging provision to the bill. This would
be similar to that involved in the foreign trust provision, which per-
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niits an individual to reduce the amount of tux on a distribution by
treating it as if it had been distributed to him over the period of his
holding. 'T'he second would give the individual shareholder the alter-
native of limiting hig tux under section 16 to a capital gains tax,
provided that at the snne time he pays a tax equal to 52 percent of
the earnings of the corporation less any foreign tax credit. The
mechanics of this will work out so that the shareholder pays 64 per-
cent overall (52 percent plus 25 percent of 48 percent) and is in exactly
the same position as if he had had a domestic corporation which had
paid its full 52-percent tax and which he had liquidated or sold at
capital gain rates, ' ’ ' :

INFORMATION Ri‘iQUIREMCENTS (8EC. 20)

Section 20 of the House bill needs some modification. For example,
changes are needed to prevent the provision from applying to foreign
corporations where there i3 no substantial U.S. share ownership. %lt
should be made clear that U.S. officers and directors of foreign com-
panies where thero are no substantial U.S. owners need not sup{)ly
mformation as to such companies. Likewise, it should be provided
that domestic subsidiaries of foreign parent corporations will not be
required to supply information about non-U.S. subsidiaries of such
parent corporations. Finally, it should be made clear that as to all
aspects of section 20 information will be required only as set forth
in such regulations as are in existence on the first day of a taxable year.

FOREIGN INVESTMENT COMPANIES (SEC. 15)

Further study.of the foreign investment company provisions with
representatives of such companies indicates that a number of minor
technical amendments should be added to clarify and improve their
application, For example, an increase should be madé in the time

ermitted for reporting undistributed capital gains to the share-

olders. Also, provision should be made for a ;l))ussthrough of foreign
tax credit to the shareholders for taxes paid by the foreign invest-
ment company. :

Finally, with respect to the overall problem of foreign income, I be-
lieve that the hearings have shown more than ever the need for and
the appropriateness of legislation to establish equity in the taxation
of such income and I hope that the committee will agree with this view
and act accordingly. . :

. :  CONCLUBION

In conclusion I wish to express our appreciation for the extended
effort and careful consideration which your committee and those
testifying before it have already given to this legislation. . As your
consideration of the bill progresses, we are at your disposal to work
fulrther with you and your staffs in any which you feel may be help-

ul to you. L B

Tlm‘?\k ou, Mr. Chairman, ‘

I woulg also like to submit a revised memorandum and table to
replace materials which we submitted earlier and which appeared at
pages 450 to 452 of part 1 of the committee hearings. This material

82190--62—pt. 10——2
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shows “Total Tax Collections as a'Percent of GNP and National In-
come, the United States and Foreign Countries.” I believe it would
be desirable to have the revised material, which corrects some errors
m the earlier submission, placed in the moord

(Tho materml referre(i to follows ) o ' s

'l'(Yl‘AL TAx Commrlons AB A Pmom'r or GNP AND NATIONAL INCOME, THE
Um'mn STATEB AND NINE I‘om(m Coum*mss .

Attached is a:table showing total tax colléctiony as a percent of gross na-

tional product and pational income.,in 10 countries. . The.ratio of income and
wealth taxes to total taxes and to national income is also shown. This table is

based on data from national account statistics, compiled by the United Nations.’

The definitions of terms used in the table follow:

(1) Gross national product is equal to the market value of the product before
deduction of provisions for the consumption of fixed capital.

'(2) National income is the sum of income acerulng to factors of production
betore deduction of direct taxes,. -

- (8).Total taxes shown in the table include lndlrect and direct taxes on cor~
pomtions, - households, ‘and nonprofit {nstitutions.

(4) Income and wealth taxes include direct taxes on corporatlons, households,

and private nonprofit institutions. - Social security contributions of both employ-.

ers and employees are Included in direct taxes. Excluded from income and
wealth taxes are taxes on goods and services which are chargeable to business
expense and taxes on the possession or use of goods and services by houséholds.
Bxamples of such taxes are import and exort duties, sales taxes and motor ve-
hicle license fees. Real estate and land taxes are included in indirect taxes
(and hence are excluded from income and wealth taxes) unless they are con-
sidered administrative devices for the coliection of income taxes.

This table shows that the ratio of taxes to GNP and national income is higher

in six countries an in the United States. Only in Belgium, Canada, and Japan
are taxes a smaller proportion of GNP or national income, The United States,
Sweden, and the Netherlands derive the highest proportion of their taxes from
income and wealth taxes, The ratio of income and wealth taxes to total taxes in
the other seven countries is considerably lower than in the United States. :

The Netherlands has the highest ratio of income and wealth taxes to national
income, followed by Gerinany, Sweden, and the United States. These countries
are followed by France, the Unltea Kingdom Italy, Belgium Ganadn, and
Japan, in‘that order.’ .

These rankings differ sharply from those shown in the lnst two columns ofA

the table, taken from the September 1961 issme of the First National City Bank
letter., Asg the figures in column 9 show, when central government tax collec-
tions alone are taken into account, the United States has the highest ratio of
taxes on income and capital to total tax collections. This country derives 86
percent of-tax revenue from these taxes while Canada, the next highest ranking
country, derives only 60 percent of tax revenue from the same sources. (In-
come and profit taxes, death dutles and est,ate and gift taxes are included in
taxes on income and capital.)

The ratios shown here are less slgnlﬁcant than those shown in column 8.
This is so for two reasons. In the first place central government revenues alone
are considered. In the United States State and local governments rely heavily
on indirect taxes while the central government relies primarily on direct taxes.

In many countries the central government collects the indirect taxes levied in

this country by local government as well as individual and corporate mco:ne‘

taxes lovied primalily by the central government in the United States.
- 8econdly,: the comparigon of income and -capital: (or income:and wealth)
taxes to total taxes is less meaningful than the comparison between those taxes

and natlonal income. The former gives no indication of the rate structure of.

taxes mor of their incidence. 'The latter shows what proportion of the income
earned by factors of production is left to their own disposal. * Although taxes-on
income and wealth as a percent of total taxes are higher in the United States

than in West Germany, the ratio of income and wealth taxes to natlonal income -

is higher m Germany than in the Unlted States

e




RBVENUE ACT OF 1962 4259

Total taw’ collcctions as a percent of GNP and national inoome, 1959 (tncludes
State and local tawes)

(1) 2) @ 4 ®) RONENG) ® [ @ (10)
’ o Inwme . | Taxeson| -

P Income and - income

' Taxes as and - wealth * | and capi-

Taxes a3 apercent wealth taxes as tal a8
Country a})eroent Rank| ofna- |Rank| taxesas |Renk|a percent |Rank cent |Rank

. of GNP tional - apercent of na- . o(oenttal i

' income of total tional Qovern-

taxos income * ' | ment tex

B : i revenue !

B ” T T
23,1 9 31.1 ‘9 - 59.0]. 4 18.3 8 . a9 7
24.3 8 32.1 8 ‘46,71 10 150} . 9 - 680 2
AN00 33.3 2 421 L1 48.2 -9 - 2L.38 5 31 8
Germany, F. R-.._ . " 83.4 1 © 43.0 2 " M4.5 ] 3.4 2 -2 10
It 329.0 5 37.0 3 51.8 7 10.2 7 - 28 9
10.0 10 - 23.8 10 4091 8 11.¢ 10 51 6
20.1 4 35.4 5 66.5 1 23.5 1 54 34
e was Bl 5| ‘mi 4l 2ol i milc g o
om_.| - ‘ . - 83, . ) :

{wd szaws ...... 26.7 7 //az.s-»-r"*v-eona. 2 21.56 | 34 1

vioedata, ' { ‘ ' ' L ‘
‘In the Unlusd Nat!]%nsso e ﬁ clal securlty taxes for Italy arenotincluded, “hose data were obtained
o )

3 Estimates of nation -the.consumption of fixed odyjtal; the total shown

therefore relates to than national income. .
he U, Bt 8. tax collectionsYer 1959 as $129,091

milljon. ‘This fncl es $43,646 milll nd ; lion in direct taxes. .The Burvey
of Current Busin v 1961, hag. & o Btates for 1059 as $124,683 million
including $83 b et & Non-tax Governmekt reoelpts an
Federal grants-| Using the Survey of Qurrent
negs figures ¢ centorgro ihtional productand 31. 4Xe

come. Inoom d
percent of natjonal income.

Bources: (1 United Nations, Yearbook ¢

6.4 pereent of total \axes an

:\@) German tax data from

Deutsche Byndesbank, Montl'lly Report 7 BN 8 anee data from éency for
Internationag] Fognomic Dgta k of of Europe, table D-2; (8) olumn 9
from First N d y =) 100."

The .

As thq Chair u endations you make thxs

spect to the House hen yo S
Secretary Druron. That 1S COPTE . Thefe are in
addition. ¥xcept as modifiéc < . endatlon which I
made today,\gll the othd i : made in ofir omgmal
statement stand, ! . ‘ - T o
The CHAmRAMAN,_And the committee is to consider 4t in the state-
ments you have made today you have modified te”some extent the
recommendations of your first appearance., . SO

Secretary DrrroN. That T '

The CaAmrmAN. As the Chair has announced Senators who dldn’t
have an.opportunity to examine the Secretar} when . he was here
before will be called first. ‘ .

-The Chair recognizes Senator Long. : o

- Senator Long., Mr. Chairman, I want to thank you for the applma-
tion of that Bibliesi rule, the last shall be first. I regret I couldn’t
have been here at the previqus meeting. S e

Mr. Secretary, I believe that there was some unduo a]arm among
some of the business community about tyour statement on April 2
when you agked for a change in the rules for computing the tax credit
on foreign investment income.
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You oited o flow of short-term funds to Canade and I beliove you
are correet in what you roecommanded with regard to thut,

According to your testimony contanined on )lmgus 108 and 104 of the
recotd, aned in greater detudl al pago 248, this chango is intendoed to
cover short-torm investiments nbrond,

Am I corroot in my undorstanding you do not intend this chango
to apply to dividends received by o U8, corporntion from wnother
corporation, domestio or foreign fu whieh 1t owns at, least 10 poreont,
of the voting stook{

Searetary Dinvon, 'That s ¢orreet,  No, It would not, It s only
meant, to handlo this ono specifio shovt-torm problom which 1 de-
serthod inmy April 9 statomont,

Sonator Tona, Would I also be corveet in understunding that. you do
not. intend this ehango to apply to interest veceived from inveslmonts
in guoh afitlintes?

Seeretary Dinton, No, it would not apply to intorvest recoived from
such afitlintes, )

Senator Fona, Now, do you intend this chango to apply to interest
vevivod on o load mndoe to o foreign customer to secure an outlet for
products to bo sold to the lendor .

Seovotary Dinron, No,  This was only moant to apply, in offect, to’
pasaive funds that wore transforved abrond for the specific purpose
of taking advantage of this situntion in the law whore there is an un«
used eredit which allows totally tax-free troatment of the income from
such passive tunds by investment abrond, -

Senator Lona. I have beon informed by some corporations oconsion-

ally that thay are _m‘\\imd to buy bonds in a Latin Amerionn country.
They are not. partioularly anxious to buy them, but while they have no
enthusiasm for the purchuse, ns a matter of good will in the country
thoy are move or less compelled to doso. ~ =~ - - '

And I take it that you would not intend your recommendation to
apply to that either? , l Co '

S mmr¥ Duoxn, No, v n '

Senator Lona. As long as it is limited to that, I think the recom-
mendation should receive complete support. At least I would expect
to support it. .

Now, I would like to know how you believe this bill will affect the
x‘u[nhrgt:f American companies to do business within the Common
NMA ' ' : C

Secretary Diron, It is our feeling that this bill should not have
any major effect on the ability of thess companies:to' do business in
tho Common Market, -~ -~ - 00 - o0 L

We have to look at this in two ways: First, there is our recom-
mendation that there be complete elimination nt deferral in develop-’
od countries. This would mean that our companies -opemtin% In
the Common Market would have to pay soméwhat higher taxes in a
number of countriés than their competitors. . In che la iof these-
countries, the statutory tax rates:are closa:to: or equivalent to ours,.

X understand that the eﬁectiv‘érrate':adtuall{ goe.id‘ie gen-
erally less abroad; so that even in those cases there would be'still some ¢
ldam mid% R L N T I P

NELEEIN AR
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Wo don’t. think that this extre tux on profits, which would not he
lnvgo—-u difforence, on the averago of I»ogwwxx 40 to 46 percont, and
82 porcont~-would roally mnke any vory serious difforence,

0w, the other aspect of the bill iy the tax haven sspect, and there
nguin wo feol that this should not enuse any renl problom becanse
nlthough w fow foreign compunios do mako use of tax havons, this
vory widesprond use of tax havens s essentinlly an American
shonomoenon, 1ff American companios could not use themn, they wonld
itmt ho put on n more ov less cquivnlent busis with most of their
oreign compotitors,

Sonntor Lona, 1w frank to suy, Mr, Secrotary, of all the pro-
tosts 1 have henrd on various aspacts of this bill, I haven'’t heard the
}h'ub compluaing about the sectiony in this bill designed to strike at tox
uvons,

As i muttor of fact, I think oven some corporations which are takin
advantage of tax haven situations freely concede that the loophols

should bo closed and I conge 1 for your activities on that
purt of the bill, ‘
. But there nve o mericans who feal that~they are already at

somothing of w cpffipetitive dikndvantage in denlinpin the Common
Murket becnusgp/those countrios tmxi*bajmfor their oWy corporations

and that the overl gronter. disndvantage as a result

e .
T beliove/that you(hﬁ'vo nlso|heard\at 19&) some expressidn of such

Socre r)'r DirroN, i - yes~But I gm ot award of any
caso where thoso countries r'{]mir Wn mEsmps a8 against a
forolgn-pwned subeidiary, /sy an ‘Ameriegt subsidiary, opbrating

within gheir courftryy; do: ttﬁiﬂ_k that ¥lley are At a diss ntage
now at jall, SN el SR - ‘

- T think many America\ tompan use of their ter] use of
tax havdns than 1p the with n competitors getually
have o nin advintagé no o

- Senato ) ther
wlio feel that they are mukmgw

Jommon Maqrkot countriess” While\you may feel you are mproving

otr balance of-paymenta_gituation ywith ill, these gorporations
)}(ls]i?ve insofat\gs you diiscogngoi‘ erwm from: }nv ting ttaha’tt’ in
the long run yoihgre going to make yotir balance-of,paymeits gitua-
‘tion wogrso tather thapn better, This 1;; based on the
jiu the short run they would tend to upset y b
the long iun those investmemts-would-he ,

I wonder what yourreaction tothatist ~ SRS

. Secretary Dirtox. Well, I think it ¢ertalnly.is trua that no Ameri-
can company would make an investmént overseas unless it felt it was
roing to make a profit. The only time it would be: wrong is when
there is & mistake in.business judgment and it.doesn’t turn.out.

"And certainly in the long run they wauld tend to bring profits back .
to the Unjted States to let,their shareholders share in those profits. -
1 .The real problem that we face from the:balance mymm_w point
-of: view .is demonstrated by the best study. we can make of this situa-
tion, which was'contained in exhibit IXX accompanying my earlier
statement. ' ST ‘ ‘ /

reent profit dealfng in the
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U haven't heavd any testimony thnt convineod moe (hore i nnything
wrong with i T fuet there has boen vory Httho tentimony oppone
to it Thin stady indieates tint. {6 would e somw 12 or [h yones nfter
enrrent investments wern mnde before the vetuen flow woukd conpen
gt for the finvestmonta, "Therefore, wo e nnd wonld in badunea. of-
padmenta ditfendties for that. peeiod,

The faet s that wa have one bdunee of-puymenta troubles now,
not 10 yores from now, "Phat i why wo think that this change would
b helptul now from tha bnlnnea-of-pryments point ol view, 1 think
that i one of the very fimportant reasons supporting this pueticulae
proposal,

But T eertnindy convedw thnt over a vory long period of thne fnvest -
ment ghondd help the bnlanee of paymenta,

The faet of the mattor ts that Today we have whoat #60 billion In
oversen investimenta, diveet nnd other s and wo nre reesdvbg from thn
about ®3 hillion n yenr ininterest. and dividends, Bt we are rein.
vestin 'inst abont tha same nmount. eneh yore, go tht wo are not. gol.-
ting at the momant any net. plus factor from onr hadanes of puyments
out. of thant alvendy vory bip tnvestinent,

Senator Lona, Hhas boon avgued thad. while §t s tene that the tax,
(ha immedinte taxation of these profits, would tend to encortrnge o re-
e of the profits to the United States vather thinn the lenving of them
over there, that. by the same token it would discourage the investmont.
of those funds over thowe which in many eases would make it mory
difftenlt to marehandize Ameviean produets,

M oother wonds, there awe a ot of the investiments over there in
thewe foreign conuntvies, which are investments in mles outlets and
distributorships and vavions and sundey undertakings to sell Ameri-
aan-nade produets,

Do vou reeognize that to some extent this might discourage invest-
wents which help to inevease the flow of Amervican products into those
mavketst

Seevetary Diron, Possibly,

The figares in the vory caveful study in oxhibit. TIT that. was mnde
on this point indieate that, as 1 veeall ity for evory doltlar invested in
Wastern Europe at this time we get a continuning {low of exports of
ond kind or another worth about 8 cents a year. T have heard no
eviticisnt of these figures,

Ko, it 1s not a very big amount, and in addition, there is indieation
that this dollar cveates a certain amount. of imports into the United
States which would further reduce that 8 cents,

o, while there may be somo net flow, it i not as largoe as it has been
portrayed.

Now. again, these same figures, which arve all Department. of Com-
merce figures show a totally different situation when you talk about
mderdeveloped country investment becanse there a dollar invested,
creates an annual flow of exports from the United States of somewhers
between 40 and 50 cents. This is natural, because in the underde-
veloped countries they don’t have available the spare parts, the semi-
manufactured materials and the various other things that are nceded
to run the business, so they have to get them from the United States,
whereas in Europe they are available, so they get them there.
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Nentor Lonva, | owould like 1o direet your attontion to the snter-
finment seetions of the billy and those start on pages 27, and they go
Cheongeh prge 80, on ol prgre 52,

"I'hin weetion sinrts onf. wi(‘n ngenernd ruley and -

Seerotury Dinson, Tam just getting o copy of the hill,

T'hunk you,

Somtor Lona, And incidentally, 1 would welcome any assistance
you might want. from your staft on this beenuse 1 think this is not an
CILHY (uestion (o nnswer,

P would ke (o have ns full an aossver ns T ewn obtain to it Hosinrts
ont with w general ralegon prge 27:

No deduetion otherswine allowihlo undor thg chnptor shadf bo allowed for any
netlvity wlth respeet to an getlvity whileh o of the type goetieradly constdored (o
cotrtibnte entertidnmoent, wisisemoent, or reeventlon undesy the taxpnyes euatih-
Hehoes the Mo or thnt the Hem wis tflrm'!ly relnted 1o the active conduet of the
ey er's teado or buslness,

Now, thut is the general rulegns 1 understand i,

Seeratnry Divton, Right,

Santor Tana, H he enn establish that. entertaimment. was directly
rehuted (o the conduet of his trade or buginess then it wonld be deduet -
ible, "I'hen you come down (o the specific exceptions on puge 30,

Now, thess nre exeeptions that. would clearly be (l(w(ucl,iblu and it
inehudes businoss mendsy food and hevernge for employees, expenses
trented as compensntion, nnd reerention ux‘jn-,nmm for employees und
reimbursed exponses, employee und stockholder business meetings,
mootings of business lengues, ol ceterny itemy available to the public,
ontortninment sold to the publicy nnd interest, taxes, and casunlty losses,

What 1 would like to know is what illustrations can you think of or
cnn your staff give us as illusteations here of items that would be
covored by the general rule, items of entertainment. covered by the
gonoral rule which are not contuined in the specific exceptions,

Seeretury Dinton, Well, this would apply, as a general rule, I think,
to tho great bulk of entertaining,

When you ontertain either customers or would-be customers, or peo-
ple that yon think would have some connection with getting business—
which ig the general type of thing that the abuse congists of-that
gort, of entertninment would he covered completely under the general
rulo,

"The specinl rules wore only designed to cover such things as, say,
food and beverages for cmpf;)yuzs, where you have a cafeteria, in a
propoerty cv factory where you serve your employees regularly.  You
might have o man come in and eat lunch there where a Tunch costs 60
conts. It didn’t make any sense to disallow that.

The othor specific exceptions are similar. The most important one
is the business meal. 'We believed there should be an exception in the
frequent case where individuals who are conducting business negotia-
tions go out to lunch or dinner together, They may have been ne-
gotiating all morning or afternoon in the office, they adjourned to
some place for a meal, and they continue their talks in an atmosphere
where they can continue them. We feel that that should be a de-
ductible expense because it is truly business in character.

But any other kind of entertaining would come under the general
rule, including theater tickets, night clubs, meals that are not in the
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Bawinesr tdireuraion nven sueh us where you have big cocktnil partios---
thinga of that. nature,

Sonntor Loxae My Reeretatyy 1 have given w 1ot of thought to this
problom und 1 guess E have votsd on both sldes of the antertabnmont,
rulo vo 1 guess T oan gt into the posttion of veally seelug both sldes
having voled both ways |'|uugh|m", andd Franlely, the one Chought th
vevtts to mo nbout this is it sevine to e s Hmnrt it might bo quite an
impozrition to inedat that. for n pason to he able to dwﬁwl. n busdness
mead ho mnat havo digoussed business at that. thine,

Now, juat to give you o personal oxumple, 1 enn roeadl one thne
when o fallow was worried about the mindmn wage aifeeting his busl.
ness atd ho invited my wifo and Lout with him and 1 thought, he was
g\)h\'t to dreive me wild talking about that matter, and L hope 1 never
Baw him agmin,

That 18 n poor way to antertain when people baudger somo poor
follow and dvive him wild talking all night ahout thele problem
ITaughter]s it seoms to me as though they would do much botter to
genarate some good will and then at an appropriate tiime bring the
mntter up.

Nm\‘w«»»—-:gt,m\mm\v].

Sonator Gork, Will the Senator yield ¥

Sanator Tong, Yes,

Senator Qore. Lot puss n Senatovial rule, | nughtor,]

The Crramaran, Would the Senator indieate how it is golng to gon-
evate that good willt | Taughtor,)

Senator Faxa, T it weally the intent of this bill that. for n person
to bo able to deduet. for entertainment he actunlly has to got o tollow:
in the corner and talk to him about his business at u particular moul
where he is entertaining '

Seeretary Dinran, No, speeifically not,

The business meal provision talks about surroundings and type of
& meal, in other wordsg, that you have businession at it} it is tho t.y‘m
of place that the people you are talking to are peoplo that you actually
do business with, ‘

In the veport of the Ways and Means Committee, which olurifles
this, there is the Mat statement that there is no requirement in this
om{)tim\ ‘that business actually be disoussed, bhecnusoe obviously it
would go too far to try to have a person keep n record of exactly what
he said at avery meal. The samo group of business poople literally
may have, as I said, discussed buginess all morning at a conference,
moved across the street and taken an hour’s hreak, and then came back
to work again without disoussing business at lunch, . J

That should be deductible as part of the whole thing, -

Senator Loxa. I know as a lawyer that the general rule is that
lawyers are not to solicit business, o B

A fellow, for example, can’t put an ad in a newspaper. He can
send out a lot of announcements that he'is going into busineds.  But
the most snccessful lawyers find ways of very subtle solicitation, that
has been my opinion, even though they are not supposed to solicit.

For example, when a fellow happens to know the manager. of a

tion that is going to be doing business in his area, if he has
any excanse at all to meet him socially, the first minute that manager
steps off the airplane the lawyer is out there to receive him and be of
belptohimif he can.
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And while lnwyers might deny that they wre soliciting at that, point,
ms o mabtor of fuely thoy arey thoy are looking for business, Aud do
you rosognlze that thut is puet of the expense of doing business ¢

Sooratnry Diaon, 1 upont nmni/ yewrs in the investinont lmnkinﬁ
and brokorugo business and they have to got business, too. 1 thin
thore Is a gront similurity in the way this is done,

But, wo folt. that there nre cortninly ahuses hore and « line had to be
drawn soniowhore,  "T'he clowrest, 1l)hu.:u to deaw the line is where there
I ontortaimment of w type which iy pesrsonaly where the follow giving
tho ontortalnmont gots some porsonal ploasure out of ity and the person
lmiw,( ontortained doos also, 1t tho oxpense of the Govermment,

o don't, considor w mowl 1o bo n problem-—that, jg an oxdinary thing,
But when it comes to golng to o prize Oght or something like that, we
Juat don't feol that the Government should b vequired to bonr the
I‘lm‘sight of puying for the tickets, ‘LChat is the theory hehind this
thing.

H«ﬁml,m' FLona, Of course, the Government. wouldnét be lmnriupi the
froight, of puying for the tickets if it didn't have the rate so high
that. the Governmont is the big partner with the other fellow getting
the small end,

I the man was more than o B0-porcent. pariner with the Govern-
mont, ho would bo benring his own freighty it seoms to me, and gome-
timos 1 thinlk that might provide a better answer,

Seorotury Dinron. Woll, all these problems are affected, of course,
by the very high rates of personal income tux presently existing.

Sonator Lona, 1 hos)o one of these days we will have a recommenda-
tlon from you that we have reduction in these upper rates. It wouldn’t
cost much, and it would, X think solve a lot of your problems of people
who spond move time worrying -about taxes than they do worrying
to mako their businesses succeed.

Seoretary Dicron, We have stated we intend to do that next year,
and the P’resident has so stated.

But wo stated that when we do make that recommendation we feel
it should cover the whole income tax stucture from top to hottom.

Senator Lona. As you know there have been quite a few of these
witnessos who have testified that they find it difficult to reconcile the
languago of the bill with the House committes report with regard to
ontertaininent oxpenses and obtaining good will,

What is your attitude with regard to entertaining customers at
theaters, night clubs, ball ﬁames, and matters of that sort?

Secretary Divron. Well, I think under the committee report those
types of things would be disallowed. Of course, it was our original
view that they should be disallowed.

The difficulty is in writing general language. This was discussed at
groat longth in the House committee, and 1t was a by all con-
cerned. that if you wrote general language such as this into the law,
the language could be interpreted in all sorts of ways and would lead
to all sorts of conflicts. Accordingly, it would be necessary and very
important to haveé & committee report that rather clearly set out what
the intent of the committee and thé Congress was at that time. :

And I would think, if this method i8 followed rather than the
method we originally suigested, that o far as the Senate committee’s
report is concerned it ought to be equally specific.
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Senator Lona, Tt seems to me, My, Seeretary, that a lot of this
ontortainment. should properly depend upon what. is oxpected or what
the general practico in the trade or profession happens to be and a lot
of it would have to depend on the circumstunces.

It a follow camo to Baton Rouge, La,, where T practice lnw, even
if ho was one of my best clients, T wonldn’t expect, he wouldn’t expect
me, to tnko him out.to a theator,

For one thing, wo don’t have a theater, (Laughter,)

But if T wore a successful New York businessmuan who had had
tho good fortune of getting a number of contracts with a mujor cor-
Yornti(m, and some follow from that corporation visited New York and
I know him on o personal busis, it seems to me it would be sort of ex-
pected that 1 should take him out to o New York play and try o find
soma tickets for that pluy.

I am suro you have experienced somo of tha same problems with
regard to somo of your clients in business, haven’t you?

Seeretavy Thiron, Right.

Senator Tona, Thank you very much, Mr, Seerolary.

Seeretary Diron, Thank you.

Tho Ciramaran, The next. Senator is Senator Bennett, who has not
yet examined the Seeretary,

Senator Bexyerr. Good morning, Mr. Seeretary.

T apologize for being Tate. T have been al another hearing and T
am o littlo out of breath, '

Muv. Seeretarvy, aftor we finish with the tax bill, we will be taking up
the President’s trade program. tT scems to me in many respects these
two bills will have exactly the opposite effect,

By the trade bill wo are encouraging Amorican businesses to look
abroad. By the tax bill we are saying, “If you do go abroad, we will
tax the dickens out, of you,” )

Throughont. these hearings, T don’t think we yet have a satisfactory
oxplanation of the manner in which these two programs can work
together for the advancement of the American economy.

Would you like to comment on this apparent contradiction?

Secretary DinroN. Yes, T think the contradiction is moro apparent
than real. In the trade hill we ave talking about the exchange of
goods, which is what trade is in the world. We try trying to build
up our exchanges of goods with foreign countries, trying to increase
our exports, We know that with that will go an inerense in imports,
but wo think that, on the whole. we will benefit by that, and have move
of an increase in exports than we will have in imports.

Movements of capital are somewhat different. All we are trying
to do here is to remove the special tax inducement that now exists
for investment in developed countries overseas.

There are no special inducements for oxports. We haven’t thought
of doing that, and in our tax recommendations we are not trying to
put rongblocks in the way of investment,

Wo think, and our estimates show, that even with the enactment
of this bill there will be very substantial foreign investment which
will continue, and we think it should continue.

We think that there isn’t any conflict. In fact, there are some
reasons why the two would go quite parallel, because as you reduce
tariffs to very low levels the local costs of doing business, including
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tnxes, become more important.  In the trade bill one section indicates,
in particular with respect to the Common Market, that under certain
circumstances tariffs might be reduced all the way down {o zero,
Without, nn equality of tax treatment, I wonld think as we reduced
turifls, there would be u tendency for business here to move abroad
and manufacture abroad for the American market,

1 don’t think most of the investment, that has gone overseas so far has
involved manufactuvers for the American market. ‘Thore has been
talk about. it, and soem of it has heen done, but I think a very small
mmount.  But certainly if you had a gituntion where thers wasg almost
equivalence and no taxes or very low taxes, there would be much
greator inducement, to manufacture abroad for the American market,
if it was folt that the taxes over there were much lower.

Senator Benngrr, Well, many of the witnesses who have appeared
heforoe the committee, representing American companies with foreign
subsidiaries abrond, have testified that the presence abrond of their
foreign subsidiaries has substantially inerensed their ability to export
itemg in their line which are manufactured in the United States, and
the inference is if the tax burden put on the foreign subsidiavies inter-
feres with their ability to sell their products, this will have a backup
effect on the products they manufacture in the United States,

I have the napression that many of them feel that this tax bill will
actunlly reduce t!hcir ability to export American-made goods. Do you
have any comment, on that,

Secretary Dinron. Well, cevtainly, the Jast thing in the world we
wnnt to do is to reduce the ability of onr companies to export because
we want to increaso exports, That is one of the reasons for the invest-
ment incentive credit i the bill—lower costs make it easier to export.

But I did comment, I (hinlc; earlier, on the only overall figures we
have on this question. I don’t take any exception to what any in-
dividual witness may have snid about {is own company. But the
only overall figures are those in o study made by the Department of
Commerco in some detail. We have analyzed those figures in great
detail,  The results ave in the oxhibit IIT to my original statement.
They indicate that for every dollar that we invest in Europe the
amount. of exports that they generate from the United States on an
annual basis is about 8 cents. This i8 not a large amount.

Wherens investment in underdeveloped arens generates five times as
much, becauso there they have to come back to the United States to get
their spare parts, and their semimanufactures and so forth., So it
doesn’t appear to us that the problem here is as large as it has been
made out. ‘

Also it ties in particularly here Lo the tax haven problem, and we
think the record shows that many people who were exporting rather
satisfactorily and then shifted their exporting activities to tax havens
have not tremendously increased their exports as a result. But they
have greatly reduced their taxes,

Senator Bennerr. This brings up the question of the proposed
differencoe in tax treatment in proposed investments in underdeveloped
countries to developed countries. :

Didn’t the Treasury first propose that all foreign profits of foreign
controlled corporations, operating in developed countries, regardless
of where invested, be taxed currently to the stockholders? :
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Secrotary DinroN. In developed countries, yes.

Senator Brnnrrr, And then didn’t you recommend that the present
tax deforral be continued in the case of controlled foreign corporations
operating in less doveloped countries?

Secrotary Diuron, That has boen the administration position. In
answor to onrlior questions, T said there is no partioular tax logic to
that {)o]ioy, but it does tako into necount the overall policy objectives
of other branches of the Govornment to help in the development of
the loss doveloped arons,

Senntor Bennerr. Is it true, nccording to the bill, that hefore a
business can qualify under the bill it must have been established 5
years or have been in oxistonce since 196219

?ecrotm‘y Dirron. That is one of the changes, When T started
today——

Soenator Bennerr, I am sorry.

Secratary Dirron. I read a list of changes and T recommended that
that be changed.

Senator Bennerr., How did you recommend that. it be changed?

Secrotary Dinron. That the 8-year period should not apply to any
business started now from the United States.

That the only place where it should apply is in the case of a com-
pany which is already situnted albroad, and which, taking advantage
of doferra), uses the money on which it otherwise wmx]ﬁ havo ]mid
tax to start a wholly unrelated and new business, Tn that case T don’t.
think it should be entitled to deferral. That is the only pluce where
it applies, '

Senator Bennrrr. So that particular objection hasheen eliminated ¢

Secretary DinroN. Protty much, I would say. I think that it was
unintended in the original drafting .

Senator Bennrrr, This wasn’t realized when it was drafted?

Secretary Diuron. Tt wasn’t realized in the drafting of that section,
That section of the bill, I think you all realize, was drafted rather
rapidly toward the end of the consideration in the ITouse, and per-
haps didn’t have the same care as the other sections of the bill which
had been under consideration in draft form for a much longer time.

Senator Bennerr. Turning then briefly to this gross-up provision.
Is tho impact of the gross-up provision lighter or heavier on income
from the less-developed countries compared with the income from the
developed countries?

Secretary DirroN. It is heavier on income from countries which
have low taxes. Now, I have seen a number of statements, a good
bit of testimony, that countries which have low taxes are underdevel-
oY(ed countries, but that is not necessarily the case. Actually a country
like India probably has higher corporate tax rates than almost any
of the developed countries. So the impact would be nonexistent in
the case of India, and there would be no effect., But to the extent
that a country happens to have a lower tax rate, there would be more
of an impact.

- However, I think this i8 equitable, and it does not involve a very
large amount, I think the existing treatment was probably originally
arrived at through inadvertence in the law. ‘ \

The basic law seems perfectly sensible. You are reg}lired to pay
a 52-percent tax and you should get a foreign tax credit against it.
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The way the original foreign tax credit provision happened to work
out was a little (ﬁﬂ'ercnt. 1 the foreign tax rate was 30 percent, you
would wind up by paying a total of 45 percent instead of 62. We
think there is no renson for this difference of 7 percentage points,
Wo don’t thinl anyone goes into an underdeveloped country because
of that 7-percent difference in taxes, and, therefore, we feel that this
provision should be changed,

I was rather surprised at the number of witnesses who testified
before you on thisg ﬂul?'ect. I think the situation was somewhat differ-
ont in the testimony before the Ways and Means Committeo, where
there really wasn't any great objection to this proposal. I think there
was realizntion that this was something that genecrally took o long
time in coming and probubly should come,

Senator BenNmT. Probably there was a greator awareness by the
timo tho bill got over hore?

Seorotary Dinron, Maybe theve was.

Senator Bennerr, Obviously, the tax systems of other countries are
not'uniform. That being so, can you say that the application of the
gross-up formula will produce equality.

Secretary Diron. Yes, That is exactly what it will do, because
every American who gots income back will have paid 52-percent tax
cither to the foreign country or to his own country. -

Senator Bennerr, But 1t might also be a part of the pressure on
the part of the foreign country to raise its own corporate taxes to take
advantage of the situation on the theory that the stockholder is going
to have to ylmy it anyway and they might as well pay it abroad as here.

X would like to move over for a minute or two on this 75-day invest-
ment requirement,

Secretary DoaonN. That was another thing which I in mir statement
said was much to short. It should be very considerably lengthened.

Senator BexNerT, But how much did. you recommend that it be
oxtonded { ‘

Secretary Dirron. I didn’t make any recommendation as to the
period of time, We felt that was something that could be discussed

y the committee in executive session, but what we were ruuning over,
in our minds was a period up to a year. : : :

Senator, Bennerr, This would ¢ertainly remove some of- the ob-
jections. Just to make the point: Corporate taxpayers are permitted.
approximately 255 days——y ' . .

ecretary Douow, Right. . . » o

Senator BeNNeTr (continuing). In which to file their income tax
return, o , L :

Seeretary DinroN. Sure; that is why we felt this ought to be length-
ened out considerably. oL ‘

+ Senator BenyNern Can you give the c_omx&i)tbee, or mayhe you have
already covered this, tpo, any information about, the criteria on which
you' :separate, developed: from underdeveloped countriest

- Secretary Dmron. No; I did not cover that. However, the bill lists
gercaﬁn countries that are the developed countries, and it was our feel-.
mgt at all the rest.of them would be, underdeyeloge . S

. p?s:toxt Benngrr, This is gust:mom ov less arbitrary selection of
countries that in the opinion of somebody at this time are considered to-
be developed § o
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Seorotury DintoN, I think it is the list of countries that are gen-
orally constdered to bo developed in the sense that they are able to enrry
on their own affaivs withont any foreign aid or spocial holp of that
Lypo.

Senator Tarmanar, Will the Senator yield at that point in order
that. T might. ask w question rolating to the snme issue?

Sonator Bennwrr, T would be happy to.

Soenator 'Taraanan, Tlow ean you have stability in the aren of de-
veloped or undoveloped countries without gome eritoria ¢

Seoretary Diaon, Well, if the committee folt eritorin wore useful
wo would have no objection to putting eriteriu into the bill,  We had
folt that thevo was n genoral undorstanding that the countries that we
nid in our foreign aid program are wnderdeveloped countries, and
thoso which we find no renson to help are on their own and are no
longor underdoveloped. ‘

Allof Latin Amorica, for instance, undeor the Allianco for Progress,
is underdeveloped, and this is o 10-year program,  We would oxpeet.
them to stay that way for at least that ‘ong. Wo would suy ul‘ of
A frien, with the exception of South Africa, which is listed in the bill,
is undordoveloped mu.l the samo way with the Near Toast and with Asia,

T don’t think in practice thore i3 any very ‘imnt difteronco, It cor-
tainly would not. be our intent that there would be any rvapid changes
in the list. of these countries, although T think the President hus the
right to designate them, .

As youn go nlong, there isa lot, of tall that o country might be shifted
ono way or the other very m")idly from time to time on that. T don’t
think that would ho likely to happen, because so far I haven’t seen very
many underdoveloped countries move out of that category into that of
doveloped countries, I would be hard put to it to name one.

Senator Taraanar. Do yon have any criteria to suggest in cage the
committes wants to put it in tho billf
: Secretary Dirron. No, not at this moment, but we could develop
them. ,

. ITwouldlike to work with the State Dopartment on that, because they
uso this concapt all the time. -

Senator Tararapar, It seems to me if some criteria are not written
into the bill it would be subject to the administrative whim or caprico
of whoever may make the decision ? '

Secratary Dirron, Well, if that is an objection, it is not o fundamen-
tal one ns far as we are concerned. Wo would bo glad to work with
you and work one up.

Senator Kerr. Would the Senator yield §

Senator TaLmanae. I would, oxcept Senator Bennett has the floor.

Senator Bennert. I will be happy to yiold.

Senator Kerr. I just wonder iF a provision could be put into the bill
that would fix it so that if a country is accopted as an undeveloped
country in that category and becomes so identified, that the identif{)cn-
tion could not be changed until, say, after a 2-yenr period from a
notification by the government of its not being in that catogory from
and after some future date, or whatever would be adequate to protect
those who had started their investments there, is that what the Sonator
had inmind ¢ : o
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Senator Tarmabur, It seems some criterin should be suggested or
olse you have no stability whatever as to what is developed or what is
undeveloped.

A businessman who entered the countr{ today might find it unde-
voloped today and developed tomorrow and vice vorsa,

Senantor Kune, 1f thoy had designated it. an undeveloped country
and o husinessman starts his investment theroe, he would know he would
bo protected for u poriod of time if they could not change it except
from and after o duy in the future of not less than £ years, we will
sny, or whutever the appropriate timo should be frora the announce-
ment of the Government that it would not regard it as an undeveloped
country heyond or on and after o day not Jess than 2 years from the
date of the announcements.

Seeretury DintoN. We would have no obection to something of that
nature, becnuse cortainly we don’t want to put. any road blocks in the
way of investmont in the underdeveloped countries heeause that is part
of our nationul obectives at thig time,

Sonator T'araanae,. I thank the Senator from Utah,

Senator Kenre, I thank the Senator from Utah,

Senator Saarnens. Would the Senator yield at that point for one
other question ¢

Senator Bennerr. Yes, .

Sonuntor Saarnens, Mr, Secretary, I am sure you are aware that
the ’regident of the Republic of 1’anuma sent a cablegram to the chair-
maun of thiscomimttes and others stating that section 13 as now written
and if adopted would be contrary to a treaty which the United States
had entered into with the Republic of Panamma. What is your feeling
about that?

Seerotary Dinron. It is our clear feeling, and we have checked this
vory carefully with legal counsel, that there 1s no inconsistency between
this bill and any treaty, with one single exception which we pointed out.
That is the estate tax treaty with Greece. That one we would have to
renegotinto. We have also recommended that the provision in this bill,
thut is in the ITouse bill, which said that the bill should override treat-
ieg, should be taken out, of the bill so that it would not appear we ave
trying to override treaties, which we are not doing.

And we are cortain on legal grounds that the President of Panama in
this case is mistaken. -

Senator Saarners. As I understand, what you are saying is that
you are satisfied that it is not a violation or does not run counter to the
troaty which has been entered into between the United States and
Panama? ‘v

Secrotary Dirron. That is right.

Senator Saarners, Thank you.

Senator BEnNmrT. Areyou through’i ,

Senator Gore. Will the Senator yield for one question on this point?

Senator BENNETT. Yes. -

Senator Gore. Mr. Secretary, do not the mere questions and com-
plications with respect to the differing treatment of developed and
underdeveloped countries, demonstrate the difficulty, if not the in-
advisability, of confusing tax policy with foreign poiicy? '

Seoretary Diuron. That is a very big philosophical problem, and
certainly we would like to confuse the two to the Yeast. extent possible.
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But in this particular case, it is an ovorriding policy of the admin-
istration, us it was of the previous one, to try to help encourage pri-
vate investment in underdeveloped countries, and, therefore, we have
in this bill gone along with that. But it cortainly does mako things
more complicnted from the tax point of view,

Senator Saaruers, Would the Senator yield on that point again,
I won't,usk him to do it any more,

If o tronty in which the United States, and, we will say, country X
had entered into, wore more favorable and encouraged ‘the develop-
mont of private entorprise in that country, to a greater oxtent than
thig particular proposal we now have boefore us would do and if, as
you state, you do not wish to abrogute u treaty, would you bo willing
for this committes to write into this legislation that it would in no
way abrogato o treaty ¥

gocmt.nry Ditron. Yes,

Senator Smarnurs. You would bo willing to do that?

Secretary Dinron, Yes. :

Senator Bennzre, Mr, Sceretary, let’s movo into another phase of
the foreign problem,

Under section 6 which bas to do with the allocation of income and
snles to and from a foreign corporation, I note you have excluded in-
vontory and working capital of the foreign subsidiary as nssets of tho
corporation in allocating the profit by the proportion of the resources
of the corporation which contributed to the income.

In my opinion working capital and inventories are very important
assets and 1t seoms to mo very unwise that these have not been included.

It is vory possible that, a corporation inight have a very small minount
of fixed assets and yet have o large tottﬁ investment which must be
maintained as long as the corporation operates.

Such a corporation might be very valuable in assisting the balance-
of-payments problem becauss it has little export of capital and yet it
could return considerable foreign funds and should be encouraged.

Are you trying to discourage companies that use up large amounts
of dollar capital with small returns?

Secretary Dirron. No, . o

This particular formula I don’t think is a matter of principle at all.
What we were trying to accomplish there was to establish a formula
which would remove from the present state of indecision the single
most difficult situation in our tax code today. "

There are movre of our best revenue people tied up on this one prob-
lem than on any other single area in the code, because of the fact that
section 482 as presently drafted is very vague. .

And these are problems for business because businessmen don’t know
how to figure what the Government is going to ask them, how it is
going to ask them to allocate. We. were trying to get more definite-
ness in thore, : . . Co

Now, this particular formula was developed in the Ways and Means
Committee by joint disoussions between the Treasury. and the profes-
sional staff o tj\e Joint Committee on Internal Revenue Taxation, and
if there are some errors with it, if there are some ways to.improve it,
we would be glad to accept those, . . - L :

Senator BeEnNerr. You are not standing

firm: on this pdrticulé’x:'
formula ¢ , vt DT




REVENUE ACT OF 1062 4273

Seeretary Dinton. On the particular formuln, no. We do think
that the formula is an advance and T think in general the great major-
ity of business people would be inclined to agree with that, because it
wonld give more cortuinty in thisaren.

iqislmtm' Brnnirre. Now, one last question—moving into another
field.

If we ean tax the parent domestic :omfmny, tax the domestic com-
pany which is the parent of a foreign subsidiary on the consolidated
enrnings of the two companies or group of companies, what is to
prevent. n foreign company from requiring a similar consolidation
when moneys flow through a subgidiary that is incorporated in that
country, and then in turn placing a tax on the American part of the
consolidation,

For exnmple, if a Swiss company arvanges a sale of goods from the
United States into Germany, and then the goods are invoiced by the
Swiss compnny, why couldn’t the Swiss company requive that hoth the
U1.S, and the German profits be (-onsoli(lute(} and pay taxes on them¥

Secretary Dirron. Timagine they could, and maybe that would be
fina solution. There wouldn’t, be any more iax haven in Switzerland;
nobody would go theve any more, [Laughtor.)

Senafor BENNErr. Yes, but on the theory that we are trying to get
the offective American rate up on consolidations, wouldn’t this then
he an offsetting factor in calenlating the American tax, if they taxed
52 percent on & consolidation basis, then there wouldn’t be much left
for us to tax,

Secretary Dinron. That is correct.

Senator Benngrr. And philosophically if we can tax a foreign
corporation which is a subsidiary of a U.S. corporation by applying
thoe tax to its stockholders, why can’t we force o Swiss corporation to
comply with the U.S, minimum wage laws by making it a crime to
own stock in a foreign corporntion paying less than the 17.S. mini-
mum wages or by denying tax credit for the taxes paid. ‘

In other words, aren’t we opening a very interesiing philosophical
door here?

Secrvetary Dinron, 1 don’t think so, because this door has been open
for quite some time.

e have had a law on our books for, I don’t know, nearly 20, over

20 years, where in the case of the foreign personal holding company

we'tax the American stockholder, and we do not tax the foreign com-

any or the foreign subsidiary., That is the basic reason why this law
oes not run afoul of any of our tax treaties.

If we started trying to tax the foreign subsidiary directly itself,
it would be a different matter. But we tax here only the American
stockholders, und I think this is an oxact parallel with the forei
personal holding company provisions act. I don’t ses how we could
go into other fields exca;)t the taxation of profits.

Senator Bennerr. Wouldn’t this kind of an approach encourage
other, countries to apply similar provisions to any investments they
might have in the United States?

ecretary Dinron. It could, but the difference is that most of these
foreign countries—all of them, in fact, that I know of at the moment,
okeépt Germwny—exercise control over their foreign investments by
means of exchange control. By these exchange controls they require

82100—62—pt. 10——-3



4274 REVENUE ACT OF 1062

agrecments from the company about to make an investment as to how
they will repatriate their earnings, how much they will be allowed to
put abroad, and so forth. . :

So, tln‘oxﬁgh exchange controls, they achiove an objective that goes
even boyond what we are talking about here, so it wouldn’t be neces-
salg for them to do this sort of thing.

onator BenNprr, But when they go that route their operation is
more flexible than the situation would be if we automatically re-
quired the taxation of all earnings of foreign subsidies.

Secretary DirroN. It is more flexible and more severe at the same
time, yes.

So’n?xtor Bennerr. Ilexible means that it can be lighter or heavier.

Secretary Dirron. Right.

Senator Bennerr. That is right,

Wouldn’t the effect of this proposal, which prevents American en-
terprises from minimizing their foreign taxes, be to imlpose an addi-
tional tax burden on American companies abroad higher than that
which would be imposed on their foreign competitors and thus give
them an additional handicap to carry in foreign competition ¢

Secretary Ditron. Yes,

Senator onf; asked that, and certainly if we go the route of elimi-
nating deferral, which is our recommendation, that would generally
be the case, althoutgh the increase in the tax would not be very large.

Now, in many of the biggest countries such as lngland, France, and
Germany, the rates are about identical with ours, but as 1 pointeci out
earlier, at least in England and France—I mean England and Ger-
many, not France—there are a number of special exceptions which
generally lower the effective rate a good bit below the published rate,
maybe down somewhere in to the average area of 40 percent or 40—
45 rather than the 50-52, so there would be that difference.

But we don’t think that that would be a significant factor if there
is an investment to be made there which is really profitable, and
which will lead to good business and be a good investment for the
United States. :
~ On the other hand, when it comes to the tax haven aspect of this
thing, as I also pointed out earlier, there we might very substantially
increase the tax. But foreign countries don’t use tax havens to any-
where near the extent that we do. In many of the cases where they
do use them, they use them under these agreements that profits will be
repatriated, which is pretty much the same thing which we are talking
about here. , , :
* Senator BEnNETT. Well, Mr. Secretary, I would like to leave this
area because I am sure there are other members of thr committee who
have other questions on the foreign tax, and move over to the with-
holding provisions. _ : ;

The Commissioner of Internal Revenue Service, Mr. Caplin, was
quoted by Business Week as saying:

That the system combining automatlc data processing and account numbering

and these are his words—

automatically put the finger on those who fail to file returns, who owe “axes foi-,
previous years, who filed duplicate claims for refunds, whose returns show dis-
crepancies or unusual characteristics that warrant investigation. ' s
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In addition our distinguished chairman cited the Treasury state-
ment that the account numbering legislation passed last %,'ear wag the
best loophole-closing bill that has ever been presented to the Congress.

The Treasury lms previously testified that enactment of this meag-
ure would increase the tax revenue by $5 billion. S '

In view of these statements, why do you feel it is necessary to ask
for withholding at this time when automatic data processing in con-
junction with account numbering is just about to be utilized ¢ o

- Isn’t it possible that much or all of the revenue gap could be closed
without withholding? At least shouldn’t the ADP account number-
ing system be.given a tést before the more cumbersome and expensive
withholding system is fiﬂt’inw effect ?

" Secretary Dirrown. In the first place I don’t think that the with-
holding system is more cumbersome and more expensive, '

The expense would be about even, because to work under the ADP
system we would, of course, liave to reduce the requirements for re-,
porting on interest accumulations from the present $600 down to, say,
the same as those for dividends, which is $10, and maybe even lower,
and that would involve, at the $10 figure, some 250 million informa-
tion returns.

. With those returns fed into the ADP system, when the ADP system
is functioning, which will be 4 or 5 years from now, of course, it will
be possible to 1dentify areas of discrepancy which would include non-
reporting of dividen&i};‘nnd interest. :

owever, this noncompliance in this area is so massive that the
figures are rather staggering.

The Internal Revenue Service estimates that.this would turn up
some 6 million returns which don’t show any interest and dividen
but which should have, and probably as many more, maybe a little
more, that have only declared part of their interest and dividends.

In addition, it would turn up a substantial number of returns indi--
cating that they are not })a,ying what they should, where actually the
taxpayer has done everything he should. '

ig is the case of interest on coupon bonds that have been bought
or sold during_interest periods, because the ADP would only know
that company X paid so much interest to so and.so and he only de-
clared half of that for the period he owned the bonds, so that this
case would be added.to cases of underreporting, You would have a
total .of some 15 million—approaching 15 million discrepancies that
you would have to check each year., ' e o

The Internal Revenue Service has estimated that if they were asked
to do that job, it, wonld result in so much extra work that, they would
have to have at lenst a 70-percent increase in. their total enforcement
personnel which they now, uge for, all revenue,collection in the United
States of all kinds, That’is the reason why the Commissioner of
Internal Revenue.feels that‘it would bo completely impractica) to t
to do this by ADP and enforcement. The inconvenience to the Ameri-
can public¢ of havinlg these thousands and thousdnds of new sgents
calling on people all the time, verifying figures, would be far worse
than the simple act of Withholdi?lg. o B .

, Senator Bewnerr. It is my understanding that the present informa- -
tion return system on dividend income turns up 92 percent of the
dividend income. . I

H e . Loy O

VA P
S
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Secvetary Digon, Taxen on dividend income are goneratly rather
woll prdel, Fhove Tt ws mueh avoldanee or nonpayment I dividenda -
;\‘a‘l\lmm i In tnterest, whare the gap s about a third, o Hitle over n
hind, \

sonator Ienneee, Dow't you think that almtlae information vetarng
rogram might, vedues the f)l\\aont dilorence and hring Tntorent. ve-.
v up to romewhore near the 02 peresnt ¥

Noovetary Dton, Nao, ‘

Wo (‘hh\‘k that, the, differencs thove ja {‘(\nlly the differont type of
awners \lp. Diffovont \moph\ vocelvo dividends, The Tntest Indlention
we have Trom Hgarea that nee avalluble naw 18 that the dividend gap,
tn apite of tnformation votupng, has hoon tierenring pereentagewlse n
the laat_conple of yeara, T think that la heowuse a greater number,
of poopla ave recolving dividonda,  The neronse In numbera 1n e
ﬁh‘u‘\iug to appranch, gotng in the divection ofy those tn the intorest

ald, ‘
Nonator Bunxwer, The estimated 650 millon additional revenuo
antivipatod from withholding, n substantinl portion, or ahout. 180
millon, vepresents yone atafUa eatimate of “assumed Improvement. In
roporting in the higher income heaokets,”

Jau't: there overy veason to helleve there could he an ovon greater
dogiroe of mm})lim\m in the upper income brackots under a combina-
tion of full information vetwrns and antamatio data procossing?

Avow't most of these iwoph,\ alvondy ohotked hy the agontat

Seoretary Diraon, They ave mostly oheoked, and the figures {hat
wo ugdd are what eonld he vonsenably colleotod by automatie date
p\\mwiufr, Thin is this $200 wmillion figure, which does allow for the
probability that move peaple will veport as a vesult of ADP,

Bat the compunotion under antomatio datn procossing I8 not. nearly
as geat, as the compunction undor wit-hholdilng, whore yon have to
report the withholding at the end of the year.on your tax statemont,
and, therefore, if yon want to get the orodit for withhelding in your
tax statowent you have to xeport the intevest you paid to receiva it,

Soenator Branwrr, What use is curvently made of thoe information
returns now used on intorest payments af 600 or morof '

Ave these followed up ' ‘

Seovetary Dixon. 1 would have to got you n veport. from the Rove-
nue Servico on that, T know that returns on dividends which go down
to 810 are not followed up in ag much dotail, hooanse there ave just not.
enough rovonue agents to do this. '

They use the information returns for tlo biggor veturns that they
have te audit, but they haven’t enough porsonnel to follow them up
generally at the present time. , , , L

(The material referred to follows:) PR o

Usr or lxm\\uupu ReTURNg-—-FoaMm 1000 :

A sabxantial sample of fuformation returns ls withdrawn annually, The
sample iz bared on beginning letters of the payee's surname and fs varled each
year. Theee information returns are alphabetized, assoclated with roturns ge--
lected for andit and checked against index cavda to detéct delinquent fllors, A
sampde of the balance ts associated with the related income tax returng to deter-
wise Qifferences between amounts shown on information returns and those
reported on tax returns. A ’

Senator Syaruers. Mr. Chairman, would the Senator yield ﬁ}.iht
on that point?
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Menntor BenNer, You, o

Senator Saarnu, Te 1t your contentlon that on these very small
Interert, nud dividends muehines, (his automated action that had been
suggented, they conld not plelenp the dikerepaneles

Neeratnry Dogon, Ohy no.

Aw T osnddy 16 would plele tiem up, but there would be g many
screpuneles, vmuing up to 12 to 16 willion v ayear, that it wonld
b vietually Tmposaible to follow thom all up, The machine doesn't
collout, unytvhlnﬁ. It Just, hawds the dikerepancles over 1o ngen(s,
Agonts would then have to go out, and visi( theke 12 ov 15 million
J(N‘(»plﬁ. An 1 poluted out, this would vesnlt in an fnerenso of af. least
0 }mrm_\ub In enforcoment. {munmmul in the Internal Revenne Servies
i]lm‘ to do this one Joh, L Ehink that wonld be o 1ot more unplengant.
0 the Ameriean people than the very simple wi(hlmldlnli }wm(wlm‘s
which has heen suggested and whiehy when it is In effect, 1 think wil)
vory rapidly heeome necoptod, '

ounlor Myarieng, On that. polnt, do ?mu think that if the dis-
oropnney were vovenlod by the action of the machine and then some
Puhllonﬂ(m wis mndo fn fhe loenl pross, we will sny, as to those who
ﬁul n?l'. pa}lld, do you think that mig‘lt have some effect. or notd
Tamghtor] T

Soorotury DinroN, Well, we have heen through that wany years
o There was n time when tax information was published and then
Congross docided that that was not the way to opernte, so we do noi
now do that, ,

One ?\wntinp might. he, could these diserepancies be colleeted just
I)Iy sonding a bill to n poraon? 'The record of the Service indicates that

_this would not he vory fruitful, heciuse even in cases where there are
ngroomenta with taxpayers that. they owe some tax, they haven’t paid,
The amount, and everything is ngreed, but when they send ont mail
voquests for payment, the returns have averaged something around
or o littlo Juss than A0 percent only, and 60 &mrcent, they ean only get
by having o collecting nﬁant go out and.get ahold of the fellow and
got tho ehock rijght, from him,

" In this ense, where thore i no n;fz‘moment, and where there might
ba specinl vonsons, something not put down in the tax return, cortainly
that figure would be far less, So only a very small proportion would
ho subjeet to payment by nutomatic mailing. The rest, in the tens
of millions, would be nubgcct to ngenta %)in to see them, which would
ho uqmotlnnf wo haven't seon in the United States in the Revenue

“Sorvice and I don’t know that wo want to see it.

Sonator Benserr, In considering the cost—

"The CirAirman. Would the Senator yield

Sonator Bennerr, Yes, .

The Citamnman.’ The Senator from Utah has referred to the state-
mont made by the chairman of this committee when the so-called num-
boring bill was passed, ' o

... As T recall it, the bill was under consideration about midnight on
the last night of_the session in September. The chairman then stated
upon authorization by the Treasury, that this was the greatest loop-
hole-closing bill that had ever been enacted, and that it would bring
in_$5 billion of additional revenue to the Government.

Does the Treasury still think that is a correct statement?
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Secrotary Dinnon, I think it is n tremendous loophole-closing bill,
and that it will give us the leads that we cun use to go uftor people
who have avoided tax in & way we have never been able to do before.

It also will provide many sorvices to taxpayers that will greatly
spoedup and make more accurate refunds and things of that nature,
itis vory helpful,

I don’t know where that particulnr estimate of what it will bring in
came from, whether that ig———

'Thoe Ciramman, That was the estimate given to the chairman by
eithor the Treasury or tho Internal Rovenue,

Secretary DrtroN By them., Well, if they gave it, then I think
under those circumstances it probabfy is an acourato estimate.

Tho Criamaan. I think it was given before this committee. Didn’t
tho Secrotary appear beforo the committee in support of that billf

Seoretary Dinron. I don't recall that there was public testimony
on that before this committee,

Thoe Criamman, You don’t think, then, it is effective in the collec-
tion of dividends without w ithholdinlg ?

Seorotary Dinron. It doesn’t collect anything. It only identifies
discrepancies, and in & case where you have massive noncompliance,
which is the case here, this is the only——— :

The Crramrman, The Chair understands it does not collect anything
but it gives the information to the Internal Revenue—-— :

Sceretary Do, That is right.

‘The CrxairMaN, Asto whero the collections can be made.

Secretary Ditron, Thatiscorrect.

Provided you wanted to increase your Revenue force by 70 percent
for this one purpose, and to add literally thousands of agents who
will be calling on millions of people to do this, it might be possible.
But certainly there has been great philosophical reluctance in appro-
grmtion committees to increasing the Revenue Service by any such

ramatio amount, because they feel that this is something that is so
contrary to our self-discipline system of paying taxes. You would
reall‘r have to change that system guite considerably if you wanted
to collect these taxes by agents and ADP. o .

The Cuamrman, The machine does a good deal of the work, doesn’t
it? Thatis what I understood, ' o \

Secretary DiroN., The machine gets the figures and then you have
to go out and find the person and get the check out of him and be
sure—— \ ' ‘

The Citamrman. If these are reported to you, and these dividends
are now reported to you, are they not, by. every corporation?

Secretary DiLron. Dividends are. o S0

- The CuaAtrMaN. And the laws can he changed to compel the interest
to be reported. , T S 4
Secretary DiLron. That is correct, changed by regulation,

.

The Cuairaan. Therefore, you will have the information and, a8

- understood it, the machines.then would apply that information to

each number. .
Secretary DiLron, Thatisright. =~ ‘ ‘ :
The CHAIRMAN. And thereby find out what a taxpayer should pay

and certainly you would have enough law to require them to pay it.
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Secretary Dinron. We would gct the information, but it would
show that there would be some 12 to 15 million delinquent accounts
and wo never have had any experience with trying to collect out of
any such number of delinquent accounts, and it would require this
vory dramatic, o8 I said, this 70 percent incrense in enforcement
personnel of the Internal Revenue Service just to carry out this one
asgect, which wouldn’t seem to be a proper thing to do.

'he Crrairman. How many numbers have been assigned now? -

Secretary Dirron. I think—I will have to give you a report on
that, Senator. I think that individuals were supposed to get their
numbers this yeas during either, already or during the course of this
yenr, 8o they would all be asgigned by the end of the year.

Then they begin using them as the ADP systems goes into effect.

It is not in effect at present for individual taxpayers anywhere,
But it will go into effect next year for individuals in the Southeast.
and thereaftor will build up quite rapidly and I think by 19686 it will
be in effect all over the country.

The CrairmaN. You have already assigned the social security
numbers, haven't you

Secretary Dirron. That is right.

The Cramman. And that is a good part of the taxpaying public.

Secretary Dirron, That is a good part, yes, , ;

ll’eople who are required to get other numbers dre supposed to do
it this year. o '

ThoyCIIAIRMA’N‘. Are you pushing it all you can to give all the
numbers{ . :

Secretary DiLron, Oh,yes, pushing it all wecan. - e

The C};AIRMAN. How many people in the social security system
pay taxes? = L : ' ‘ '

georetary Diuron, I would have to look up that figure. I don’t
know. We have an item in our budget, Senator, this year, I think
for some $5 or $68 million to reimburse the social security system for
providing numbers for those people who don’t have them, which is
the way they will get them. ‘ St

(The information referred to follows:)

DATA ON AGBIGNMENT OF TAXPAYER AOCOUNT NumBERs (Basep on 1950 |
: ST SraTISTIOB OF INOCOME DATA) = ...
Of the 60.8 milllon tax returns filed for 1959, 54.8 milifon had soclal security
coverage and therefore have account numbers. -About 8.5 milllon had no
goclal security coverage, of which 8 million were taxable ard 2.5 million were
nontaxable.. In addition, there were.2.5 million nonfilers who werg not covered
by social security. | o ., ; . . . .
Therefore there Will be approximately 8 million appli¢ations for account
numbers from persons who do not at present have social security numbers. -
Approximately 200,000 new account numbers for incomé fax.purposes had
been 1ssued as of the end of April 1062, - . . T SV VL LY
The Cramman. Do you regard the withholding system as, that you
recommend it as a tax collection system rather than an information
system whereby you can get the information, and require the taxpayer
to payit? . R L T
ecretary Dinron. Witkholding is an automatic and relatively sim-
ple' tax collection system, so wo get the money in-with little expense,
without a great-number of agents going arournd and harassing people;
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it has proved aceoptable for wages nnd saluries, afior people got used
to ityand wo ara sure the same thing will apply here,

Wo have got withholding exemptions so it does not affect, anybody
who does not_owe tax, 1for those people such ay alderly couploy,
whore thera might. ba a smaldl tax and might he overwithholding thore
would bo our quartorly rofund procodure, go that the impaet. would
veally bo vory minor,  There has been w great deal of wisinformn-
tion that. overwithholding would veally hurt that eluss or (ype of
porson, Tt wonldn’t huvt them at.all,
~ The Cranesan, You think it is more of a tax colleetion plan than
ona for colloeting taxes that. could not otherwise bo colleeted, undor
the numbering system

Secrotary g)ll.l.(lN. You ean colleet them casily by withholding.
The only other way to do it would be, as T sny, to have this Targe
inerease in Tnternal Revenue agents, and have o very difforents----

The Coamsan, My opinion of this withholding tax is that it is
only justified when you cannot. colleet. the tax in any other wuy. 1
don’t _think we should imposo that. great. burdon upon the husiness
people and others to do the work of withholding and all of this re-
fund which is very complicated, as you well know,

And I would like to ask you again, is this withholding doevised ns
a collection proposition or is it for the purpose of colleeting tnxos
Lrom those who are now evading taxes and which enn bo collected
under the numboer systom ? .

Secrotary Dirron, ‘This is primavily a colleetion mothod, and cer-
tainly, as we look at ity it would not bo terribly complex for the great
majority of payors of intovest, not. much move than furnishing the
information returns which they would have to furnish if you tried
to do it the other way, and the other way is just literally imprac-
tical when you have to collect doficiencies from 12 to 16 million
poo;:le. ‘

Wao just nover have had an enforcoment problem of that nature
in this country, which we have tried to handle by having enough
agents to go around to knock on evory door, and T don’t think that
that would bo something that our people would like at all. Tt isn’t
necessary to have that great buildup in the Revenue Service if wo
adont this withholding system.

The Curawrman. Do you agree that when the numbering system
is in operation that it will furnish you with necessary information
whereby vou can collect the taxes which you now think ave being
evaded?

Secretary Dirron. Provided we employ a vast number of agonts
to go out and make the collections; it will give us the information.

The Crarman. Have you estimated the expense it will put on
the businessman? You say the Government hasn’t got enough agents.
Practically every business organization will have to employ more
people on withholding; they will have to keep the records.

Secretary Druron. The only testimony——

The Cramaan. T think on the refunds you have greatly under-
estimated the complexity of these refunds and the difficulty of mak-
ing them and of checking them.

Secrotary Dinroxn. The refunds will be made, of course, by the Gov-
ernment, and we think they will be simple. We have handled refunds
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on waged and sularies in mueh greater volume,  We have handled
refunds for gnsoline tuxes - they go baek to furmers—~with no problem
ot ally el the Internnl Revenue Service thinks they ean do this,

So fur us the conts for bunks, for instance, are concerned, the only
testimony 1 have seen estimating the cost. was from one hunl in Long
Inlnnd, n very lnrge bank with three-quarters of a billion deposits,
and they estimated that the net. vesult, of withholding onee it was in
offect. would ho that their enrnings of $10,026,000 Wl)llﬁl he redunced by
$1 1,000 and thut. doesn’t seem to e o ver fm'ms wmount,

The Chuamman, Jugt to emphasize 1t again: You agree when the
number bill i operating that information will be suflicient, whereby
the Government, if it has the agents to do it, can make the collection’t

Seeretary Duaon, I the Government. hives a vast number of agents
and information returng nre obtained for all pnyments,

The Cramman, Therefore, you ave asking for withholding as a
plan to collect tnxes that ave heing evaded,

It. i to put. the burden on the businessmen of this country to collect
the taxes und remit. them to you, and in addition there will he the
hardship on citizens which will vesult, from withholding more than
individual tuxpayers mny owe,

Seeretary Dinton, Wo don’t agree there would be any noticeable
hardship, and T think we ¢an show that by figures very clearly.

But cort uinlfr taxes ean bo collected if every American turng into an
agoent; cortainly we ean colleci. taxes beeause we will have the infor-
mation,

The Revenue Service would become very unpopular.  The Revenue
Service would be approaching sort. of a police type of operation if we
have that. many people enlling on everybody and we think that is just
impracticnl. It would be much more objectionable than the very
minor inconveniences of withholding,

The Ciramraran. I want it made crystal clear that—if it is possible
to do it, if you have the number system-—you can get the information
on each taxpayer and that. information will be available to the Internal
Revenue Department and then it is simply a question of collecting the
taxes; isthat right ?

Secretary Dinron, That is correct,

The Cuamsman, Allright.

Senator Kerr., At that point may I ask a question?

Senator Bennerr. Yes; Iam happy to yield.

Senator Kerr, Will the number system, when implemented, provide
the information with reference to the income of those who do not file
returns the same as those who do?

Secretary Dinron. Well, it will provide information on anyone who
hag a tax number who has ever filed a return at any time in his life.

Senator Kerr. But it would not provide information with reference
to anybody who did not have a number.,

Secretary Dirron. No. Tvery taxpayer who files a return is sup-
poséd to have a number, but someone who had never filed a return
might or might not have a number. You would get information if
he had a social security number.

Senator Kerr. I understand.

Secretary Diron. He would be supposed to give that number to his
savings bank and they would be supposed to send in the information.
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So I guess you would have the information, even if you didn’t have
any tax return to pub it up against. .

onator ICtae, But thers has to be o number of people—I don’t
have any way, I dow’t know whethor you do or not, of determining
how many-—who never {llad o veturn, and who do not have o 500“1‘]
seourity numbor, with reforenco to whom not even the machines would
produce the information,

Scoretary Dinton. I'think that is probably corvect.

Senator Krun, Now, then, with roforence to the additionnl agonts,
what has beon the experience of the Department in gotting approprin-
tions from the Congress to omploy the ndditional agents that the Do-
partiment has asked fort

Secvetary Duaon, Well, it has been vory difioult.. We havo novor
heen givan the amount. of agents that the Intornal Revenus Servico
feols is nocossary., A program for improving the Intornal Rovenuo
Sorvico was sot up 2 or 3 years ago under Commissioner Lntham and
Sooretary Andorson, and 13 a phased, long-term program and wo have
beon trying to follow it, , :

We have mado some modifieations whoers wa thought not so many
agents were nesded but. wo never got: more than about half or 60 por-
cent of the agents that we have requested, and the numbers we have
been requesting are much smaller, of course, than anything I am talk-
ing about in connection with this ADD,

onator Krni, Aud the requests you have boen making have beon to
have o staff adequate for o very limited oporation insofar as the chaclk-
ingof all of the incomg tax returns is concerned ¢ ,

ecretary Dirron. It is for better checking of important income tax
returns, such as largoe corporation returns, '

Senator ICerr, In fact, the staff incroases you have requosted huvo
been primanBr with reference to the larger taxpayers, has it not$

Secrotavy Ditron. Primarly, and also to bo nlﬁo to carry out with
smaller taxpayers a very small amount of spot checking whore you
just automatically pull out and examine at random 8 or ¢ porcont of
the returns, _ C ,

Senator KXerr, Three or four percent

Secretary Dinron. Yes,

Senator Kxrr. But the requests have never been mado for a staff
that would do more than that

Secretary Dinron. No. ‘

. Senator Krrr. And the requests that have beon made have resulted
in your receiving 40 to 30 percent of the amount you have requested ¢
retary DiroN. Right.  About 80 1percent. ‘ ‘

The Cuamman. Mr. Secretary, would you furnish the committeo
with the requests that have been made and then what Congross gave
for the past, say, 8 or 4 yearst. ‘ L _

Secretary DiLtoN. Yes; Iwould bedelightedto. =~ =

Senator WiLLrams. Would you also, Mr. Seécretary, furnish the
committes with a copy of the recommendations for increased staff that
accompanied your request for approval of the numbering system ?

I remember the Department’s claim that by a{»p‘to?{)ﬁg the number-
i“ﬁ tem it may bring in an additional $5 billion, but I fail to re-
ca :KS ion that that estimate wag contingent upon an increase
in the staft of 70 percent, but perhaps— o e
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Seoretary Dirron, Ah, no; I didn’t suy that was contingent on an
incronse of 70 porcent of tho staff. It was only 70 percent if we nre

oing to try to use the numboring system to solve this particular un-
dorreporting problom, this evasion of tuxes on interest which amounts
to some hundrod million dollars, not & billion at all,

Sonator Wirriase, I sco. Will you furnish ug with a copy of your
suggoestion for an incronsed stafl thut would be necessary with the ap-
proval of the numbering system ¢

Soecretary Dirion, Yes,

("The information referred to follows:)

Jomparison of 4»;0&'0%61; roqueated and aohdoved in number of Internal Revenye
_ ‘ Sorvido employeca, flacal years 1900-03

[Avorage positions] o ‘,

1000 fncronsos | 1001 tncronsos | 1402 fucrenses 1003 fncronses
Untagory T - o
i’ o- Re- Ro. Ro- | Houso | Bennte
quostad| Actuol |quosted| Actun {quostodi Actun] ! queated] allow- | sllow. .
i .| snco? | anca $
Rovontio nkents....oovevaan. 143 ~07 848 40 ) 18861 v,0371 1,278 168 007
Rovonuo ofllcers. . 185 ~13 44 828 800 128 o4 o a4
R A I I 1 O R I B
1 ewade hat bt .M ’ !
A\’Icutlmr pormanent........ 18 {9 (702 087 | 1,110 | 91,438 §20,881 | 2,287 | 1,305 1,984
Totol pormanent...... . AN D (~B00)| 2,308 | 2,267 | 94,040 | 48,862 | 4,160 1 1,404 370
emgriry | o7 (:,nso i | 0NN | Y| M| *He
Cieand total 720 | (~206)] 2,800 [ 2,107 4,676 | 4,071 | 4,814 | 3,607 8,731

1 Hnsod on 1062 financlsl plan,
1 Estimatod, . : Co
¥ Includen chinngos rosulting from converalon of permanent positions to tamporary,

Nork.~The ucm{\l Increases do not roflect congrosslonal actlpn exclupively, but also fnejude the results
of ndinintatrative adjustments, such na lonses in positions in 1980 duo to an unexpected decraase In attrition
ratos which resultod in higher nvorago solary costs, :

The enabling legislation nmending the Internal Revenue Code to authorize
tho Revenue Service to require taxpayers to use numbers on their tax returns
was constdered by the House Ways and Means Committee and the Scnate ¥inance
Committee. Since these committees do not handle appropriations, it was Inap-
propriate for the Doepartment to geek funds or personnel in connectjon with this
leglslation in its appearances before them. Howéver, the Treasury Department's
original appropriation request for the fiscal year 1963 included $10 million to
relmburse the Boclal Security Adminiastration for the issuance of additionatl
numborg which will be used on tax returns. ' The request also included 4,614 ad- .
ditional positlons to bolster Revenue Servico's staff, - Although none of these
positions was specifically earniaried for the enforcement of unreported divi-’
dends and interest, some portion would certainly be utilized for these purposes:
as a part of the normal enforcement, - - ' - ! o

The Cutamraan, As you get the increased staff, the number that you
want and have the numbering system, then you can collect, the taxes,
that are due, providing that you can get information as to—you have
already got it for dividends, intevest ahd gs'T understand it that is
onéyn ve $600, isit? L o e o Lot

ecretary Dinron. That is all we ask for now. ‘ o

The Cirairaan. You think the comibintition of the two would enable
you to eliminate this tax. evasion loss if you got the number system
afid an adequate staff to policeit? ' - T .

Secrotary Dirron. I think the staff to do the withholding would
have to be unreasonably large. We would have to have the increase

NI
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that. we have alveady asked for and then on top of that this very sub-
stantinl axpansion,

The Cuavmman, T am not nware of the fact--did you say 70 por-
cont-—you were allowed what, pereentage of the requests yon madod

Seeretury Duron, 1 said on the avernge wo have got{en about. half
of the agents wo requestoed.

The Cnamaan, You have gotten half?

Sveretary Diton, Yes,

The Ciramestan, T am vecognized, 1 think, as o man who has voted
for cconomy, but. 1 have always voted for the auditors and tho staft
of the Internal Rovenue, beenuse 1 think a dollae spont. there brings
a numbor of dollars buek in the "Tronsury.  And 1 holiove that--if you
would make n clear statement. and got. the faets clearly bofore the
Tongresy, ospeeindly if we could avoid this withholding tax thevehy---
you would get. a good deal of support. for stafl adequate to collect,
the taxes,

Seeretary Duaon, T must suy the Senate has always beon vory
strong in support of our requests for needod ngents, 1t is the othoer
body which has felt differently about. ity and has continually allowed
us a vory small number.  Wo generally wound up with a compromiso
after conforonce,

Senator Bennwrr, My, Chaivman, yon have been very pationt with
mo today, and T would liko to just eloar up one or two other questions
on this withholding provision and then T would be happy to stop asidoe
for somoone else, although 1 admit T still have somo other questions
in other areas. '

Wa have not discussed the impact of the cost of keeping exemption
covtificates up to date and the difliculty for the company or person
who pays intevest and dividends of making sure that this exemption
filed 1s acourate and dependable,

Did you include this cost when you were talking about o savings
bank which was going to operate this bill for $11,000 o year?

Secvetary Dinvoxn. T didn’t—those figures weore the figures given
by the baunk, their estimate of what they thought their costs would be
under the bill,  So I don’t know what they included.

I did recommend in my earlier statement today that a provision
should be made for exemption certificates to be permanent until re-
voked. This was one of the things requested particularly by the banks
and various payers of interest. They thought that would greatly ense
their problem. Wae think that would greatly help with the problem
that you mentioned.

Senator Brnxerr. My next question will probably reveal my
ignorance of some of the details of the bill.

If a taxpayer who will actually owe no taxes has his or her income
from dividends and interest divided among five or six sources, will
the Treasury records make it possible for that taxpayer to make one

uest. for a refund or will five or six requests have to be made?

Secretary DiLon. One request,

Senator Cortis. Would you yield right there?

Senator BexNETT. Yes.

seqn;or Curmis. What sort of proof will that person have to
submt
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Au T understand ity the person who withholds the tux and remits
it does not send the form to the individunl who has the interest com-
ing; iy that correct.?

'glucrouu'y Ditron. Not necessnrily, no.

iSunutJm' Cuneris, What proof wi"yl/lm applicant for refund have to
submit |

Secretary Duton, Tlo will just have to submit an affidavit signed
by himself that this refund is owing to him,

Senntor Currts, And the loeation and identity of the people who
withhoeld it4

Socretary Dinnon, It is just o very simplo refund form, and you
will then receive your refund, ‘I'his would bo checked at the end of
tho year just as tnx returng nre normally checked.

Sonator Benner, Wouldn’t that be a considerable burden on the
Treasury ¢ T will nsk miother question first: As I understand your
lnst answer it will not. bo necessnry for the applicant for refund to
indiente tho issues or the stock, the source of the stock, or the location
of the payer when applying for a refund. If you don’t get that in-
formation how can you go’fmck to check whether the refund was in
fact logitimato?

Seerolary DinroN, The claimant. will identify ench In that
ease, I think there is just n question of frand. ~ We don’t agsume that
people who will do this will all be trying to defrand the Government,
and we think that there will be only a very minor incidence of fraud.

Weo pay oul on refund claims now, Vz’c are very experienced in
handling this, and péople ean at present, when they claiin a refund,
make fraudulent clnims on wages and salaries, Butl we found that
hag not. required o great deal of extra help.

Weo puy now for refunds on wages and salaries some 37 million
checks a year, and the maximum that. we can possibly conceive will
be necessary under interest and dividend witllholding would be 2
million or leds, so it is a very small thing compared to what we are
already doing. "

We also pay out another million checks for gasoline refunds, and
this would only be twice a8 much as that. So it would not be a very
big extra burden for the Treasury. We do have experience in han-
dling this thing.

Senator Bennerr. Of course, there is this difference, and maybe
I am building & mountain out of a molehill but when you refund
money withheld from a salary you are dealing with one employee
whose salary was withheld by one employer.

But when you are dealing with refunds of money withheld on
interest and dividends you may be dealing with half a dozen sources.

Secretary Dinron. The taxpayer would list his interest and his divi-
dends and his payors but I don’t think he would have to go into any
detail on it. :

Senator BENNETT. So you are just going to go it blind.

Secretary Dirron. We ave going to accept what the taxpayer certi-
fies is true, the same way as we accept his tax return when it comes in.

Senator Kerr. Under oath,

Secretary Dirron. Under the same sort——
~ Senator Kerr, Affidavit.

L
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Seorstary Dirvon, Affidavit.  "I'ho samo sort of thing as the tax re-
turn, I don’t think that is under oath, but you have cortuin pennitios
for filing falso roturns, ‘

 Senator Bennere. But the taxpayer is going to have some prob-

lems if ho gets no notitiention ng to the amount withheld, the problems
of determining whether this diminution of his income iy in fact tho
result of the amount withheld ot it. may bo the vesult of the chunge
in rate, '

Seeratary Dinron, No.  The taxpayer will know that any income
which ho gots for interest or dividends has already had 20 percent:
withheld on it, and on these forms it would be very simple. All he
has to (o is add baek one quarter of what he gets and then he would
havo the amount that. he has withheld, A quarter of 80 is 20,

© Senator Bunnkrr, This would be theorotically true if your with-
held on interest puyments of any size from 1 cont up,
© Seeretary Divaon, "That’s vight.

Senutor BenNerr. And you expect. to do that?

Seeretary Dirvon, That is right.

Soenator Branerr, Wolly you talked enrlior about 250 million ve-
turng, and this roferred only to transactions of $10 or more, did it not?

Seovetary Diron. That was information returns, I said it would
bo oven more if wo asked for information returns lower down, If
wo asked for information returns covering overything it would ho
something like 7650 million, Tt is just an ineredible amount of worl.

Senator Bennrere. What about the question of the handling of with-
holding on marketablo bonds, .

As T understand it even though people may be exempted for being
i;mi(]w !18 or being over 65, this exemption will not apply to marketable

onds? '

Seeretary Dirton, That.is correct.

Senator Bexnerr. Don’t you think this is an arven that will confuse
the ordinary person, and breaks down your statement that all they
have to do is add 20 percent. to all their income.

Secretary DuroN. No, because they will still be withheld 20 per-
cent on the marketable bonds. The only thing they won’t be able to
do is filo an exemption certificato.

Senator Bennerr. I see. So that they can’t get the exemption in
this case, even though, in fact, thoy might be entitled to it 9 ‘

Secretary Dirton. That is ¢orrect. And we think there are very
fow people in that position, because very few people who own coupon
honds would be entitled to exemption; because they usually have other
forms of saving. . ,

Senator BeNnETT. Don’t you think this might tend to drive these
few people out of this ¥articular typo of investments ? _

“Secretary Diron. It might, to the extent that it is concerned. Bui
the banks who are the paying agents for this type of bonds have just
said the exemption certificates in this type of area would be impossible
and we agree with that. ‘ : o

Senator BEnNErT. A table in the 1962 Tregsury Bulletin estimates
tl}st t}bout 10 percent of the public obligatiohs are owned by indi-
viduals. S o

Secretary DiLroN. That is right. But they own fairly large ones.
I think those are people who will continue to own such bonds if they

pay tax.
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Senator Bennerr. Do i/ou have any estimate of the amount of under-

ru%m'ting that there may be in this particulur field
ecrotery Ditron. Qur estimate i that we lose on coupon bonds
gomo $50 miltion in tax from underrveporting.

Sonntor BrenNerr, Mr, Chuirman, 1 would now be very lnttppry tor
stop aside and take my turn another time around, because I do have
some other questions. . a

The committes hus been vory pationt with me und T have tried to-
OXpress 1{1 gratitude by yielding freely to everyone who has asked
mo to yield, '

’1‘]1(;y JuAammaN, The Chair recognizes the Senator from New
Moxico, Senutor Andexson, :

Sonator Smaruens, Mr, Chairman, muy I just ask this, Will we
have an opportunity to question the Secretary at some other date,
if we—— . ‘

Thoe Criamaan. I understand the Secretary is leaving tonight to go
to Ilot Springs and then to Rome and that you would be back on
Muay 21. ill'it be in the morning % :

Seeretary DirroN, I would he back here in the afternoon of May 21.

The Crramaan. We want to expedite this all we can but, of course,
until you got back, there is nothing much the committee can do except
to go over the hearings that have already been held, and if you pormit
me to make a suggestion: when you come back on May 22, consolidate
your two statements into one so that the committee will not be con-
fused. As I understand it, you have niodified some of your original
recommendations, ’ ‘ ‘ ' . ,

Secretary Dinron, That would be helpful,

The Crsmaran. In what you said today.

Secretary DintoN. That can be done the next day or two. S

Thﬁ Ciamman. Yon can get your staff to do that and put it in the
vecord, ‘ o

Secretary DirLon, That can be done, .

('The summary statement follows:)

* CItANGEs 1IN HLR. 10050 ltxconyxmnb_r:u BY THE THEASUBY DEPARTMENT

.This papor lists, section by sectlon, the various recommendations for changes
in, H.R. 10660 which Secretary.Dillon presented to the Senate Finance Commit-
tee on April 2 and May 10, 1962, Pago references are to part'l of the printed
hearings and the typed statement of May 10, the latter references befng marked
with an asterlsk (*). ; °

Investment credit (sco, 2) ‘ ,

1. The investment credit shounld be increased from the 7 percent to 8 percent
as originally reported by the House Ways and Means Committee ~(¥. 86). -
. 2, The House limit on the credit of the first $25,000 of tax Ifability plus 28
-percent of the excess should be raised to the first $25,000 of tax lability plus
50 percent of the excess, However, this higher 1imit should becomé applieable
with respect to taxable years beginning on or after January 1, 1963 (p, 88). ,

8. Investment by regulated publc utilities, including gas pipelines, should
‘not be eligible for the credit (pp. 86 and 87). ) S
- 4. The bill should be amended to provide for a 3-year carryback of unused
investment credits. Such unusad credits should not be carried back to taxable
‘yuara before those for which the credit 1s effective (p. 2%). - ’ o, .
( 5.2l;.§v?§tock should be excluded from obtaining the benefits of the credit

p. L - ST

6. Qlarifying language should b added to the committee réport ‘to indicate
whether spécific items, such as refrigérator cases used in the grocery businéss

“ . Y
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and testing equipment used in the aerospace industry, are eligible for the credit
or would be disqualified as structural components of a bullding (p. 2*). -

Lobbying cwpenscs (gce. 3)

1. Tho section, which would permit substantial deductions for lobbying ex-
penditures, should be deleted from the bill (p. 95).

Hopense accounts (sco. 4)

1. Tho less certain and only partial approach of the Iouse blll should be
rejected. "Treasury recommends, instead, that the cost of business entertain-
ment, including club dues, and the mmntcnanco of entertainment facilities
(such as yachts and hunting lodges) should be disallowed in full as a tax
deduction (p. 80).

2. Restrictions should be imposed on travel expenses for vacations that are
combined with business travel, 'T'he costs allocable to the vacatlon should not
be deductible,

.8. A speeinl exclusion should be made from the $25 business gift limit in the
House bill to ease {he accounting problems of suppliers of low-cost novelty ad-
vertising items (pp. 8 and 4*),

4, A statement should be added to the committee report to indicate that ad-
vortising devices such as display racks and advertising signs provided for use
in business are not covered by the gift disallowance provision (p. 4*).

Distributions in kind by foreign corporations (sco. )
No changes

Allocation of inconie between U.8. and controlled foretyn entitics (sco. 6)
No changes

Distributions of forcign personal holding company income (sec. 7)
No changes

Mutual savings banks and savings and loan associations (sco. 8)

( T]:)?; ;31)ecinl deduction of 60 percent of income should be reduced to 333 percent
D. .

Foreign trusts (seo. 9)
No changes

Mutual fire and casualty insurance companies (seo. 10)

1. Bliminate the provisions for the protection against loss account and the
protection against loss deduction (p. 93)

2, The transition to regular corporate taxation should be gradusal—over a
b-year period (p. 98).

“Qrossing-up” distributions in computing foreign taw credit on dividends from
foreign subsidiary corporations (seo. 11)

Make provisions applicable to all distributions after December 81, 1961 (p.
98). Under Ilouse bill the provisions would not apply to pre-1963 earnings of
foreign subsidiaries distributed as dividends before 1965 and would not apply
to distributions of current earnings prior to Januvary 1, 1963.

Eaxemption of carned income of individuals lving abroad (sec. 12)

1. No exemption for citizens residing or physically present in developed coun-
tries (p. 96). House bill would have allowed a $20,000 exclusion in either cate-
gory and a $35,000 exclusion for residents after third year.

2. Limit annual exemption for citizens in less developed countries to $20,000
under either the residence rule or the physically present rule (p. 96). House
bill would have allowed residents $35,000 after third year.

Oontrolled foreign corporation (scc. 13)

1. BEliminate deferral for controlled foreign subsidiaries in developed coun-
tries, whether tax haven or operating, and no deduction for earnings reinvested
in less developed countries (pp. 98-103 and p. 7*).

2. If change No. 1 is not made, improve section 13 of IH.R. 10650 by the
following :

(a) Eliminate special coverage of U.S.-developed patents, etc., but amend
section 1239 of code to provide that gain on the sale of patents, ete., by a



REVENUE ACT OF 1062 4289

U.8. parent corporation to its foreign subsidiary be taxed as ordinary income
(pp. T and 8*),
(b) Change foreign base-company provistons:

(1) Add to base-company income income from related parties for
rendering services outside the country for incorporation (p. 9%).

(i1) Provide exception for bnsc»compuny income such as rentals,
royaltics, and interest where they const!tute active income. Ixception
would not apply where recelved from related party for use outside
country of incorporation of recipient (p. 9*).

(i11) Overall exception where corporation not availed of to avold
taxes (pp. 9 and 10%).

8. Make clear that antidiversification rule does not apply to the earnings of
a new business started with fresh capital from the United States. Algo clarify
when a trade or business wlll be considered to have been conducted by substan-
tially the same interests (p. 10*).

4, Iliminate reinvestment deduction for developed-country tax-haven profits.
Allow reinvestment of dividends and interest recelved from active trades or
businesses carrfed on within less developed countries on liberal terms (pp. 10
and 11* and pp. 98 and 99).

5. Allow unrestricted use of earnings from less developed country corpora-
tlons (pp. 11 and 12%),

6. Make section 13 inapplicable to corporations incorporated under the laws
of U.S. possessions (p. 12*),

7. Modify definition of controlled foreign corporation:

(e¢) Count only U.S8, shareholders owning at least 10-percent interest ln
determining whether U.8, control exists.
(b) Do not treat .8, shareholders as indirect owners of stock owned by
a corporation in which they have an interest unless at least a 10-percent
interest (p. 13*).
§. Provide greater recognition of losses of foreign subsidiaries (pp. 13 and

9. Indicate that regulations will provide guldelines for computation of earn-
ings and profits (p. 14*).

10. Indicate that blocked income will not be taxed (p. 14*).

11, Indicate that Txeasury will be liberal in allowing reorganization of for-
elgn corporate structures (p. 15*).

Gaing from the dlsposltlon of deprectudble property (sec. 14)
1. Depreciation with respect to real estate hereafter acquired should be lim-
ited so as not to exceed depreciation under the straight 1ine method (p. 88).

2. Gain on sale of real estate should be treated as ordinar income to extent of
depreciation for taxable years beginning after December 31, 1961, where property
is held for 6 ycars or less, the percentage of such gain subject to ordinary income
treatment being ieduced 1 percentage point for each month property is held
beyond 6 years (p. 88).

Section 14 should be amended to provide for ordinary income treatment of
gain on sale of depreciable property to extent of prlor deductions for amortiza-
tion of interests in deprecliable property (p.89).

4. Committee report should contain statement illustrating point that section
1245 does not require recognition of gain or loss at time of retirement of assets
in a multiple-asset account as long as the taxpayer’s method of accounting, in
accordance with 'I'reasury regulations, clearly reflects income (p. 8*).

ﬂhm e8 in foretgn investment companies (sec. 15)

1. Increase time permitted for reporting undlstrlbuted capital gains to share-
holders (p. 17%).

2. Provide passthrough of foreign tax credit to shareholders for taxes pald
by the foreign investment company (p. 17%).

3. Other technical amendments (p. 17*).

Gain from sale or liquidation of foreign corporations (scc. 16)
1. Limit applicability of the new provision to earnings accummlated in the
future. Iouse bill applied to earnings accumulated since 1913 (p. 95 and p. 15#*).
2. Mitigate impact on individual shareholders:
(@) Limit tax by treating distrlbntlon as if received over the perlod of
. shareholder's- holdings, - - .
© (D) Limit tax to 64 percent of gmssed-up foreign earnings, the snme 1esult
as if corporation had been domestic and liquidatéd (p. 16¥).

82190—062—pt. 10——4
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8. Make ‘séctlon 16 inapplicablé to corporations incorporated under the laws:
otU 8. possessions (p. 12%), o

Taw.treatment of oooporattvoc and pamms (aeo. 17) x

~ No chungés e c

Ectata taw exemption of fm eign reql estato (acc. 18)

S gggmnge effective dato of House amendment from July 1, 1064, to January 1,.
(p. 06

Dlvldend and mterost wtthholding (8c0. 19)

1. Bxemption certificate system should be:extended to dividend income of
governmeuts and tax-exempt organizations (p. 4*).

Exmn{)tlon cortificates filed by indlvlduals should he permitted to remain in
eﬂect until revoked by the filer; under the House bill, new certlﬂcates would.
have to be filed each year (p. 5*).

8. Individuals should not be permltted ‘to ﬂle oxomptlon cortlﬂcutes with re-
splect to lngorost on dividend accumulations on unmatured life insurance pol.-
icles (p. B*

4, Refund allowance for quarterly refunds should be Hbemllzul to permit am
individual to take into account his itemized deductions ; under the House bill he-
is permitted to take into account only his standard deductlon (p.G*),

b. 1«4)llminate withholding on dividends paid in the stock of anotlier corporationt

p. 6

0 Perniit a corpomtlon a quayx torly wrund for, the fourth quarter of its tax-
nble year if the refund is expected to exceed the corporatlon u tax linbility on its:
final return; under the House bill, the refund for the fourth quarter can only
be obtained upon the flling of the ﬂnal return for the year (p. 6*)..

Information with respeot to certain foreign entitics (seo. 20)

1. Provide that U.8. officers and directois of foreign companies which have no-
substantial U,8. share ownership need not supply information,

2. Provide that domestic subsidiaries of foreign parent corporations will' not
be required to supply lnformntlon about non- -U. S subsldiurles of such parent
corporations (p.10*).

8. Make clear as to all of aectlon 20 tlmt only such ln,tonnutlon ‘will be required’
as set forth in wgulntlons in cxlstence on the ﬂrst day of a ta'«\lﬂe yeur (p

.
'

Treaties (860, 91) o o ) o

‘ Ellmlxmte section 21 providlng that blll shnll overrlde treatles (p. 101)

Bliminating artificlal taw hwent{«vea to capual mm»oments arfshw out of fm elyn:
taw oredit computation

Adad a sectlon amending the forelgn tux credlt i)rovlslons to provlde that the:
forelgn tax credit for certain investment income be compute(l apart from tlie:
forelgn tax éredlt for all other mcome (pp. 108 and 104).

Secretary Dinron. 1 understand there is some ‘work that your- stuﬁ
ordinarily does in ana gi)mg theg testlmony prior to executlve gessions:

egoing on.

‘The CHAIRM‘AN., at lsggomg forward now, but we are anxious.
to give every consideration to your recommendationg and as you have-
made some recommendations which you have modified it would be:
clenvrer to the commlttee Just to make one qtatement of your. present.
position.

Secretary Dirron. We wxll be glad to mcorporate those into:our-
original statement,

The Cuatrman, If it is agreeable to you and convenient to Yyou we-
will set your next hearing for May 22 and there will be no session this:
afternoon. :

, Senator Douglas? :

Senator Doucras. I would like to emphaslze, if T may, the iinpor--
tance of time in this matter. _ ‘
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The Secretary is going abroad for 11 days. If it is our intention
to have him come back and answer further questions, then this means
that the committee will not start considering the text of the bill for
some days after that.

We know we have behind this bill the trade éxpansion bill and
there are many of us who hope there will also be the health care for
the aged bill, 'This committes and the IHouse Ways and Means Comn-
mittee ave the funnels through which the most important legislation
at this session will haveto flow, - . -

The Cuamman. 1 would like to say to the Senator from Illinois we
already have bills on our calendar, we have the welfare bills, and o
number of other bills, that will occupy us next week.

Now, the Secretary advised the chairman he wanted to be here so
he could answer questions when the bill was taken up in executive
sesgion and he was compelled as I understand it to go to Rome on &
very important mission. .

" Secretary Dirron. What the chairman snys is correct. . I wasg in-
formed and was under the impression that because of the work the
committee staff has to do to analyze the testimony they have received,
that they would not be ready in any event to undertake executive ses-
sions until about the week of the 21st or 22d. ‘That was the reason why

I felt it was all right to take this trip to this important monetary con-

forence. But if the committee is ready to start executive sessions

sooner and wants to do that, I certainly feel this is most important.

I would be glad to change my plans and not go, because I don’t want

.my trip to delay the executive sessions of the committee.

‘ ‘Butli understood that wasnot thecase. . . ’ o
The stoff of the.committee needed this period of time anyway. .
Senator Dovaras. Mr. Chairman, may I agk the witness a question ¢

. The CHAIRMAN, Yes.. . ' "« .. ~
Senator Douaras, Do I understand then that you believe this bill is

sufficiently important that you would be prepared to forgo your trip to

Rome in order to be present for any such further examinations the

committee might wish to have? - I S ,

. Hsigfftary ‘Dirron. That is right. Anything that would expedite
the bill,

Senator Doucras. In other words, you regard the expedition of this
bill as more important than your presence abroad? . : . ‘

Secretary Drron. I think it is the most important thing I per-
sonally can do, althouﬂx I think the meeting is very important. . -

Senator Doucr.as. Mr. Chairman, I would suggest, therefore, that
we not adjourn this matter until after the 21st but that we proceed
i;ith the examination of the Secretary and he could send a deputy to
Jvome, . . ; . ‘ . .

The Cuamrman. It is always customary for the staff to have a digest
of the testimony. : - ,

This has been very. extensive testimony, 200 witnesses. It hasn’t
been completed. And the Chair, at the urgent reguest of the admin-
istration, has scheduled ‘on Monday the public welfare bills for hear-
‘ings. for 4,days,; and the witnesses have been notified and there.are
quite & number of other bills before this committee that will keep'us
occupied for the next week without any question.
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Senntor Dovaras, My, Chuirman, I have gront rospeot for the Chuir-
mon and I complimented him at the wuy in which he has had the
rocord printed instend of doforring the printing until the conclugion
of the honrings,

Tho Chairman has spoken about the nocessity for o digest of tosti-
mony. In the words of o former Senutm‘,) I hold here'in my hand a
documont entitled “Digost, of 'Lestimony Presented, Statoment Sub-
mitted to the Committes on Finance With Respect to ILR. 100650,
Rovonue Act of 1902, Propared for the Use of the Committee on 1fi-
nim\c’()\ by the Staff of tho Joint Conmittes on Internal Revenue Taxo-
tion, ‘

I want to cmn‘)linmnt tho stafl on keoping up to dato in its work in
this fashion, 1 think they doserve the highoest commendation for their
work, and T would suggest that this indicates that we are ready to go
ahead. ‘Thers is u snying in the law, justico deluyed is justice denied.

Honrvings delayed and considoration delayed is consideration denied,

So, I hope, My, Chairman, with all due respect to the distinguished
Senator from Virginin, I )m‘po vory much that we may take ndvan-
tage of this oxtraordinnry ofter of the Scoretury in forgoing his trip
to Romo in such a ploasant season of the year, Ie is willing to stay
here and wa can conelude tomorrow,

The Crramaean, I would like to sy the Seoretary’s trip to Rome is
not takzn at the suggestion of the Senator from Virginin, | Laughter.]

T7o advised the Senator from Virginia that ho was anxious to go
there if it didn’t confliot with this biﬁ, and he would be banck May ‘fl.

1 have alveady scheduled these public welfare bills, The witnegses
have beon notified, and Seerotary llibicoff has been constantly pressing
upon the committee to have the hearings and take them up.

That is the situation, :

,S(\;\ator Gore. Will the Senator yiold for a question, Mr. Chair-
man ‘

I wondor if it would be an acceptable compromise to suggest that,
instead of interfering with the hearings which have already been
scheduled for next week, the Secretary be only 1 day late at the Rome
meoting, and that the committes proceed to conclude with questioning
him tomorrow.

Would'you be willing to arrive in Rome 1 day later?

Secretary Dinron, Most certainly, but that would not make me 1
day late. I was going to attend a meeting of the Business Council
tomorrow in Hot Springs and I will have the Under Secretary do
that. He can do it perfectly well. L N

Senator Gore. I offer that suggestion for your consideration, M.
Chairman. ‘ ' ‘

The Cnamrman. I have no objection. The Chairman is perfectly
agreeable to that. Of course, there is no assurance that the Secretary
can complete his testimony in 1 day. e has brought in some new is-
sues here, very substantial changes in the original statement he made.

I want the Secretary to understand and the committee to understand
I am not trying to delay consideration of this bill, but I think it is a
bill of tremendous importance, and should be examined in every line
of it through 240 pages, and there is hardly a liné of the 240 pages
that is not controversial. S R T e -
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T have never had an oxperience with a bill such as this. It is our
duty to the country tosee it is fully considered from every standpoint,
and if it is convenient to the Scceretary we can hear him tomorrow
morning,

Seorkrany Diron, 1 would be glad to be here,

The Ciramsran. Unfortunately, 1 have to he away this afternoon
a8 do severnl other Senators and we will have to adjourn hefore 1

o’clock unless the committee desires to go ahead.

So, suppose we start off tomorrow morning, Mr. Secretary, ufter
Senutor Anderson has some questions,

Senator Benngrr. Mr, Chairman, before the Senator beging, may.
I usk o procedural question. ’

The Senntor from Illinois held up a galley })mof of some work by
the staff. Dooes that repregont an analysis of all the testimony vp
to date, Mr, Stam?

Senator Dovaras, It consists of 60 pages of analysis,

The Ciamaan, The bill is 240 pages. [Laughter.]

Sonator Winrtams, Could the staff toll us just how far they are in
this annlysis?

Mr. Sram, This digest is merely a listing of the suggestions made
by the wilnegses. o need some additional time to analyze these
Hug(zastions before reporting back to the committee,

I'hat would take a little more time. This digest just gives us the
suggestiony that were made 8o we can readily look at them and then
go Lo the hearings and look at the analysis of the reasons back of these
suggostions,

Senator Dovarnas, Mr, Chairman, this opens up endless vistas of
interminable delay [laughter| and I think we have got to get down
to business and not stall on this t;hing. I really—

The Cirairman. The Senator can’t say we ave stalling. We have
had hearings here day atter day. We started 10 o’clock in the mor-
ning, adjourned at 12:30, started at 2:30 in the afternoon.

Senator Douar.as, The Chairman has shown remarkable vitality, I
ls)xee %nis cheeks ave still ruddy and he has stood up under the added

urden. :

The Cratrman, The Finance Committee has heard everybody who
desired to be heard. 1 have been on the committee 29 years and that
in the way we have proceedea and so long as my influence goes that
is the way we will proceed so long as I am chairman. I have not
tried to hold the bill up or stalled it. I am opposed to certain parts
of the bill and I am in favor of others and I think other members of
the committee are experiencing similar inclinations. Some favor parts
of the bill and oppose other parts, Go ahead.

Senator Wirrtams. Mr. Chairman, T would like to ask the Secre-
tary, if he has reduced to writing his suggestions that he made to the
committee this morning? -

Secretary DiLron. Oh, yes; you have it here.

Senator Wirriams. I know the su%’gestions, but T mean the lan-
guage, the amended langusge for the bill that would carry out those
suggestions. ‘ 4

ecretai ;' Dmron. No. I think we could givs you such language if
that is gour wish. We would, under the procedure we ordinarily u
proceed to develop language in consultation with the technicians o
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the joint committee staff so they would also be in agreement with the
language to carry out the specific ideas. If the committee wanted it,
n.ncg if the commaittee wishes us to work with the staff to develop such
specific language, we would be glad to work with them; of course, we
want to work with the staff, .

- The CaamrMAN. I just want to make one further comment.

- This bill took 1 year in the Ways and Means Committee of the
House, and onr committee has been considering it for how long, about
b weeks, isn’t it .

Mrs, Serinoer. Yes, sir. ‘

- The Crraman. I think we have made protty good progress. We
have gotten a lot of information from all sources. . :

Senator Gore. I want to thank the Chairman for his generous
response to my suggestion, If we have sessions both morning and
afternoon tomorrow, it may very well be that the Secretary’s testi-
mony will be concluded and’ we would then have the 10-day period of
time during his absence for the staff of the Treasury Departiment and
the Joint Commitee on Internal Revenue taxafion to be working while
the committee, in turn, proceeds on the other bill. I appreciate the
Chairman’s reaction. »

The Cuammman. I want to make this further comment that we
scheduled hearings on this bill a week before we were able to start them
because the bill was delayed in the House. It was not referred to the
Senate Committee on Finance until April 2 and owr public hearings
began the same day. There wasn’t even 1 day of delay.

enator Curris. Mr, Chairman, I do not expect to go into this, but
the Secretary’s statement indicates a number of important changes in
this bill. Now, it is true that if we decide to accept or reject the
changes to the original bill, the committee staff could cooperate on the
language. But I would like to see a Treasury draft of what they pro-
pose so that it can be printed as a study print of the bill, and the
people affected could get to see it before these hearings are closed.

" T wonder if the Treasury can submit such a study ? s

© Secretary Dirron. Of course we can, But these are technical mat-
ters for the staffs. We would hope that the language which we pro--
duced, if the committee later decided to use it, woulf be language that
was satisfactory to the congressional staff, too, rather than having to
go through it twice.. That is our thought. It you wish us to do it
without talking with the staff—- ‘

- Senator Curris. I do not care who you have to help you, but I
would like to see a study print of this. . =
. Secretary DiLLon. We would be glad to do that.

(There was insuflicient time before the printing of this record to
complete the drafting of the bill incorporating the amendments ad-
vocated by the Treasury Department. It was understood that the
Treasury draft would be submitted to the committee in time for use
in executive session.) : _

‘Sénator: Gore. Mr. Chairman, I think the Senator from Nebraska
has made a reasonable request. I would like to have one, too.

Senator Curtis. A study print so that the taxpayers involved—
after all, somebody is going to pay this bill we are talking about—can
see what their comments are as to the new version of the I'reasury’s
proposal. They may want to testify, I do not know. -
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The CHaIRMAN. Ma{ I apologize to the Senator from New Mexico,

“who is now recognized ¥ '
Senator ANpERsON. Mr. Chairman, I promise you that I will try

to be brief. I do suggest that sometimes on these hearings you might

foilow the precedent of allowing each member, say, a half-hour or

an hour or something of that nature, and then you can get down to the

'.i[r}ﬁnit?simtil parasites who rarely have a chunce to get into it at all
saughter,

4 Mr{’ Secretary, the Governor of the Visgin Islands, Mr. Paiewonsky,
has given me a paper as chaivman of the Senate comnittee on intevior
and insular affairs, regarding the problem they have on section 13.
_ (The niemorandum referred to follows:)

MEMORANDUM CONCERNING SERI0US ADVERSE IMPAOT oF ILR. 10650 oN VIROIN
I8LANDS PROGRAM FOR INCREASED IZcONOMIC DEVELOPMENT AND SELF-SUFFICIENCY

ILR. 10050, as passed by the House, contains certain provisfons which were
-developed to deal with U.S. taxpayers organizing foreign corporations abroad.
But unless amended they would apply to Virgin Islands corporations, which are
treated as forelgn corporations for purposes of the Internal Revenue Code.
Unless amended they would thwart the Virgin Islands program for increased
economic development and self-sufficlency. And such provisions are not needed
-either (a) to avoid tax havens and tax avoldance—in view of the congressional
leglislation governing the Virgin Islands; or (b) to meet foreign exchange prob-
lem—since the Virgin Islands are, of course, part of the U.S. currency area.
‘The Virgin Islands are subject to the wage-hour law, the National Labor Rela-
tions Act, the Sherman Act, and other Federal statutes regulating labor and
business, It is requested that the committee adopt the recommendation of ex-
cluding the Virgin Islands Corporation from the term ‘“foreign corporation” for
purposes of sections 18 and 16. ' ' '

1. Existing congressional statutes provide a pattern whereby (e¢) Virgin Is-
lands is not avatlable as a situs for tax havens, and (b) a tax subsidy is avail-
.able only in lHmited circumstances, defined by Congress, to encourage U.S.
citizens and corporations to develop the economic resources of the Virgin Islands:’
Individuals and corporations earnings or receiving income in the Virgin Islands’
incur a tax liability to the Virgin Islands equal to the tax imposed on U.8. income
by the Internal Revenue Code. This is established by the Naval Appropriations
Act of July 12, 1921 (48 1J.8.C. 1387) and by sectlon 28(a) of the Revised
Organic Act of the Virgin Islands (48 U.8.C. 1642). ’ ‘ L

Thus the Internal Revenue Code applies in the Virgin Islands as a practlcal
matter even though technically Virginh Islands income is foreign income, and
Virgin Islands corporations are foreign corporations, ete. L .

© Congress—acting as a superterritorial legislature—has enacted 'a statute’
-adopting the Internal Revenue Code as the Virgin Islands tax statute. =

Congress has further provided—by section 934 of the Internal Revenue Code,
added by Public Law 86-779 that this tax “shall not be reduced or remittéd in
any way, directly or indirectly, whether by grant, subsidy, or other similar pay-
ment, by any law enacted in the Virgin Islands” with these two exceptions:

The first exception is for U.8. or Virgin Islands corporations whose gross
income for the past 8 years (a) was 80 pércent derived from sources within
the Virgin Islands, and (b) was 50 percent derived from the activa conduct of a
trade or business within the Virgin Islatids. : i o

The second exception is for U.8. individuals who are U.8. citizens resident in
‘the Virgin Islands, to the extent of fricome derived from sources within the Virgin
Islands (excluding compensation as employee of the United States and income’
from the sale of securities). - L o oo

As to the purpose of these exceptions, see 86th Congregs, Senate Report 1767
of June 29, 19060 e ) ’

“This appeared to your committee to be in accord with the purposes of the
§pecial tax treatment long accorded possessions of the United States; namely,
to encourage the development of the ‘economic resources of the possessiong by
citizens of the United States or by U.S. corporations.” C

The policy of Congress has progressed from annual appropriations to meet
the minimum noeds of the Virgin Islands-—teferred to by President Houvver asg'
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the “toorhoude” of the Natlon—to n progeam of increasitg seltssuflleloney undor
the Rovised Organle Act of 1004, . .

By net of Ociober 80, 1001 (b1 No, 124) the Virgin 1slands Logislature
rovisod Jtx industrlal Incentive atatute In necordunce with the Hmitntlonn spect.
flold by Cnn‘n‘oau. Corporations ave eligible for lncentivo (subsldy) benelits only
1 organtve In the Viegin Istlands and meet the requirements of Internnl Rovenue
Oode, gectlon 034, Thore ave minlmum nvestiment requivements; o, nt leant
$15,000 in 4 bustnoss of processing or produeing goods; at loast. $100,000 In
ownership of houstng projects or plants oceupled by others, or in ownership or
operation of hotela or guest houslng,  The nmount of the subuldy {8 tinlted to
T !\N‘(‘(‘l\t of the Income tax Habliity pnld {o the Viegin Inslands govornment,

The Virgln Telnnds government s Incrensingly seoking the goal of oconomie
aoltl;-nl\'\:llclmu\y‘h‘v upgrading and diversifying ity employment and economie
netivitios,

U8, fnvestors have not only provided the funds for companles applylng for
fneentive subsldies under this Inw, but alko have supplled the funds for othor
corporationn: ek, ownlig nud doveloping veal estate,  Recontly, indeed, Amorl.
et aluneholders organived 0 small husiness fnveatinent. company chartered in
the Virgin Islnnds and duly Heonsod by the Hmnll Business Admindstration,

2, The Vivgin Istands dovelopment. progin will be stifled and aborted by the
vesteletive provistons of ILR, 10030 applicablo to forelgh covporations unloss
Viegin Inlanda corporationn ave excluded thevefrom: The basle congresslonnl
purpose of encouraging n Virgin Ialands dovelopment program spavked by the
private inlttative of UK, cltivens and corpovations will be stifted by various pro-
visions Inxevted into 1LR, 10050 to Hmit the flexibllity of U8, investors In truly
forelgn corporntion n terms of getting funds for expnnston,

The following {8 Hust eative and not intended as an exhaustive catalog:

U.8. individuala and corporntions could not pradently run tho vigk of a 10-
{)ommt Investmont in a Vivgin Islandae corpovation, owned over 80 percent hy
1.8, persons, in view of sectlong 18 and 10 of 1L, 10040,

Under sectlon 14 of the bill a U.8. stockholder, on sale of his stock or dlsso-
Iution of the Virgin Islands corporation is taced with substantial visk of tuxatlon
at ordinary rates—{nstead of capital gning trentment-—of all the post-1962 earn-
Ings of the corporntion not proviously tmputed to stockholders,

Under 088(n) tho appearance of or increaso in nonqualitied property in the
corporation’s statement becomes taxablo to the sharcholder to the extent of nil
earnings accumulated atftor 1002. This would paralyre an Individual sharve-
holder tacing the possibility of a plloup at a 00-percent rate in some future year
(and an individual has no possible benefit from foreign tax credits). A corpor-
ato stockholder would algo refrain from tho risk that even if its Virgin Islnnds
operation 18 successtul ita expanalon program might-be stified by aueh an huputed
dividend, They could not prudently risk the enornmons adverse tax consequonces
that would ensue it they should be hold wnable to meet the burden of showing
the property s qualified; Le,, “ordinary and necessary for the active conduct
of a qualified trade or business”—uncertain torms that require futerpretation and
conerete contont.

Clearly no U.S. person will shoulder the difficultlies Inherent in doing business
in an emerging terrvitory, like the Virgin Islands, if ho must forego the custo-
mary capital gains treatiment availablo for any State corporation, when sale of
stock or dissolution of business Is Indicated. (There may be many reasons: The
business, once strong, may have been mado obsoloto. New hands with new tal-
ent, or more capital, ete,, may be desirable, It may be approprinte for a U.S.
stockholder to sell his stock to a Virgin Islands resident. The U.8. shareholdor
may nced more diversification of his estato, ete.)

Even prior to sale or dissolutlon, section 18 of the bill confronts this U.8.
shareholder with the risk of being taxed on his pro rata shave of all carnings
of the Virgin Xalands corporatfon after 1062, Jumped together in any future year
to the extent this “forelgn” corporation hag property held not “qualified” he-
cause in excess of that deemed “ordinary and necessary for the active conduct
of a qualified trade or business,” For an individual a 90-percent tax rate wmight
turn on whether he could meet thig uncertain burden of proof. Iurthermore,
unless the business was carried on hefore 1903, or for a 5-year period prior to
the taxable year, it is not a qualified trade or business unless-carried on “ajlmost
wholly within & less developed country or countrles,” (See sec, 053(b) (8).)
Even If a potential investor could assume that the Virgin Islands would stay
on the 1list of lesa developed countries, the risk remains that the term “wholly
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within” would be lnapptleablo to activities that wero a nntural part or growth
 of tho business of the Viegin Islands corporation-—-sny n vessel going to and from
the Viegln Inlands; or aotivities in the Unlted Btatos relnted to sales or pur-
chakes thore,

& Remedinl provislon: Phe Memorandum dafed Apvll 27, 1062, presented o
the Sonnto IMinanee Committes by Attornoys Aldinoff of al. statey (p. 22) ¢

“In view of the development progeams of Puerto Rico and the Visgin Inlnnds,
speelnl constderntlon should be glven to oxclnding corporations of those conns
tried hl'mn:. tho term ‘Porolgn corporation’ for purposes of sections 18 aud 16 of
tho bHL? .

A suggested approneh would he Insertton of o provision like the following

AN gned In thin seetion, the torm forolgn corporatlion’ shnll not apply to any
corporition erented or ovganized undor the hnws of n powsesslor of the Tinited
Statos (Juehudig for purposes of this sectlon tereitories and The Commonwenlth
of Pucrio Rico) If (1) KO poveont or more of its grows Income for the $-year
perfod fmmedintely preceding tho close of the {taxable year (or for guch part
of such poriod inunedintely preceding tho cloge of such taxable yenr as may ho
npplieable) was dorived from nources within a possesston ns go dofined ; and
(1) 060 poreent or more of the gross Income of such corporation for sueh poriod
or pueh paret thereof wan dovived from the active conduct of a (rado or businoss
within n posgession as so dofined,” )

Daovolopment of the cconomy of the Virgin Islands veguires n wide range of
businenses-—primaeily tourlsm and manufactaring, but also servico trades for
expunding Virgin Islands tonvlsm and manufacturing companles; and other
trados or businesuex— o8, flnancing small businesses ; investing in sorely needed
middle-Inecome houslug, , '

The amendment. vequested would not’ in any way permil. tho Virgin Islands
to become n fax haven for foreign lncome, ilnder that amendment, ns under
tho presont. Federal tax laws, o Virgin Islandg corporation doing husiness in
any forelgn country would be requived to pay Fedoral income-tax rates on that
tneome Just ke a U8, corporation doing business_in a foreign country, .

The only tax andvantage from a Viegin Yslands Investment, wonld come from
tho Hmited Viegin Islands subsidy within the framework approved by Congross
to stimulate economic dovelopment by private enpital, :

Wao ask that ILR, 10650 be amended (o onable V.8, citlzens and ¢corporations
to Invest freely tn a Virgin Islands corporation doing business In the Virgln
Islands without possibility of any greater tax consequenco than gnsues from
invosting In n domestle corporation dolug bustiess on the mainland,

QOVERNMENT OF THE VIROIN ISLANDS, ~
Rareir M. PAIRWONBKY, (Jovernor,
ITanorp LeveNTHAL, Counsel,

Sonator Anprrson. Without asking questions on it, if T give it to
you—he has had the conversation with Mr. Surrey—would you bhe
uble to send back to me for future guidance, and other members of
thoe committee who might desirve, the effect this might have on the
Virgin Islands? ' o
- Secretary Drinron, We would be glad to do that, but I do not. think it
i8 necessary, because wo recommended this morning that section 13 not
U)ply to possessions of the United States, which would include the

irgin Islands. ' '

Senator ANDERSON. But he gave this to me a short time ago, and X
thought it applies also to Iuerto Rico, and I would be happy to have
the answer,

Mr, Secretary, one day I raised n question nbout the credits that
might be given for livestock under this investment credit provision.

Is it you desire to have the language in liere finally ;iiving credits to

00{)]0 who might buy stallions for their racing stable or breeding
ulls for their herds, or would you eliminate that ¢

1A meana of doing thils would be ns follows: Add to sec. 081 and to mec. 1248 (that
would be ndded by secs. 13 and 18 of the blll) a new subscction providing in substance: -

“As ured in thls section, the térm ‘forelgn corporation’ shali not epply to any corpora-
tlon created or organized under the laws of Puerto Rico or of the Virgin Islanda.”
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Secretary Ditron. No, Senator, We felt that your suggestion was
very apt, and for the reason which was also spelled out in the state-
ment I submitted this morning, we have recommended strongly that
all livestock be excluded from credits. o ' -

Senator AnprrsoN. I apologize. I was not able to be here, since
T was at another meeting,

Senator MoCanTtizy, gemtor, will you yield just at that point §

Did you recommend they be eliminpted altogether? I thought it
was retroactive, 8 years, ,

Secretary DiLLon. Noj; livestock should be eliminated altogether.

Senator MoCarrny. Altogether, for the whole proposition _

Secretary Drron. Yes, - )

Senator AnpErson. 'We have been gettinf lots of mail about mutual
savings banks, and people write me and tell me how it is going to put
them out of business, : /

I have come w this (erstion: In 1952 the mutual savings industry
‘was first subjected to ordinary corporate income tax, except for special
bad-debt reserves which they now enjoy. - ,

What has been the growth of the industry since that 1952 act was
passed? Can youmake an estimate?

Secretary DirLor. We have given, naturally we had to give, a lot of
study to this. That is a question which we went into. The figures
show that at the end of 1951 the savings institutions, as a whole, had
assets of about $42.5 billion. By the end of 1061 their total assets
amounted to $125 billion, In other words, they about tripled in the
last 10 years, -

Senator AnDpERSON. Then, would it be your testimony that the im-
spsntwn of this corporate tax on that portion above their debt reserve,

id not put them out of business ¢ .

Secretary Diuron. It had very little, if any, effect. It did not have
any effect. : .

Senator Anperson. It went the other way. They increased very
rapidly. - T am not saying that is the reason for it, but at least they
were able to grow during this period. o S

- Secretary DruLon. That isright. = - - AR :

Senator AnprrsoN. How much of the total earnings of these insti-
tutions has been retained by the savings institutions during the past
decade, and how much Federal income tax has been paid by them?'
" Secretary DiLrox. Well, they had total earningﬁ; efore they made
their distributions to their savers of about $27 billion, and of this
they retained as retained earnings in their business, about $5.5 billion,
and on that $5.5 billion they paid Federal income taxes of something
just under $70 million. That means that the Federal income tax in
the last decade they have paid has been something under or about 1.3
percent of their retained earnings. : .

Senator AnpersoN. Have any of them indicated to you that they
think that 114 percent is excessive taxation on retained earnings? - -
. - Secretary Disron. Well, they seemed to have some difficulty with
our idea that they should pay more, but.I think that most of them now
agree that it is fair that they rhould yay some more taxes. :The ques-
tion ishow much.

Senator ANpersoN. Well, if the question is how much, and you are
looking ahead, could you estimate what the total earnings of these
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savings institutions would be during 1963, and how much tax they
would pay on it if the existing law is not amended ¢

Secretary Dirron. Well, their total earnings, if there are no—in
1963 before—- :

Senator AnpersoN. I asked for an estimate. I realize it is an
estimate, ‘

~ Secretary DiLrow. I would think their earnings after distributions
to savers, based on what they are presently distributing, would be
about $1.2 billion, and if there is no change in the Federai law, their
income tax liability would be, and they probably would pay, about $10
million—1 percent or something less, -

Senator Anperson. This recognizes they will have earnings of $b
or $6 billion ¢ , :

Secretary DiLron, Yes. :

Senator ANpERsoN. And distribute some of that back to their savers.

Secretary Diuron. That is right.

Senator ANDERSON. And retain about a billion and a quarter, some-
_thing like that, of it, and on that they will pay $10 million in taxation
if we do not change the law ¢

Secretary DiLron. That is correct.

Senator ANpersoN. You estimated that the bill before us would
impose a tax on the savings banks of about $200 million, and that
would be about 20 times what they would pay .if we leave the law
.alone. Do you think this tax would adversely aflect the dividend and
interest rates? ' ’ '

Secretary DirroN. Not at all.

Senator AnpemsoN. Or bother the home mortgage market ? ,

Secretary DiLroN. No. We have had a careful study of that, and
we d](: not think it wi'l have any noticeable effect on the home-mortgage
market. : : . .

Senator ANperson. I ﬁot one letter that pointed out if you did this,
the home-mortgage market would just rise up and it would be tre-
mendously inflated in rate because you are taking all this money away
from them.. , C o ' L

" Do you think $200 million from a group of institutions that might
be able to retain over $1. billion of earnings is going to affect the
mortgage market Co ‘ S
. Secretary DiLron. No.. We think they could pay even more taxes,
“and should Xay more than that. - e
*"Senator ANDERSON. Are you aware of any comparable area where
privately owned mutual finance institutions dealing with the publie
“are virtually tax exempt while their competitors pay regular corporate
tax'rates? " ‘ ‘ L ‘ C
" Secretary Dirron. Well, in this bill there is a provision to carry
~out what I understood was the congressional intent in 1951, to have
‘some additional taxation on cooperatives. A lot of people, I would
think, would think that was somewhat similar, ' It is smaller, much
‘smaller. There is no comparison in gize. ' ‘

Senator ANpErsoN. Mr. Secretary, my business experience is not in
the same league with yours at all. I am way down on the list of it, but
I do happen to be president of & little mutual casualty company, and
I understand this would increase the taxes of that compainy to some
extent. I have been presidnet of it for 2414 years, ang}I naturally
want to keep it where it survives. ST IR
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Laaw tho bill thoy worked upy T had acomputation mede, nnd 1 did
not Chink it was going (o completely put mo out of bhusines,

Do you think that. wost n} these organizations will he able {o ot
nlong protty well i the tates that you propose are enneted ¢

Seevetney Duaon. Vory wolly yos, sir,

Senntor A vvurson, We put =ome faxes on Tife insuranee compunivs
and they st suevives AT of them have theie doms openy do they
not ! Somo of (he ®loek s oven gone up a litthe bit ll noticed the
other day,

Secretney Duaaon, That is corveet,

Senntor ANmmson, T get n lot of Tetters about this ehnnge in renl
estate tuxation,  Depreeintion is chavged oft pretty wpidly, necoler-
ated deprecintion on buildings, and then the {mil«lin;x w rold after 4
ord years, Thoy say this would he hoevible i you mudo some levy on
lll‘m\! w the provisions in thig bitl, Would you comment on that a litte
nt

Seeretary Duaone Yeso  Wo think this is an aven of renl tux avoid-
anee, TG veal tax sheltor,  In faely, many renl estate promoters,
sueh as veal-estate trusts, advertise in the pupers urging people o
invest in that kind of real estate beennse of the tax-shelter ndvantngoes,
Tho problem is that in 104, when we mnde nvailublo the double- decelin.
ing lmlnnoo. beennse of the theory, that equipment wore out more
vapidly intheeavly years, it was uppiiml to buildings, the theory is just
notapplicable to buildings, and - -

Semator AxpersoN, T did not hear yowo  You say it is not (rue of
buildings¥

Seeretary Diaon, It is not applicabls to huildings.  They don’t
wear out move rapidly in the eavly years,

Senator. A yprrson. Don't they sometimes go up in value?

Secretary Dinon, It is gonerally the ease that after the fivst 3 or
4 years of a new office or apartment, building, it may be worth more
than when it was fivst constructed, beeause it will then have tenants,
and tha bugs will be out.of it,and so forth,

These ave very long-lived assets, '

Banks lend money on them on very long repanyment. mortgages,
The interest deductions complete with double-declining balance depre-
clation tesults in there gencrally never being any profit in operating
ona of theso buildings for the first fow years beeause it is all used up in
depreciation,  Then the standard practico is that the building is sold
after 4 or 5 years, and capital gain taken on this excess depreciation,
Wae think this area needs very much to be corrected.

One way we ave recommending is that for real estate of this nature
there should only be straight-line depreciation, which much more
accurately reflects the situation.  But even that is favorable to real
estate, and we had also recommended that the provisions applying
ordinary income treatment to quick sales be applied in the case of real
estate to any property that was sold in less than 6 years, and thercafter
having the ordinary income provision apply on a descending scale so
that permanent investors who had held the building, I think, for a
total of 14 vears would then no longer have ordinary income treatment
on gains.

Senator AxpersoN. When you said after building a new building,
after a few years the bugs get out of it, you are not. referring to physi-
calbugsbut the way it operates?
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Secretary DigoN. I'hat. is eorveet,

sSenntor Annerson, And you snid they would not necessrily have
nny profity,

giw-.rutm'y Dirron, They do not. hnve profit. beenuse of the big depre-
cintions,

Sonntor Anpewson, Fxnetly, beenuse of the large deprecintion,
The money was there, the returns wore there, nlthough it. was more in
the beginning,

Sentor Gore, Actunl profit. but. not. n hookkeeping profit.,

Seeretnry Dinvon, That is correct.,

Sountor Anprison, Mr, Seerotary, if you really wanted to find
out v place whore this 3- or 4-yenr rale applied, you might. find it in
the Sennte Ofliee Bitilding of the Sennto o} the United States, wonld'
youwnot? Wa have a clock up there that rand, . We hind one up there
that could not. ran beenuse the hands wore so heavy the works conld
not piek it up and earry them around, 1. took w while to get, the bugs
out of Chis room as i does out. of the rest, of the rooms, and is
apoeration isn very good statement. of what. tukes place,

You ure only suggesting, as I undersinnd it, I,I]mt, when o man builds
n new building it takes hion o while to find out how the air condition-
ing is going Lo work. T went through that a little while ago, and we
had to just. chunge everything all around and put duets in other places
and ovorything olse.

Senntor Goni. Will the Senator yield ?

Sonntor ANpersoN. Yes,

Senator Gonk, 1 wanted fo point. out, one advantage there wag to
the old clock ; it never beeame 12 o’clock,

Senator Anperson. As the lnwyers always say, it is 11 until it
hocomes 12, Tt had certain adyantages. Weo were going to finish
up by 1 o'clock, as the chairman has warned me.

Now on the quetsion of withholding—and I am going to be very
brief on it, Mr. Chuirman—but I operated o smnli( business at one
timo that started out as & one-man businesy, and I had a good many
accounts,

Now, they said that if T had this sutomatic processing machinery
I would find out. who owed me the money. But that would not collect
it, would it, Mr. Secretary ¢

Secretary Dinron. No,

Senator AnpersoN. I had my books and they told me exactly who
owed me monay, but I found I had to wear out several pairs of shoes
in the early days to get the money from the people who owed me the
money.

" Secretary Dinron. That iscorrect.

Senator AnpersoN. As I stayed longer in the business and got
somewhat larger accounts, people who had more business, they paid
with a little more regularity, perhaps, but a lot of small accounts were
hard to collect.

You read about a prizefighter who owed the Government about
$1 million in taxes. If we had some sort of withholding on sports
ventures we might have had some of that money; might we not?

Secretary DiLroN. Yeg, sir; I guessso.

ffSenator AnpersoN. And he would have been better off, much better
off.
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Secretary Dinron. That is correct.

Senator AnprrsoN. He would not have had all the people borrow-
ing money from him and harassing him as he did have.

~We had withholding on wages, and while there may be differences,
people who objected in the beginning at the bookkeeping are some-
what accustomed to it now.

Don’t you find that businesses find they can handle these things
by the things they put in their operations in their own business?

Secretary DirroN. There is no doubt about it. There would be
no problem at all, once it was in effect.

enator ANDERRON. If you allow a man to owe part of the money
that was due on his wages, sometimes he moves to another job, and
don’t you have difficulty tracing him in order to collect from him?

Secretary DirroN. There are problems of that nature.

Senator Anperson. I remarked earlier, I do not know whether you
were testifying, Mr. Secretary, but I was appointed to administer
a State sales tax in my home State, and every merchant was presumed
to be honest. He was sure to report all the things that he sold. But
finanlly I prevailed upon the Bureau of Internal Revenue to let me
have copies of the reports they had made to the Government, and I
wrote them all and said “I am going to match your return against
the Government return.” I got more amended returns the first month
than we had had in 10 years previously, or I mean subsequently, be-
cause a lot of them remembered a lot of things they had not reported.

They are good, honest people, but they somehow made a different
report to the State. If you collected these things in advance they
cannot. do that; can they ?

Secretary Ditron. That is right.

Senator ANpERsON, I ain not very enthusiastic about withholding,
I do want to warn you of that, but just the same I can recognize there
might be very substantial savings, and if this is a bill to plug loop-
holes, here is a loophole you estimate would be what, $600 million?

Secretary Diron. That is on the basis of the 1959 figures. By the
time this bill goes into effect it will be much larger, I should think.

Senator ANDERSON. I also want to say I think the estimate the
chairman of this committee used on the Senate floor on the night he
was having a great deal of difficulty having the bill passed may finally
prove to be true. I think when we get all of these automatic compu-
tations and everything else we will find a tremendous lot of people
avoided taxation, not always because they did not feel they ought to
pay it, but they had been told it was subject to certain deductions.

A building and loan association limits the deposits—well, I should
not say it that way. The amount of deposits that is insured in the
average building and loan. association is about $10,000; is it not? I
think that is the maxirum of Federal insurance.

Secretary Diron. I think that is right.

Senator AwnpersoN. They pay four or four and a quarter or 4.6,
depending on where you live, so they get about $425 or $450 in interest.

Does the building and loan have to report anything under $600.

Secretary DiLroN. No only $600. oo ‘

Senator ANpERsoN. So almost every deposit that exists in a building
and loai association is not now subject to reporting. . - . - . :

Secretary DiLrLon. That is correct.
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Senator ANpersoN. If this law goes through it would be subject
to reporting.

. Secretary Diuron. It would be subject to withholding, yes.

Senator Anperson. I mean subject to withholding. If they hold
it, it is bound to be reported.

Secretary Dirron. Right.

Senator ANpersoN. And you will eventually get it.

I think I have no further questions.

Senator Doueras. Would the Senator yield before he closes?

Senator AnpersoN. Yes,

Senator Doucras. I notice that the Secretary said that his estimate
was that we were loging $800 million in taxes on dividends and in-
terest, which was based on the 1959 data. I wonder if you have any
. figures for 1960, tentative figures for 1960 ¢

Secretary DirroN. Well, the tentative figures generally come in
about this time of the year, and the figures that we have used and
stuck with so far are the 1959 figures, because they were the ones that
we submitted a year ago.

But we do have a first estimate of a gap for 1960 which indicates
that there has been an increase in the reporting gap of about $300
million in the case of dividends, and about a similar amount in the case
of interest or a total increase of about $600 million from 1959 to 1960.

Senator Douaras. Well, now, I am not quite certain, Is this an
increase in the gap or an increase in the reporting ¢

Secretary Divron. Thisis an increase in the gap.

Senator Doucras. In the gap.

Secretary Dirron. Yes.

Senator Doueras. Well, now, as I remember it, your figures were
that the gap in 1959 amounted to $3.6 billion.

Secretary Diiron. About $3 billion.

Senator Doucras. A little over. Was it not $3.6 billion?

Secretary Dirron. Well, there are two figures, There is a figure
of the nonreporting gap, and you are quite right, it was just under
$4 billion.

Senator Doucras. That is right.

Secretary DitLon. Then there was a figure just under $3 billion,
which was the proportion of that gap which we feel belonged to tax-
able individuals. Thoseare the two figures.

Senator Douecras. I understand. The total has increased about
$3.6 to $4.2 billion.

Secretary Dirron. To something over $4 billion.

Senator Doucras. Something over $4 billion.

Secretary DirLon.: Yes, it would be more than $4.2 billion.

Senator Douaras. More than $4.2 billion ¢ '

Secretary DirroN. Yes. I-think the figure before was $3.8 billion
i:nl(ll I think it would go up about $600 million, and this would be $4.4

illion. o

Senator Doucras. .I wonder if the Senator from New Mexico would
permit me to ask one more question on this subject.

There is a former president of tho Mid-West Stock Exchange in
Chicago, o Mr. George E. Barnes, who has charged that the tax col-
lection gap on dividends is in reality nonexistent because he states that
the Treasury erred in vastly underestimating the amount of dividends
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received by pension funds, colleges, welfare institutions, and other
tax-exempt institutions. '

Now, this has been Fiven a_great_deal of publicity in the Chicago
press, at least. The Chicago Daily News says that if one is reluctant
to boliove that & Cabinet, officor will attempt to bolster his case with
bhony statistics he might recall the case of Defense Secretary Me-

amara in the recent steel imbroglio, and then states that Secerotary
McNamara was guilty of the wildest exaggeration, and the editorial
concludes with this statement: .

Unless the fact of extensive tax cheating can be demonstrated conclusively,
the caze for withholding collapses.  Right now, that seems to be the situation.

Now, this i3 a very important issue, and I wondered if either you
or your staff have dealt with this criticism, whether you are ready to
muke a veply to it and, if not, whether you would submit a reply
when we meet next time?‘ )

Seeretary Dinton, T would be glad to. 'We have prepared a reply
in a letter to Mr. Barnes.

Wao think he has made at least two very serious errors in his cal-
culations, and we point out in detail what they ave. .

T will be glad to furnish a memorandum for the record because it
goes into the detailed criticism. It answers Mr. Barnes' charges.
(The document referved to follows:)

TREASURY MEMORANDUM IN REPLY TO PUBLIC STATEMENTS BY MR, GRoree I,
BARNES oF CIICAGO, 1L, WIiTH REGARD 10 DIVIDEND NONREPORTING

This is in reply to Senator Douglas’ request for an analysis of the statement
by My, George I, Barnes of Chicago, 111, in the press that the Treasury has been
misrepresenting the size of the dividend nonreporting gap before the Congress.

Mr, Barnes has also made this charge in a letter to Secretary Dillon. He noti-
fied the Secretary that it was his intent to call congressional attention to the
Treasury’s misrepresentation by filing a statement with the Senate Committee
on Finance. Yesterday Secretary Dillon mailed his reply to Mr. Barnes.

Mr. Barnes claims that the 1959 dividend nonveporting gap calculated by the
Treasury is almost nonexistent, according to his estimates, because the Treasury.
had made a serious error by underestimating the amount of dividends received
by corporate pension funds and other tax-exempt organizations.

In fact, Mr. Barnes made several errors in his estimates; these were pointed
out in Secretary Dillon’s reply.  When Mr. Barnes’ estimates are corrected, his
figures and the Treasury’s figures are in substantial agreement.

First, Mr. Barnes made an error in calenlating divigends received by pensign
funds and tax-exempt organizations when he applied an estimated yield to stock-
holdings at the end of the year rather than to average stockholdings for the
vear. Because of the relatively rapid rate of growth of these funds, Mr. Barnes
overstates by more than 10 percent the estimate of dividends received by tax-
exempt institutions.

Mr. Barnes’ second error is also very serious. He assumed, based on the
proportion of all dividend disbursements to those made by New York Stock Bx-
change listed companies, that the total stockholdings of tax-exempt institutions
are $41.4 billion, of which $24 billion represent New York Stock Iixchange listed
securities, - This figure is entirely out of line. For instance, in the case of pen-
sion funds, Seccurities and Exchange Commission data show that total stock-
holdings of pension funds as of the end of calendar year 1959 were $12.9 billion—
$1.8 billion or 16 percent greater than $11.1 billion figure. Mr. Barnes uses data
from the 1959 New York Stock Exchange survey.

The Securities and Exchange Commission data are logical since it is apparent
that pension funds for the most part hold only the highest grade securities in
thelr portfolios and these consist of stocks listed on the New York Stock
Exchange. * ** ‘ - - [

. Mr. Barnes estimates that pension funds and tax-exempt organizations hold
$24 billion of stock listed on the New York Stock Exchange. Mr. Barnes' cal-
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culation of total holdings of such organizations, if corrected, runs as follows:
His $24 billion of tax-exempt institutional stockholdings times 1106 percent (blow-
up for non-New York Stock Exchange holdings) times 90 percent (midyear
rather than end of year) equals $25.1 billion of stockholdings.

Applying Mr. Barnes' yleld rates (median of all New York Stock Exchange
dividend-paying listings) to the $25.1 billion of holdings, his corrected figure
cquals $971 million of dividends received by pension funds and tax-exempt
organizations. This is only $50 million higher than the Treasury estimate.
In fact, Mr. Barnes' figure would come even closer to the Treasury if he had used
the Moody's average yleld on 200 stocks which the Treasury believes to reflect
more closely the types of stocks held by tax-exempt institutions.

In summary, the Treasury is satisfled that the dividend and interest non-
reporting gaps are real and serious. All studies by the Treasury, congressional
committees, and outside experts, including technicians of the New York Stock
Ixchange, show consistently that substantial underreporting exlsts.

Correction of Mr. Barnes’ data:

Mr. Barnes’ Mr, Barnes’
data data corrected
New York 8tock Fxchango I{stod stocks held by pension funds and
tax-oxempt organfzations at end of calendar year 1050, .c.cue eea-e $24, 000, 000, 000 $24, 000, 000, 000
Ratlo of total holdings to holdings of New York Stock Exchange
lsted 8tockS ). . oo ceeecsmarasacnaanan 100:58 116:100

Total stockholdings of pensjon funds and tnx-oxom]pt organizations..| $41,400, 000,000 $27, 800, 000, 000
Corroction for mid-year rather than end of year holdings...percent..| . c.ccececocecnen 00
Avorago stockholdings for 1959. e $41,400,000,000 |  $28, 100,000, 000
Yield computed at 3.8 percont and 5.1 Perceidt. . covuecerecccnanaccans $1, 600, 000, 000 $ $971, 000, 000

} Mr. Barnes used ratio of ell dividend disbursements to those made by New York Stock Exchange listed
companies, Securities and Exchango data on stockholders shews that for pension funds and tax-axempt
organizations the ratio {3 not 100:58 but 116:100.

Compares with Treasury estimato of $880,000,000 which was computed at lower yleld raies bised on
Moody’s 200 stock index.

Senator AnpersoN. If the Senator from Illinois is finished, I only
want to say, Mr. Secretary, I just wonder sometimes if this flood of
mail that is just inundating every senatorial office does not indicate that
a lot of people are frightened with the prospect of paying income
taxes on interest and (?ividends. I draw no other conclusion from
those people who write to me and who say, “You are talking about
taking away all my bread and butter. I only have $100 income, and
you want $20 of it.”

Someone has grievously misrepresented the situation.

Secretary Diron. That is right.

Senator AnpersoN. I write back and I say, “If you only have $100
income, you do not have to pay income tax at all, and the very first
time you can sim%ly have that eliminated from your taximﬁn ents.”

But somebody has circulated a lot of information. to
wonder if there are not people who perhaps are worried about whether
they will have to start paying taxes on interest and dividends.

ecretary DiLLon. I agree.

Senator AnpersoN. Thank you.

The CHalRMAN. Any further questions?

(No response.)

The Cuammman. The committee will adjourn until 10 tomorrow
morning, and the Chair will call on those Senators first who had not
asked questions,

(Whereupon, at 1 p.m., the committee was recessed, to reconvene a{
10 a.m., Friday, May 11, 1962.)

82190—62—pt. 10——5
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FRIDAY, MAY 11, 1602

U.S. SenatE,
Commrrree oN FINANCE,
Washington, D.C.

The committce met, pursuant to recess, at 10:10 ., in room 2221,
th'\_v Senate Office Building, Senator IHarry I, Byrd (chairman), pre-
siding,

l‘r(ussunt.: Senators Byrd $clmirman) Anderson, Douglas, Gore, Mc-
Curthy, Hartke, Willinms, Curtis, and Morton.

Also present: Tlizabeth B. Springer committee clevk; and Colin
Tr. Stam, and I.. N, Woodworth, Jomt Committee on Internal Rev-
enue Taxation, .

The Cuamaan, The committee will comae to order.,

According to the policy of giving those Senators who have not had
an opportunity to question the Secretary in their order, the Chair
recognizes Senator Curtis.

Senator Curris. Thank you, Mr. Chairman.

Mvr. Secrotary, I have a number of points T am very much interested
inand T will try to be concise. T have a couple of questions that are
reneral in nature and not related directly to tRia bill, but the Congress
hns cortain responsibilities in a follow-through of the legislation they
ennct under the Reorganization Act.

The New York Times on April 16, 1962, has a study on the steel
sitnation,

In it T find thig paragraph, veferring to the Internal-Revenue Serv-
ico, Tt snys, and I quote:

Agents of the Chlef Counsel’'s Office of the Internal Revenue Service were
ordered on Wednesday to make an intensive check of U.8, Steel’s option plan
vi~hloh hau existed for years to give incentive benefits to the company's execu-
thves,

Wore such orders issued?

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE U.S.
TREASURY-—Resumed

Secretary Dirron. Iknow of no such orders.

I wasn’t in Washington at that moment, and I never was informed
that any such orders were issued. I very much doubt that that is a
correct statement.

Senator Curris. Would you say that they were not given?

Secretary Dinron. To the best of my knowledge they were not given.

It you ask me to infllnire, I will make an inquiry.

Senator Corris, Have you inquired up until now?

4307
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Seerotury Dion. T have not made a formal inquiry, beenuso T just
assumed it was not. trno,

Senator Corns, Had you heavd this bofore,

Secretary Duaon, [ had not honrd it before, T did read this ({;mut
long nrticle in the New York Timos and noticed it thore. I had also
soon a number of statemonta in the press that wo had considored chang-
ing or given orders to considor ochanging the depreointion provision
and all that sort of thing. Thia was w totally inncournie story.

Senator Curvig, Will you check on it and roport to this committen?

Necrotary Dinton. 1 would bo glnd to,

My understanding is that it is totally inncenrate, but T will be glad
to oheek it,

Sonator Curris, And by order, T am not veforring to n writion
formalized order. 1 want to know whethor or not such netivity was
instigated at this time,

"The other sentence in the snmo paragraph is along the same lino
and it says, and Tquote:

Investigntors of the tax agoncles intelligonee divislon roportedly began an
audit of the tax roports of other top ateol executives,

Do you know whethor that is correct §

Seevetary Dinton. Tam suve that ean’t bo true, but I will give you
a formal veport on that, too.

Nonator Currts, Yes,

1£ you find anything along this line was dor:o, I would like not, onl
a veport, but. T would like to know what officinl is responsible for it.

Secvetary DintoN, I do know that in that wholo period theve was
nover any discussion or any indication from any source in the Govern-
ment that the 'I'reasury should use any unusual enforcement proce-
dures or investigations to bring pressure in that way on the United
States Steol Corp. or any othor steel company, -

Senator Curtis. Then, is it your position that the tax arm of the
Unitd States was neither used nor threatened to be used in conneotion
with the steol controversy ¢

Secrvetary Innron, By the Treasury, that is correct.

Senator Curiis. No, by anyone, : ~

Secretary Dirton. T am sure it was not threatened to be ured by
anyone, but T am sure there was some misinformation which I read in
the newspapers indicating that it had been. But that is just not
correct.

With reference to the statement in the New York Times on April 16
that “Investigators of the tax agencies intelligence division reportedly
began an audit of the tax reports of steol executives,” the reports re-
forred to arve inaccurate and without basis. At no time during the
period of the steel price increase incident did the Treasury Depart-
ment. or the Internal Revenus Service initiate any new tax enforce-
ment esmocedures or investigations designed to bring pressure on the
United States Steel Corp. or any other steel company., Nor was the
tax arm used or threatened to be used in connection with the steel price
controversy.

With negerence to the other statement in the New York Times that
“Agents of the Chief Counsel’s Office of the Internal Revenue Service
were ordered on Wednesday to make an intensive check of U.S, Steel’s
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option plan which has exintod for yonrs to give incentive benefits to
tho company’s excoutives” the following are the faets:

(1) As indicntod in the testimony hefore the Sennte Finance Com-
mitteo on April 2, the Tronsury had for soine tlm('m-](mf\f bofore the
stool prico incident—beon conducting n brond study of tho operation
and impliontion of atock options in the course of its tnx legislntive
;)olioy roviow. 1In connection with this study we had obtained from
ho publio records of the Securitivs and Exchange Commission some
datn on the stook option plans of a large numbor of industrinl corporns
tions, including the United States Stesl Corp, .

(95 At the timo of the steol price inorense the Treasnry tax poliey
stafly with the nesistance of a member of the legislative staff of the
Ohiof Counsel’s Offico of the Intornnl Revenus Servics, assembled,
from the publio rocords of the Securities and Exchange Commission, a
briof up-to-date factual analysis of the principal |ln'nvmm|m of the
United States Steal Corp.’a stock option incentive plan and the num-
bor of shares subject to outstanding option held by executives of the
corgm‘ution. )

(8) 'This information was sought solely to inform the T'reasury
stadl of the status of thess options in making an appraisal of the fac-
tors that might be relovant to the steel price inerease, ‘I'his was gimply |
o part of the process of obtaining full information ahout nll aspects of
the steol indusatry, so as to obtain as broad n perspective ng possible
in assessing that inorense,

(4) Aftor the materinl was reviewed no furthor use wns made of it
in connection with the steel price increaso situation, beyond providing
u copy to o member of the Council of Economic Advisers,

Senator Curtis, Now, coming to the bill directly, on page 9, the firat
line of your statomont— :

Sooretary DinroN, Was that yesterday’s statoment {

Senator Cunris, Yes, yesterday's statement.

, Y(;ur mimeographed copy that I have, it is the bottom of page 9,
ine 1,

Secretary Dmron, Yes. :

Senator Curtis. Really lines 1 and 2. You used the term “tax
haven companies,”

Will you define n tax haven company ¢

Sccretary Diuron. What we have done is not to define n tax haven
company specifically, but to define in offect a tax haven transaction.
For example, a tax haven transaction is one where & company incor-
pom(t}ed in country A purchases from country B and resells in coun-
try C. )

So in this situation there have to be three countries involved and the
use of the words “tax haven company” is just a short description of
companies which operate in this way. We do not have a definition of
n company as a tax haven company.

Senator Curtis. I understand it is not in the proposal, but this is

resented to the country and to this committee as reference to a tax-
\nven company, and there are people in Congress and out that are con-
corned about tax haven companies, ,

So, I would like to have a definition of the companf you are speak-
ing about when you uge this term, not the name of the company but
what constitutes a tax haven company.
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Seeretary Dintox. Welly T have alveady given a definition to the
Senator, 1t means compunies that operate in the way I have de-
seribod, that are domieiled in a country, generally a very low tax coun-
try s that do business in two other countries,  Wo can give you a list
of numies of theso countries i€ you desire,

Sonutor Cunris, Now, n tax haven compuny is one that does businesy
with two othor companies in two othor countries,

Secretary Dintone What 1 have said is that in w tax haven trans-
action where there are two other countries involved, and one of them
may be the Unitod States,

It is also n transaction where incomoe for n sovviee, n commission
for an item sold, a royalty for a patent, anything you wish, is recoived
from one country by a corporation incorporated in another country,

Senator Curins, Now, are all such oporations that you have do-
seribed tnx haven transactions?

Seevetary Dinton. Not all such operations ave necessarvily tax haven
transactions, and that is tho specific venson why 1 vequested in the
statement 1 mado yesterday that the Seerotary of the Treasury be

iven authority to oxempt specific transnetions, specilic operations
that are not entered into for tll\e purposoe of tux nvoidance,

L would say that three-quarters or 80 porcent of the transactions that
I have deseribed ave for the purpose o% reducing taxes and would bo
tax haven transactions,

But theve are some, and T ean give you examples, which are not,

Senator Curris, Qive me an example of one that is,

Secretary Dirron. One that ist

Senator Curris, Yes,

Secretary Dinron. A classic example of one that. is, is o U.S, foreign
subsidiary which has a manufacturing plant in Tngland (o nake
anything, condiments, if you will, It sel‘a all its condiments that it
solls on the continent. first to a 1.8, controlled Swiss sales corpora-
tion. They never go to Switzerland, but they are marketed in Franco,
Germany, Belginm, everywhere elso as the property of the Swiss
sales corporation. The entire profit is lodge(i in Switzerland. The
manufacturing company in Great Britain is paid a very small figure
for the wholesale value and makes a minor profit.

That is the type of oporation that clearly is a tax haven operation,

Senator Curris. Where does the U.S., Government come into the
transaction you described?

Secretary Dinron. Where the United States comes in, in that trans-
action, is that these would be controlled foreign corporations the con-
trol of which isin the U.S. pavent corporation,

Senator Currrs. Now, in this hypothetical case which you deseribe
how many of those transactions would have transpired in the United
States?

Secretary Dirron. Would have transpired in the United States?

Senator Curtis. Yes.

Secretary Dinron. I don’t understad your question,

This is & manufacturing company in Eng’famd operating through
Switzerland to sell in France. The connection is the U.S. ownership.

Senator Curris, But it is incoms to the corporation or is it income
to the stockholders?
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Seeretary Diaon. Under the )hiluxuphr of the foreign personal
holding company provisions, the }‘nngross s decided unﬁ the courts
linve upheld that where transactions are entered into for the purpose
of avoiding LS, tuxes, the income can be imputed to the U.5. stock-
holders and that in effect. is what is happening hove,

Senator Cunris, ‘That is a personad holding company ?

Secretary Dinron, That is what it is by definition,

Senator Cunrin, T thought you were describing an nctual operation
of manufacturing and snle of goods throughout Europe.

Secrotary Dirton, There ig no legal constitutional difference, and
wo nre following the exaet sume procedure here. We apply the same
procodure to these other operations ag has beon applied for many
yenrs to foreign personal holding compuanies.

Senntor Cunris, But suppose that the parent company in the United
States iy n ,mhlicly held corporation un(’l not at all in the category of
a personal holding company, and it has many stockholders, is income
oither to the—is meomo o {ho subsidinry income to the stockholders
of the parent. corporation,

Secretary Dinron. We look on o parent. corporation as a U.S. per-
son under the law, and the income is imputed to the U.S, person who
controls the foreign subsidinry, and that person would be the U.S.
purent. corporation,

Senator Curris. Now suppose this company in this hypothetical
cnse you deseribe was st up for the purpose not of evading tuxes on
incomo earned under the American hu;z but. was for the purpose of
finding n market, developing n market that could not be developed by
the parent. cmn‘pm\y located in the United States,

Would that.change the situation ¢

Socrotary Dinton, I cortainly recognizo that there nre mavkets that
can bost. be developed by investment. abrond.  But we do not. feel that
it is necessary to have ns an added inducement and an added factor in
that. development the tax inducement, of partial or complete tax ex-
cmption that flows from the use of tax havens. We think that the
same markets could be developed by paying o reasonable tax.

Senator Cunris. They do pay o tax when the money is brought back
do they not.?

Secretary Dinnon. A tax is paid when the money is repatriated
to the United States; that is correct.

Senator Curris. Now, speaking of operating companies that netu-
ally engnged in manufacturing, processing, selling, all of that activity
is outside the United States, 1sn’t it true that heretofore we have ad-
hered to u jurisdictional principle that a tax so earned outside of the
United States-— the United States tax on income earned outside the
Urited States—is due when it is remitted to this country?

Secrotary Dinron. That has been the principle in the law, except
for the foreign personal holding company ‘uw.

Sonator Curtis. And this proposal would greatly change that,
wouldn’t it ?

Secretary Dirnron. This proposal would very considerably modify
that principle. That is the purpose of it.

Senator Curris. Now, you referred a moment ago to suggostions
made yesterday to grant to the Treasury Departinent authority to
by regulation—although you didn’t use that word—except certain
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transactions or make a finding that they were not tax-haven trans-
actions?

Now—-

Seoretary DiLron. That is correct.

Senator Curris. How is the business concern going to know what
the rule of the Treasury would be § years from now ¢

Secretary DiLrLoN. By coming in and asking.

Senator Currrs. Wheni? Now?

Secretary DiLroN. Now. I ‘

Senator Curris. Would that answer be binding upon the Treasury
b years from now § o

Seoretary DirroN. We would be prepared to give rulings on this
sort of thing very gencrously ahead of time because we do not want
to upset business and we don’t want to have uncertainty here. We
would be very %ln,d for any businegs that thought it had a case to come
in and talk to the Internal Revenue and we would give them a ruling
in a proper situation, .

Senator Curtis. Well, I am glad you share the view that this is o
deocided change in the tax policy of the country.

One of the things I had in mind late yesterday afterncon when I
requested that o new bill be drafted and printed as a study bill, study
copy, wes so that it could be examined, and to see what the proposal 1s
made in our basic tax philosophy and practice in the light of your
modified recommendations of your statement yesterday. ‘

Now, I will come back to some more questions on this line in a
moment, but I want to ask you what do you regard as the basic pur-
gose of our tax laws to be. Is it the raising of revenue or is it to

irect the course and policies of business?

Secretary Drnron. I think that our tax laws have always had two
basic purposes: One, and the fundamental one is the raising of reve-
nue; the second and equally important one is the raising of revenue
in & way that is equitable, socially equitable, and also helpful to our
goneral economi. , .

Those are both co-equal. :

If it were not for the latter, we probably wouldn’t have the pro-

ressive income tax which we have had since 1913 and which was put
in for that reason. :

Senator Curtis. Now, if a concern is established abroad as a sub-
sidiary of an Amrican, a domestic company, and there have been
cases where those subsidiaries have been established by earnings, with
the use of earnings made abroad, and they produce income abroad,
and they establish further subsidiaries abroad, to expedite the sale
of products made abroad, ultimately that increases the flow of money,
gold, and affects our trade balances favorably to the United States,
does it not ¥

Secretary Dirron. At some ultimate date in the future that would
be true. But looking back over the past 12 years, it hasn't been the
record. Because of these various tax inducements the new outflow
has increased just as fast as the additional earnnigs that are being
sent back, so although we have had & very dramatic increase in the
total value of our investments overseas, we have not yet realized on
that in a net fashion in the balance of payments.
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Sonator Curtrrs. You are talking then about the fact that it takes
time after an investment is made be%ore it shows a profit ¢

Secretary Diuron. Yes; but I think you must look at this on an
nverall basis. Since we have $50 billion of private holdings, direct
and portfolio, abroad, we should be beginning to get some substantial
net benefit out of this in our balance of payments when we need it
very badly. Thatis not yet the case.

Senator Curtis. I do not have the figures right before me but I
cited them on _the floor the other day indicating that a report issued
in 1960 showed a net gain in favor of the United States.

Secretary DinroN. There is & small net inflow overall but it is
nothing in comparison to the $50 billion figure.

Senator Curris. But there is a net gain.

Secretary DinroN. Which flows primarily, as you have so well
ointed out, from older investments that have been outstanding a
ong time, and in particular from investments in underdeveloped
countries, which are in extractive industries of one form or another,

They are the biggest income returners to the United States at the
moment.

Senator Curris. What power does the Internal Revenue have at
the present time to deal with a tax haven ¢

Secretary DiLron. Effectively no power.:

Senator Curris, Now—-—

Secretary Dinron, One reason for this is that in practically eve
case where we have felt that there had been action by companies which
would approach the area of fraud, when we asked to see the books
which would be necessary for an investigation, they can successfully
hide and they do hide behind the fact that these countries such as
Switzerland refuse to make figures available, They invariably refuse
to make their books available to the Internal Revenue Service.

Senator Curits. Now, a long procession of American business con-
cerns have testified before this committee in the past weeks against
the provisions dealing with income earned outside the United States.

Are you familiar with that testimony ¢

Secretary Dirron. I have read excerpts from all of it.

Senator Curris. Now, the transactions those witnesses were talking
about, were they tax-haven transactions? '

Secretary DiLroN. Some of them were and some were not.

Senator Curtis. What ones were not ¢
Secretary DiLroN. Well, I don’t consider manufacturing abroad a
tax-haven transaction. There was a lot of discussion about this gen-

eral principle of deferrul, and a feeling that we should not impose
U.S. taxes, in effect, on a company that was merely manufacturing in
Germany. That has nothing to do with tax havens.

Senator Curtis. At what point does that become a tax haven?

Secretary DiLroN. The point I described, where the company, in-
stead of marketing its products directly either in other countries, such
as markebin% in France through a'French subsidiary or in Italy

through an Italian subsidiary, chooses to market its entire product
or the bulk of it, through a Swiss subsidiary, where, as itis well
known, effectively no taxes are paid. This is done primatrily for tax

purposes.
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Senator Curris, Well now, in the illustintion you just cited, isn't
it tenn that if any tax is evaded it is evaded in the other FKuropean
countries you deseribed rathor than in the United States?

Seeretary Dinton, 1t reduces the overall tax rate of the manufaetur-
ing and selling operution, so that it is very substantinlly Jess than
the tax rate for a similar operation heve in the United States, It
provides a very substantinl inducement. to manufaeture abrond rather
than in the United States,

Senator Cowrs, Hf they lower the tax liability abroad in one country
or two or three countries, how does that atfeet the revenue in the United
States?

Secretary Duaon, If they jower the tax linbility 2 1 don’t quite
understand the question,

Senator Curers, T an operation is envried on in one, two, or three
countries of Kurope resulting in manufacturing over there and selling,
if the oporation abroad lowers their foreign tax how does that hurt
the Treasury of the United States or the United States?

Seceretary Dinrov. T understand now,

When you have a very substantial tax inducement, whieh is what
results through tha use of tax havens in conjunction with deferral,
there will be a number of mavginal cases, and they will come to o
substantinl amount. 1 think I estimated the figure in my original
statement as some $H00 million a year, where funds will he kept abrond
or sent abroad, rather than invested here in the United States.

There are exports which can only be sold from Turope; there are
other exports which ean be sold either from Iurope or the United
States,

In the case of a very substantinl tax advantage abroad the com-
pany naturally and quite vightly will choose to go where it can mako
the most profit. That is what our system is for. They, therefore,
will go to Euvope rather than remain in the United States. Under
our present civeumstances of unemployment and payments imbalance
I think that is highly undesirable. 1{ is desirable that the maximum
possible ba exported from the United States directly, wherever that
18 possible,

Senator Curris. In that connection, do not these manufacturers
manufacture in West Germany, some business is transacted in France.
But another corporation is created in Switzerland to handle all of
thig, and as a result a smaller amount of tax is paid in West Germany
and in France.

Secretary Divrox, That is correct.

Senator Curris. And in Switzerland there would be if it were all
handled in Germany, and doesn’t that mean that there are more earn-
ings that can be remitted to the United States.

Secretary Dirron. Well, the fact is that they are not remitted to
the United States.

Senator Corris. They haven’t been earned here, have they? They
haven’t been earned under the American flag, have they?

Secretary DiLron. They are earned by American controlled sub-
sidiaries.

Senator Corris. A subsidiary is a person, is it not?

Secretary Dinron. That is right. The facts show, I think, that
whereas manufacturing subsidiaries abroad, in general, transmit to
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the United States out of their earnings something like 45 percent on
the avernge—that is o vough figure: it muy be one or two s)(-,rc(mlugo
points or lower-—as compured to dividends payouts in the United
States which approach an average of 5b percent, when it comes to the
tux-haven aren the amount, of fundg repatriated to the United States
ng dividends by compunies incorpoml,e& in countries we have come to
know ag tux hevens amounts to something in the order of only 15 per-
cont of their profits. ‘T'hat is why I sny these profits ave not repatri-
uted to the United States.

Senator Cunrris. Well, now, Mr. Secretary, if there is an avail-
able market in o foreign country, and the only way that market can
bo renched is by & company being established in that foreign couniry,
and this is not, theoretical hecause many of these countries ingist, that
their own eitizens and nationals have a part. in the operation, the
country in which the purent corporation is loented is gomg to benefit
by wcontinuous flow of exports in that country, nre they not.?

Secretary Dinron. You mean that, when an American company is
loented in %runcv, the United States will have a flow of exports to it?

Senutor Cunrs, Yes, sir,

Sceeretary Dinton. The figures, which are shown in great detail in
exhibit, L1I with my original statement, show there are some exportsy
generated, that for every dollar invested in [urope about 8 cents a
year worth of exports are generated,

Senator Currrs. Well, let’s take the case of a country in Latin
America.

Suppose that country has s )])olicy that any business concern estal)-
lished there must have a local participation, and suppose that the
competition over the question of who establishes that plant, down there
is between West Germany and the United States.

Suppose West, Germany wins the competition and establishes the
concern.  Raw materials, component parts, repairs, the establishment
of an acquaintanceship, and a know-how, good will down there will
all inure to West Germany and not the United States, isn’t that true?

Seeretary Dirron. That is correct.  That is why we don’t propose
to have these provisions apply to less-developed countries.

Senator Curris, Who is going to determine whether a country is
developed or underdeveloped ?

Secretary Dinron. The developed countries are listed by name in the
law, and we presume that all the rest will be considered underde-
veloped. That is what the lnw provides; the President, I think, has
that authority, but that is not a vital element of this bill. That could
be provided any other way that your comimttee might find useful.

"There was some discussion, as you will recall, yestedray, about estab-
lishing some criterin. The Senator from Oklahoma made what I
thought was a very good suggestion, that in case any company made
an investment in a less-developed country, it be given the assurance
that for a period, say, of 2 years there would be no change in status
asrespects that investment no matter whether the status of the country
was changed for other, new investments or not. '

And I think that that sort of thing is technical and can and should
be worked out so that it will not restrain investment.

Senator Curris. Well, I have had laid before me the case of a
Nebraska corporation that is in the business of processing and export-
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inge wening food, mixed food, 1t iy muking o contribution to one of the
Nution's most sevious probloms of agricultural suypluses.

1t has mudo tontative urru,n(fonmnta to establish o subsidiary in onch
of two Latin Amerioan eountrios, ‘They aro required in both countries
to have some loen] pavticipation, ‘

Part of tho contract wl‘t.h thone loenl people is o provision that ull
thu earnings will bo plowed baek for v poriod of 8§ yonrs, "Lhoir con-
varsation with mo was bofore your statemont gtsstm‘dny. 'They woero
of tho opinion that if these provisions of this bill relating to forvign
incomo wore onnoted, that they would not go throvgh with sither
transnei ton,

Many good lnwyers, many businessmon, coneur in their theory of
fears, Yousay their fears aro totally unfoundod,

Seevotary Dinnon, All my sumigost.imm yesterday wore meant to be
;\nd were responsive to arguments that had beon raised in hearings
e,

We didn't bring in totally extrancous things at adl, T'his wis one
of tha things wao dealt with, On puge 11, seetion 5, where wo talk
about liberalizing the use to which oarnings of operating compunios
in less-developed countries may bo put.  Wo recommend that thoro bo
complete freedom as to tho mannor in whioh such onrnings muny be
employed, : , :

So T don't see that that would boe any different from the situntion
that exists now, and T would, therefore, think that the fonrs of your
constituent, which may have had somo foundation us the bill was
drafted before should now be completely dissipated.

Sonator Currrs, Now, Mr, Seoretary, aven’t wo dealing with about
thiee categories here, and ending up in confusion in the business world
and in Congress and elsowhore by putting them all in one ball of wax?

Wo have a situation of incorporated pocketbooks. The clear and
pure tasy of tax avoidance by seeking a jurisdiction to locate and
conceal incomo that belongs in the United étmos, I know of no oppo-
sition to any reasonable move to deal with that.

We also have, and this is a small group, concerns that may establish
plants, with American capital, in foreign countries for the purpose
of supplying a domestic market, not many of them, - -

There are a fow. S S

A jeweled-watch factory at Lincoln, Nebr,, that o fow years ago was
employing 9,000 people is now located in Japan, not to se]lythe Japanese
watches, but to sell watches to the United States. ‘

That is a different category and perhaps some of the remedy for
that lies through trade an%otariﬂ' legislation; I do not know. -

Then we have the operating companies that go into a foreign country
for business reasons, to supply and avail themselves of a market abroad
that they cannot reach at home. - - C

an; isn’t this latter group that I have mentioned, the largest
g'(“up { . , X . . ) L

Secretary Dmuron. I think it is, Senator, very clearly. In our testi-
mony and figures, we have indicated that we feel the results of this
legislation, even if you have complete elimination of deferral, would
only reduce investment by some 10 percent in the developed countries.
That is where the figure of some million came from.. This should

give us a total new investment there, of funds flowing out of the
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United States and of reinvested enrnings, which comos to approxi-
matoly $4 billion,

So that isn’t o very inrge proportion, Weo think that 90 ‘percom,
of the compunies would not have tax thoughts uppermost and would
bo doing this for good business rensons, und would continue to do it.
Wao would then bo assured that thess were %ood business oporations.

All wo want to do js to remove the tax-inducemont, factor that may
have played o purt in such things ug yon have mentioned, like the
moving of o vory large wateh fuctory from Nebraska to Japan with
tho loss of 2,000 jobs in Nebraska,

Senator Cunerrs, Yes, ‘

But now that is o small aren of our foreign activity and ns 1 suy
there nre other remoedies that can be applied and may be even some tux
remodios, ‘

Secrotary Dinion, 1 think that arven will grow and grow ver
rapidly if our turifly aro reduced, as we Y}un, it the present trade bill
is passed,  Indications ave that it will be eusier to import into the
United Stutes from abrond. 'Thorefore, it becomes move important to
reduce the tax incontive to move abroad, '

Senator Cuneris, Woll now, let’s taulk about the establishment of a
subsidiary in a doveloped country,

Supposo thero is o market avatluble in France thut we cannot reach
by goods being munufuctured in the United States, and so o U8,
concorn, o publicly held corporation, estublishes u subsidiary in France
to sum)]y that market, : ) '

Is it not true that there would be considerable exports to France
gonerated by that, including some raw material, some machinery, com.
ponent parts, some ropairs. :

Hasn’t that been the history of these things? S

Seerotary DirLon. Tho history, as shown in the Department of Com:
merce figures, is that for every dollar invested that wa , & maximum
of 8 centy of exports will be genernted annunlly. Whereas, as you

ointed out quite correctly, for investments in Latin America where

ocal facilities are not as good, the story is quite different. There
would be sonrmt;hin(z1 like 40 cents of exports developed.
3 Senator Curris. But it would increase the exports from the United

tates, . IR o .

Secretary DirLon. By an amount which I would not consider large,
by a very small amount. When you look at this thing in the whole,
and include those companies that move abroad and sell back here
(which I agree are a minority) that is an offset. We figure that the
net increase varies between zero and 4 percent, based on Department
of Commerce figures, - - ¢ . .. . P

Senator Curtis. Well now, isn’t it also true that if a parent’ com-
pany in the United States has a subsidiary and makes a suceessfyl
operation in France, that that leads to acquaintance in the French
business community, that it gives rice to a sales force all of which is
beneficial to the United States in employment in the United States. -

Secretary- Dirron. To the extent there are new exports generated
from the. United States it is beneficial to the United States, . . -
-+ But:the figures show that this is very small for Europe. .~ .- . :

I want continually to draw that line, because in the underdeveloped
countries, the Department of Commerce figures show a very different
picture,
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Lowant to make it very clene that Tam not agninsd these invest ments
in Furope, when they wee baeed on cconomie considerations, 1 think
that those should continue, 1 think they will continue, and 1 (hink
they ave helplul,

Wo e teying to reduee or eliminate the specinl tax incentive which
may make cortnin burinesses teansfer thelr opertions to - Fenee
vather than have the sume operation here, and (o encourage exports
from the United States vather than from Buropean produetion,

Senator Cere, In that conneetion, do yon buse that statement on
an assaaption that theve s not enough N\Pi(l\‘ to go wround o baild
plants in both the United States and in the foreign conntries?

Seerstavy Diaon, No,

1 hase it on just wanting to keep jobs for the employees of that wateh
company in Nobraska,

Senator Curnis, No,no,

I donot think that is thesituntion at.all,

T said there s an izolated group, a small group, that wny meve a
factory abrond to supply domestio markets, bt [helieve nll the gures
will indicate that that ixa very simall portion,

Secvetary Dion, Tagree with that,

Senator Cuewnse In the aven we ave talking nbout, and a vemedy
ean he applied to that situntion in the consideration of the trade and
tavift \\i\l without putting all these other companies through the
wringew,

Secvotary Dinvon, Tsee no way in which a vemedy can he applied in
the teade and taritt bitl, - Sitwations of this sovt will beeome more fre-
quent as ane tavifls go down, AL we want to he sure of is that. these
ineveased imports, which ave hound to have some offect. on onr own

roduction, are based on pure economic considerations, and ave not
sedl in any way on tax considerations,

Senator Curiis, Now, what is in the bill, ag proposed by the Trecs.
ury, in the oviginal proposal or tho rovised version, that would deal
with this Japanese wateh situation that T montioned ¢

Searetary Dinron, The deferral eloments would removo a cortain
smmmt of tax incentive, which T do not think is large in the case of

apan, -

Senator Currig, But it wonld not—there is nothing in this bill that
woul,d hold, would have held those jobs in the United States, is that
true

Seoretary Dinton. Tam not sure about those particular jobs because
T am not an expert in the watch business.  But T know that there are
certainly a number of areas where the indications ave that there was a
choice between manufacturing in the Urited States and manufactur-
ing abroad. In many cases there is no choice and you have to manu-
factureabroad. Tam not talking about that.

Tam talking about where there is a choice.

In those cases sometime tax considerations entered into the picture,
and that is what we are trying to remove.

Senator Curtis. I want toread a hypothetical case to you.

Suppose a U.S. corporation sets up a Swiss corporation to distribute
its products, exports, not only to Switzerland but to six countries in
the Common Market.
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As 1 anderstand ity the Swiss subsidiney would puy only relutivel
runll Swing taxes, 8 (o 10 porcont, on it incomo from siles outside
Mwitzorlund, and so would nltinmtely have available for vemittance
DO pereent of those profits to the 1.8, purent.

Secetion 13 of the bill, however, wonld fimmedintoly tux the US,

mrent corportion on alf the profits on siles mnde outside of Switzer
‘uml nndess they wers invested in n lows doveloped country.

I'hat. conld he wvoided, however, by detting up separate corporntions
in eneh of the six countrion,  1n that enso, however, snch subsidinry
would huve to pay the rolatively high taxes up to 40 or b0 percent im-
posed by the country in which it is incorporated.

My flest question is:

How doe it henefit anybudy Lo require soven foreigh corporations
when one would bs more officiont

Socrotnry Dison, We have no intention of requirving seven.  One
would be more efffeiont.  ‘Fhere is no reason not to continue with the
one nnd just pry the tex, ‘ Lanughter.|

Sonntor Curerrs, But if they hnd the six, they would nvoid the United
Stutes tnx, would they not 4

Secretary Dinnon, Wolly you suid the tex in the other six would
b very high, ko they would not avoid so much U8, tax,

Senntor Conees, AN vight,

[T they can lesson their tax burden in the foreign fleld, there is more
money to remit (o the United States, is there not ¢

Secrotary Dipon. As T snid, the record shows that for tux-haven
countries, the nmount, veturned is 16 percent. of profits, which is not
very lnrge.

Senutor Curerts, Fifteen porcent of more profits is more gain to the
count ry than 16 percont of less profits.

Secvotary Dinron. Probubly not as much as 52 percent of a gome-
what. smulfer amount,

Sonator Cuneis, But nono of it was earned in the United States,

Seerotary Dinron. What we are trying to do, as T say, is to avoid
the overall tax incontive for investment abrond. We are all in favor
of foreign investmont,

ATl wo are saying is that it should not be built. on specinl tax con-
siderations, This whole business of tax havens is a rather new
development,

The great. majority of our investments abroad were made over the
years and many companies have been abroad for many years. They
did not, when thay made their investments abroad, make use of tax
havens,

Tax havens are a relatively new development, and we think that if
husiness developed enrlier without extensive use of tax havens, it will
continue to develop and there will continue to be substantial invest-
ment abrond.

What we are primarily concerned with is this almost total avoidance
of all taxes by operating through an artificial set-up of tax havens.
Senator Curris. Now, suppose the bill is enacted as you recommend
it. ‘ '
What will be the relative position between the investor in the United
States who invests & given amount of money directly into a forei
corporation, say, the Philips Co., to supply the European and the
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world market, compared to the investor in the United States who in-
vests the samme amount of money into a U.S. domestic corporation that
solely owns o subsidiary which competes in the same territory as the
Philips Co.? : .

Seoretary Dirron. I think the tax difforences would be very minor,
and that no investor would make his decision based on the tax con-
sequences. . . . o , ‘

enator Cunris. 'Well, now, if someone invests in a foreign corpora-
tion, such as Philips Co., he pays no taxes. . They do not have their
share of the earnings depleted at all, until they actually get their
port%on of the income in their hands back in this country, is that not.
true

Secretary Dinron. They do not—I think that is roughly correct.

But it is also correct that, in general, foreign countries make much
less use of tax havens than our business is at present doing. The
. reason.for that is that practically all foreign countries except Germany
have a measure of exchange control. They simply do not permit their
companies except in exceptional cases to use tax havens.

And, generally, when they do give this permission, part of it is an
arrangement that a very substuntinl.llmrt of the profits be remitted
their own country. That is the way they control the situation.

It is only in the case of the United States, where the situation js at
the moment more or less out of control. -

Senator Curtis. I have a photostatic copy of an ad which appeared
on April 27, 1962. I cannot vouch for its accuracy. If it is fraudu-
lent, I would assume that the paper in question did not know it.

It says: )

Will pending U.S. tax legislation make your European subsldiary uneco-
nomic? We are interested in studying acquisition of control in going European
businesses of all sorts. Send details. Cybel Corp., 20 Rue de la Marche, Geneva,
Switzerland.

What would prompt suchanad? - .

Secretary DiLron. Well, I do not know whether the ad was put
in by a company that is an American-controlled Swiss corporation
or not, :

I would have to know more about it before I could answer, Senator.
L 1S(ia_nator- Curtis. Now, I want to ask you some things about with-

olding. 4

The%vithholding provisions in the bill permit persons who expect to
owe no tax whatsoever to relieve themselves from withholding by filing
exemption certificates on savings accounts, but they cannot file them
with the Government on interest-bearing bonds of the United States.

Since many retived eosple still owe no tax, will this not discriminate
against the holders of % . bonds?

Secretary Dron. No. We would, of course, like to have exemp-
tion certificates generally, but coupon bonds are often sold in between
coupon dates, which means there has to be an allocation of interest, so
the exemption certificate procedure was just impractical. This was
stated very forcibly by the banks that would have to try to run it.

We thought their reasons were good and did not recommend certifi-
catesinsuchacase. . =~ o S

Now, coupon bonds are not 'ﬁ:memlly owned in any large quantity
by people of smal!l means. They have beccme something. which ,is
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owned largely by corporations and insurance companies and pension
trusts and people of very much larger means,

The U.S. Government savings bonds are in a special category and,
as you know, there is no withholding on that untif they are cashed in.
And exemption certificates are permitted there,

Senator Curris. Exemption certificates will be permitted on what
type of bonds?

Secretary Dinron. On E-bonds,

Senator Curris. In the absence of an exemption certificate, will the
tax be withheld on I&-bonds?

Secretary DiLron. That is correct, when they arve cashed in.

Senator Curtis. When they are cashed in,

How will that worl ?

Secretary Dinron. It will work quite simply. The bank will pay
the individual, when he cashes his bonds in, the purchase price of
the bonds and 80 percent of the interest that has accrued to him at that
time, and will withhold 20 percent of the income.

Senator Curris, All right.

Taking the case of the bond purchased for $75, and when that
matured worth $100, how much will be withheld ?

Secretary DiLLoN. Twenty percent of $25, or $5.

Senator Currie. And that will be withheld unless a person files an
exemption certificate, and who can file an exemption certificate?

Secretary DiLroN. Anybody can file an exemption certificate who
states that he does not consider that he will owe any tax.

Senator Curtis. Regardlessof hisage?

Secretary DiLroN. Regardless of his age.

And if he is under 18, he can file an exemption certificate or one
can be filed for him irrespective of whether he owes tax or not.

Senator Curris. Now, there was some disagreement, as I understood
the testimony, concerning applying withholding tax to the business
of insurance,. : ,

It was not covered specifically in the appearance of the American
Bar Association, and 1 asked a question, but the answer I %'ot was, to
my mind—I may be wrong—in conflict with the testimony of the insur-
ance people. . .. . .

What transactions, what interest transactions in the business of
insurance will be subject to the withholding tax? ,

Secretary DiuroN. We suggested that interest payments that are
added to dividend accumulations under unmatured policies be covered
under withholding, .

. Th};a insurance industry requested that there be a special exemption
or this. : . :

‘We think this involves about $100 million where the failure to pay
tax is almost 100 percent, and, so, therefore, we feel it is important to
have withholding. : .

The companies said that if, in spite of their hope that this would not
be included, it was included, then it was imperative that there be no
exemption certificates for this area because the amounts are so small,
and we concurred in that.” We thought it made no sense, because this
extra interest is always left. with the company and added to the policy.
So we have suggested that there be no exemption certificates in this
area in accordance with the recommmendation of the industry.

82190—62—pt. 10——6
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Sonator Cunris, Now, then, the position of the 'T'reasuvy is that in a
participating policy where interest is credited to the policyholder,
that. withholding be requived ¥

Seceretary Dinron. That is eorroct,

Senntor Curms. Wonld that be true regardless of how the interest
was applied? '

Seceretary Dinron, 1 would assume so,

Wao are now moving into a technical field where T am notf certain,
but I am informed by my staft that that. would be so regardless of how
it was applied.

Senator Currm, So the ease of an individual buying an insurance
policy in a company that writes n policy giving the policyholder ]l)ur~
ticipation in the earnings, und if that interest is used either to reduce
the amount of the annual premium that he must remit. or if it is used
to shorten the period over which the premiums must be paid, or if it is
used to purchase additional ingurance, in all three instances the Gov-
ermuent would have to—or the insurance compuany would withhold 20
percent. of the interest {

Secretary DiuetoN, As to interesty yes. Dividends, which are, in
effeet, n reduction of premium, nre not taxable, and there would ob-
viously ba no withholding on them. Al wo aro talking about is the
interest on the dividends which arve relatively small amounts but which,
added up, come to a lavgoe nmount,

And we do not see any reason why this $100 million of revenue
should go untaxed, and this is an aren where we have found that there
is almost complete lack of reporting.

1t is exactly the same thing as if interest had been credited to an
individual with a savings nccount; that is what this withholding is all
about., So that there will be withholding on that.

Weo think that intervest that he receives with respect to his policy
should be treated in the snme way.

Senator Curris. Now, one of the lnrger insurance companies of the
Nation located in my State, which is over 75 years old, it is not one of
the top 10, but it is one of the top companies, advised me that the
average interest allocation per policy is 70 cents.

Secretary Dinron. That is the reason we folt it was foolish to have
exemption certificates. As you know, Senntor, there is a great denl
of life insurance in effect in the United States, and these 70 cents add
up to $100 million a year on which we lose revenue.

Senator Curris. Suppose the policyholder wants to get credit for
that 14 cents tax that has already been paid, is he going to be given
any certificate by the insurance company showing how much has been
withheld and remitted to the Government {

Secretary Dirron. I think ordinarily he is always given by the in-
surance companies some sort of a statement which indicates how much
interest was credited to his accounts.

Senator Curtis. No, I am talking about a tax form. When they
withhold on your wages, they give you & tax form attached to your
tax return.

Secretary DiLion. It is not necessary. They merely tell you what
has been rredited to you, and you know without having any form that
there has been a 20 percent withholding. In other words, the amount
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withheld is 26 percent. of whatever has been eredited to you. You
know what automatically,

Senator Cunris, How will the T'rensury know when the individual
policyholder mukes his tax roturn how much has heen withheld in
interest on his insurance?

Seceretary Dion, Well, T would assume that when the individual
makes hig return at. the end of ench year, the form will have n place,
which snys intorest, and another place where it has the amount, that
hus been withheld, which wonld be 26 percent of the interest, If the
taxpayor wishes, as 1 think without. exception he will, to take advan-
tage of this credit, will fill in that figure and that is how the Trensury
will know,

Senator Cuerris, It will mean some additional computations in the
hundling of that life insurance, won't it, for the company ¢

Secretnry Dinnon. Some, but the life insurance companies felt it
would be not. too diflicult ns long as they were certain that the regu-
lations wers worked out so that the income, the interest, wag applied
in the sume year as it was actually earned, so they did not have
complications of computing interest from prior years. I think we
will work that out,

That extra_computation for the life insurance cmn{mni(m will be
vory small, It would have been vory large if they had had exemption
cortificntes and that is why that would have been impossible.

Senator Cunris, Isn't it very likely that it. will change the type of
insurance policies written ¢

Seoretary Dinton. Not in the slightest, I do not think.

Senator Cunris. ITas the Trensury discussed this with the insurance
companies?

Secretary Dinron. Yes,

Senator Curris, Isn’t it true that there will be an inducement for a
trend in writing policies to end up with no interest being credited to
the policyholder?

Secretary Dinron. Twould not think so at all, no.

Senator Curris. I am inclined to think that it will.

Secretary DinroN. There is a difference of opinion.

Senator Curms. I think that to have a company withhold 14 cents
from a citizen—-— :

Secretary DinroN. That he owes. : ,

Senator Curris (continuing). Means two or three additional com-
putations every time the premium notice goes out, is going to end up
in not only a change in writing new policies, but in an attempt to con-
vert policies. .

Secretary DiLron. It will not require all these extra computations.
There is one computation that is done once. The interest that will be
applied will just be 20 percent less than it would have been otherwise,
so there are no more computations than there are presently.

Senator Curtis. Now, 1t has been argued that since we have wage
withholding we should have interest and dividend withholding. Op-
ponents of withholding here on this committee and elsewhere, use that
agone of their J)rincipa arguments that the system of interest and divi-
dend withholding now proposed is quite different from the present
wageproposal. . ... . . SR - o

ecretary DiuLoN. The wage withholding can be more onerous on
those who are withheld on.
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Senator Corris. Now, to make the two systems the same, we would
require that 20 percent of all wages and salaries be withheld at the
source regardless of the number of personal exemptions which the
elmployee 108, unless he owes no tax whatsoever. You would not favor
that. )

Secretary Drrown. I think the wage withholding system we have
now is very equitable and works very well. I think that the system we
are;lprovi ing for dividend and interest withholding will work equally
well. :

There will be a moderate amount of overwithholding on a few
people, none of which will be hurt in the slightest by it, and they will
get their refunds back very prom tl¥;

I must say that the propaganda that has been put out that this will
hurt old people is totally false. There will be not the slightest hard-
ship for anyone, any old person, as a result of this withholding system,
and I can prove that with figures.

Senator Curtis. How can you produce statistics to show that to
take some money away from somebody who doesn’t owe it and give it
back doesn’t hurt ¢

Secretary Dinron. Well, I will give you an example, Senator. It is
very simple.

If you take an elderly couple, which is what we are talking about,
who are receiving interest ang we will take the worst situation we can
imagine, so that we will try to see if it, can have an effect on them, and
we come to this: An elderly couple which receives social security, can
have as much as $5,377 of income without being taxable—$2,178 of
that would be from social security, and $3,199 would be from interest
So the only people who would be affected would be people with an in-
come of more than $3,000, roughly $3,200 from interest income.

To get $3,200 from interest, this aged couple would have to have
bank deposits at an averagf j:yieldl of 4 percent, or $80,000, so they would
not be exactly indigent. they were going to have overwithholding
they would have to have some more income. ILet’s assume that they
have $1,000 more income. Waell, then their bank deposit would be
roughly $105,000. In that case, they would have been receiving $4,200
a year in interest income, and they would have withheld on that about
$210 a quartér, of which $160 would be overwithholding, and so, there-
;tl)l‘;%, the first quarter that that happened, they would have to forgo

Now, every quarter thereafter, the refund would come in in time to
take care of the overwithholding, so this would be a one-time effect.
All they would have to do would be to take $160 out of their $105,000
of savings, and loan it to the Government and I do not call that a
hardship. [Laughter.]

Senator Curris. Well, your hypothetical case is very interesting
but it does not describe anybody living in Nebraska.

Secretary Divron. It certainly does, every old individual—I would
like to seo any other example that is different,

“Senator Curris. There is nobody who gets social security like that.

Secretary Diuron. If you do not get social security the example is
even better. I would be delighted to give you that example. The
couple would have to have $150,000 instead of $105,000.

ot
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Senator Curris. Are you advocating an exemption certificate for
dividends?

Secretary DiLroN. Anexemption certificate for dividends?

Senator Curtis. In connection with dividends.

Secretary DiLroN. Yes, sir.

Senator Corris. There would be no withholding on dividends.

Secretary Dirron. For people who have the right to exemption
certificates.

Senator Curris. Is that a departure from the original proposal?

Secretary DiLron. No,that was in the House bill.

?Senator Courris. It was not in the original Treasury proposal, was
it

Secretary DiLron. No, it was not in the original Treasury proposal.
For the reasons which we have described, we did not feel that this
overwithholding would be a real hardship and, therefore, we thought
the whole thing could be accomplished by these rapid refunds with
much less work on the part of the payors.  As a result of a great deal
of propaganda, many citizens felt they would be harmed by this situa-
tion, so the decision was reached, and I think it was a fair and good
decision, to include exemption certificates for those who do not owe
tax. I think that is an improvement, but it has resulted in some more
work for the payors.

Senator Curris. Now, is it your present proposal that a sharehold-
9&‘ 0£] aéxy age can obtain an exemption certificate in reference to div-
idends

Secretary Divron. Yes,if he is entitled toit.

Senator Curris. Who would be entitled to it ?

Secretary DiLLoN. Anyone who considers that he will not have to
pay any tax. Of course, when you get to dividends, under the pres-
ent law, with the dividend exclusion, and credit the amount of in-
comse you can receive before you are taxable is higher, so your capital
would be still larger than the figures I mentioned earlier.

Senator Curris. But the fact remains that if the individual was
a widow lady, 55, not drawing social security, and not entitled to a
double deduction, but the amount of her money that the Government
would use throughout the year, the amount that she would have to
mal;e application for refung for would be a greater amount, would it
not

Secretary DiLron. Somewhat greater. We can give you tables on
every age, and possible type of situation. But the general principle
is that the overwithholding can only affect one quarter, the first
quarter, because it is always made up thereafter. Whenever there is
overwithholding there has to be a substantial amount of other income,
which means there has to be a substantial amount of capital available.

Sentor Curtis. Who can file an exemption certificate besides the
individual who is willing to state under oath that he will owe no tax?

Secretary DirroN. Exemption certificates are also provided for non-
taxable organizations such as —

Senator Currts. No, I am talking about individuals.

Secretary Diuron. All children under 18, irrespective of whether
they owe taxes or not.
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Senator Curris, But adults ennnot. file an exemption cortiflents if
they have reason to beliove they will end up owing rome tax, evon
though the amount withheld is way more than they will owe.

Secretary Dinton, That is right.

Senator Curris, So as for ag ndults nre concerned, the only way
they can obtain the certificate is to state they will owe no tax.

Searetary Dintox, Otherwise taoy are subjeet to the vefund proco-
duve which has worked so well in wage and salary withholding whore
wo refund 87 million cheeks a year, wivh no compluints and in amounts
that are far larger on the averago than will he the case for any ovor-
withholding under this interest and dividend proposal,

Nenator Cuwrs, But with respeet. to wages, thay do get to show n
personal exemption, do they not{

Sceretary Dinton, ‘That is corveet, but they do also end up with
o refund for overwithholding, A

Now, the avernge refund in wage and salary cnses is about. $150
and that is held for a whole year, The vefunds that. will be due under
dividonds and intevest withholding will bo more in the nature of
$10 or $15 and they can bo gotten quarterly, so there is no just no
comparison. There is just no caso that will be any hardship to
anybody.

Senator Currs. T did not expect to resumo question 8 or think ¥
will, in reforonce to the incomo earned abroad, but. there was one ques-
tion I forgot.

Secretary Divron, Yes,

Senator Currs. And that is this: ITow much revenue would have
been obtained, additional revenue, would have been obtained on in-
come earned abroad under the bill as it passed the ITouse annually?

Secretary Dinvon, T am just getting that figure because it slipped
my mind, Senator,

Senator Currrs, Then I want—I will wait.

Secretary Dinron, Of course, these figures were all in my original
statement. As it passed the Iiouse, the item on controlled foreign
corporations we estimated would have brought in $85 million,

Senator Curmis. How much?

Secretary Dirxox, $85 million.

Senator Curris, How much income will be obtained if the bill is
enacted, with the modifieations which you recommended yosterdny ¢

Secretary DitroN. We had not figured that out. If we have com-
plete elimination of deferral, the figure was $230 million. I am not
sure what the figure is with the changes that we recommended yester-
day if you do not eliminate deferral, but my guess is it would be
somewhere avound $125 million.

Senator Curris. Do I understand you correctly under the House
bill ¢ C '

SecvetaryDirrox. $85 million.

Senator Curris. $85 million additional revenue annually for the
U.S. Government. : :

Secretary Di.rox. That is right. :

Senator: Curris. Under your recommendations of yesterday, $120
million. , ,

Secretary Dirron. Under our recommendations yesterday our basic
position is unchanged. We felt the simplest way to do it is to elim-
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innte deferral entirely; then the additional revenue is 280 million
annunlly.  But under our alternate vecommondations if we cover only
tux havons as undor the House hill my guess is that it would be ahout
$120 million, but it may even hoe less than that, ‘I'he basic change that
wo nre recommonding for tnx havens from the Houss bill is the elim-
inntion of the privi‘lzuga of avoiding tax by investing profite from
Fuvopean tax havens m Latin Americn. I think some $25 million
is involved there. Beyond that I think the differences are nil, 'The
types of things we were trying to do yesterdny were not. meant to
involve ravenue. They were mennt for simplifieation and making it
onsior (o do business abroad, and for covrecting certain inadvertent,
orrors in the deafting of section 13, which was drafted very rapidly at
the ond of the consideration in the Ways and Means Committes and
did not have the snme long and thorough consideration as the other
soctions of the bill,

Sonator Cunris, Now, I am a little bit puzzled, I thought yester-
duy that the T'rensury was advocating modifientions favorable to con-
corns doing business abroad,

Secretary Dirron. We were.

Senator Cuns. It is going to collect $35 million more,

Seeretary Dinton, ‘That was vecommended originally on April 2,
That snme recommendation was made then, So yesterday’s modifica-
tions, with one exception, would all nct favorably to business. The
one exception is that. we feel tnx haven earnings from service contracts
and things of that nature should be included in the bill, But we would
have to make—and 1 would be glad to do it, beeause it is approprinte—
n new estimate, if you would ]iﬁo to have it, based on what a tax haven
bill would bring in, baged on our latest, vecommendations,

Senator Cunris, Well, the bill we had before us yestorday was the
Touse bill.

Secretary Dinron. That is right,

Senator Curris. And I left the room under the impression, after
ronding your speech and listening to it, that certain concessions were
made to businesses,

Secretary Diuion, That is correct.

Senntor Curris, But instend of collecting $85 million from them,
you are going to collect $120 million annually,

Secretary Dirnion. Well, I think one of the things that you have
got to bear in mind is that the orifginal estimate was made on the basis
of what we had intended the House bill to do. Testimony then
brought out certain things in the bill which probably went beyond
what was really intended. They might have yielded more revenue,
but, we had not thought of them and had not had them in the revenue
estimate,

Those are the types of things that we recommended modifying
yesterday. » .

In addition, we did recommend, when we came up originally, and we
renewed the recommendation yesterday, that this one item of spillover
of investment. of profits from developed te underdeveloped countries be
eliminated and that was no change yesterday from earlier testimony.
But it was a change from the House bill. - : _

‘Now, the testimony yesterday did suggest modifications in the House
hill, practically all of which were in the direction of simplifying the
impact. These changes would not have great revenue impact, however.
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For instance, the modification of section 16, which as presently
drawn, would have taxed at ordinary income any profits made since
1913 by a company that was liquidated. We thought that was too
sweeping and certainly should not be in the bill. We recommended
that the date be set at next December 31. But I do not think there
was ever any estimate for revenue from that in the House bill, and in
the estimate we submitted to you.

ffSo there was very substantial modification that had no revenue
efiect,

Senator Curris. Just what was it in your recommendations yester-
day of changes in the bill which was before tho House that increased
it from $85 million to $120 million ¢ -

Secretary DiLLon, Nothing.

Senator Curtrs. Nothing?

Secretary Dirron. The only thing that might increase this slightly
was the inclusion as tax haven income, of income from service com-
panies that operated out of tax havens, that was all.

Senator Morton. Will the Senator yield?

Senator Curtis. Yes. : : '

Senator MortoN: As I understand it, Mr. Secretary, the $85 mil-
lion was not responsive to what you later discovered after careful
study but was the application of section 13 as prepared in the Ways
and Means Committee,

Secretary DiLroN. That is correct. The figure should be about $95
million instead of $85 million. Under my original recommendations
of April 2, if you adopt the elimination of deferral, the figure of $230
million stands. Lo

If you adopt the approach of the House bill—which would yield
$95 million, my recommendations of April 2 would have increased
that $95 million to about $120 million, largely or almost entirely owing
to the removal of the privilege of reinvesting tax haven profits in
underdeveloped countries. K

Any changes that were made or sug%ested yesterday would reduce
those figures of $230 million and $95 million, both of them, somewhat.

We haven’t figured out by how much they would reduce them, but
the net effect of the changes yesterday would result in some reduc-
tion. A ' ‘ ' -

Senator Curris. The net effect of the‘chan%es yesterday would be
to put a greater emphasis on a determination of what was a developed
or underdeveloped country, is that not it?

Secretary Druron. No. That has not changed. That emphasis
is the same. There had been an exception in the House bill whereby
tax haven profits earned in Europe could avoid taxation, if they were
reinvested in underdeveloped countries, and we recommended them
when we first appeared here, that that particular exception be repealed.

As I pointed out earlier,. we said there should be complete freedom
in the handling' of manufacturing businesses in' underdeveloped
countries, but the relaxation did not go quite that far,

So to that extent my recommendation yesterday may have favored
the underdeveloped countries a little more. S

Senator Curris. Now getting back to withholding: Pow would
your example work in the case of a disabled single person under the
age. of 65 receiving $1,500 a yeu. of dividend income?
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Secretary DiLroN. And what other income?

Senator Curris. That is all.

Secretary DiLoN. No pension,no nothing?

Senator Curris. Under 65. He is disab%ed, he is living on $1,500,
on dividend income,

Secretary DiLroN. We will be glad to work that one out, and show

ou how that would operate. But if he is living on $1,500 of dividend
1ncome, he certainly has a total of probably about $50,000 in securities
because the average yield on dividends is 8 percent now,

Senator Curtis. I understand that but I am talking about a dis-
abled person who is livin% on $1,600 dividend income.

Secretary Dixon., Well, the maximum withholding on this is $300,
so that the maximum withholding that could be made in any one
quarter is $75. So for him to get cuufht up he would have to take
37 b out&ff his $50,000 capital, so I still do not see how he is greatly

amaged. o

Senator Curtis. The country would have $75 of his money con-
tinually without paying interest. S

Secretary DiLron, It would have $76 until such time as he reached
a situation where he owed no tax, and as soon as he reached that time
he would get his $75 back, ~ ‘

Senator Curris. But he can file no exemption until and unless he
can truthfully say that he expected to owe no tax.

Secretary Drvron. That is right.

Senator Curtis. But his—

Secretary DiLrLoN. Again it is just no hardship.

Senator Curris. But his periodic income would. be reduced by 20
percent. ,

Secretary DiLroN. That statement is exactly what is wrong, and
that is where the propaganda has been so false on this.

Senator Curtis. How much are you going to withhold ¢

Secretary Diuron. It is incredible, . . ,

We will withhold $75, but he will get a quarterly refund of the full
amount, of any overwithholding, so.there will be.no reduction in his
income except in the first quarter, and it is absolutely .inaccurate to
say that his periodic income will be reduced because it will not be.

Senator Curris. As soon ashe goes down to make his application for
a refund and gets it back, it Wiﬁ take another $76 from him,

Secretary Diuron. His refund will offset another overwithholding,
so his income will be just the same as it was before. ,

S_eg:lztor Courtis. So you are suggesting that he take $75 out of his
capital. ' . :

ecretary Dmron. I am suggesting that he can either borrow.it or
take $75 out of $50,000 capital, and I am saying that is not a major
hardshlg to this individual. Certainly I just cannot see where taking
$50 or-$75 out of $50,000 is going to be a great hardship to anybody.

(The hypothetical case referred to follows:)

.8ingle person under 65, disabled, living on dividend fricome of $1,600 annually.
He must own approximately $50,000 of stocks to earn that income at an daverage
yield of 8 percent per annum. S o

H



4330 REVENUE ACT OF 1002

"Tax computation:

DIVEAONU OO o e e ettt e et et e e et oo e £1, 600
Lioss ¢
BN IR O ek it et et e e e e -0
XM PHON e i ot o e ok b e o o e b ~(00
Standard deduetion oo e ~ 140
AN EMCOMIC e e et e e 705
Tax Habity at 20 Poreonto o e e e 141
Foows } AV EAON Ol ot m e e e e m 28
AN AEOT CPOAI s i e e e i

Withholding computation:
Withholding annually, 20 percent of $1,600

1088 L tX REEOP CrORIt e e et e et
Overwithholdng . oo ccann. o e o ot e 48 et e et e e 187
Overwitholng Per QU e o e mesn e e a e m v a - 47

Senator Curris. Wo could probubly propose n capital levy, or it
could be argued that would not be n lml‘(llship on anybody.

Do you favor a capitol lovy ¢
| Seeretary Dinton. No. Nobody has suid anything about w eapital
evy.

Senator Currts, You suggested that he take $7d out of his capital
and give it to the Qovernment,

Seeretary Dinron. 1 suggested that is one way he could do it.

Another way he could do it is go down to the bank and borrow it.
If he did that it would cost him about $4 u yeur in intevest—that
would not be very diflicult.

Senator Curris. To give to the Government something which he
didu't owe.

low could he reduce his withholding becuuse of the exclusion of
the 4 percent dividends credit ¢

Secretary Dinron. How could he what?

Senator Curmis. Reduce the amount withheld by reason of the $50
exclusion or the 4 percent credit ?

Secretary DicroN. He would get a larger refund then.

Senator Curtis. Yes.

But he couldn’t reduce the impact on his withholding:

Secretary Dillon. No.

Senator Curms, Now, in your revenue estimate for withholding,
vou indicate that $180 million of the $650 million will come from better
reporting above the 20 percent bracket.

With a withholding system which provides no receipts whatsoever
for the dividend, what reason do you have for assuming that you
will realize any of this additional $180 million from the withholding
system¢{

Secretary DiLLoN. Because it is very clear that the individual will
:mﬁg to list his full dividend income to get credit on his tax for with-
olding.

N 0\\?,’ the only way that he would avoid that is by straight fraud, by
listing wrong figures on the tax return, and experience has shown that
there are not too many people, although there are some, who are in-
clined to do that.

There are many more that are inclined just to forget something,
But with the need of listing the withholding so as to get credit for it,
we think that we would undoubtedly pick up this extra amount.
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Senutor Curris. You have used some figures of some sizable
amounts of investment, in order to produce u given amount of dividend
income used in these hypothetical cases.

You have further stated that there was something on the tax re-
tuen to eall their attention to these transuctions, and they are likely to
roport it anyway.

ow, with someone who has fifty or o hundred thousand dollars in
stocks, hoe is ultimutely going to buy and sell some stocks, isn’t he,
and isn’t that going to show on his tax return?

Seeretary DinLon. 1 am not sure whether they would buy and sell
thom or not. I mean, older people, with savings, Probably if they
had something like American Telephone stock they would be apt to
keep it, not trade it.

Senator Currts. How many shareholders will be affected by with-
holding on dividends who may owe tax but owe no tax on their divi-
dend income?

Seeretary Dinton. [ don’t quite understand what your question is.

You mean you would allocate their tax against the wages and not
against the dividends, or allocate that against the rest and not——

Senutor Curris. We do that now.

The man has wages of $50,000 a year, he saves a little money and he
gets $96 in dividend income, which represents o nest egg for him that
18 sizable, but that $95 is not subject to any Federal income tax.

Now, my question is how many people will have withholding taxes
applied to their dividend income who will owe no tax on their dividend
income even though they may owe tax on other items.

Secretary Dinron. I think it will be very, small. We will have
to answer that question for you for the record because—it would be
an infinitesimal number compared to the people——

Senator Curris. There ave a lot of people who own just a few
shares.

Secretary Dinron, That’s correct.

But we know the total number of people who will be subject to any
overwithholding, and it is not large, so this must be a small fraction of
that. So it is going to be a small figure. We will be glad to put it
in the record.

(The computations referred to follow:)

Withholding would not create hardship for taxable individuals who receive
dividends that are completely excluded under the $30 exclusion. First, there
are relatively few individuals of this type. Secondly, the maximum overwith-
holding on a single person would be only $10 and on a married couple filing
Jointly—only $20. Other taxes due from these persons, however, are normally
in excess of $20 so that there would be little, if any, net overwithholding due
to the operation of the dividend exclusion. Shown below are the number of
taxable returns reporting dividends that are completely excluded. It should
be noted that a large proportion of these returns have incomes above $5,000,
whi(-ih [(»Ix-esumably would have substantial estimated tax to offset any withholding
on dividends. ’

Adjusted gross income: N’i»é":?.%f’
Under $5,000 oo 150, 000
$5,000 under $10,000 - — _— 470, 000
$10,000 and OVera o e 340, 000

TOtAl e e -—-- 860, 000

Source : “Statistics of Income for Indlviduals, 1959.”
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Senator Curris, What would. be the average investment, just a
rough estimate, that would require the production of $95 of dividend
income for a couple of any age?

Secretary DiLron. About $3,000, . :

Senator Curris. How many shareholders do we have in the country
who own less than $3,000 in stocks.

Secretary DiLron. I think there are probably numerous people that
do but the same people also have deposits in savings and loan institu-
tions and in savings banks, and savings deposits in other banks, and
they may own mortgages and other things, and will have wages or
salaries or other such income. .

I think there are probably very few that have nothing but the stocks,

Senator Curtis. A good many employees are buying stock in small
amounts and they accumulate a thousand or two or three thousand
dollars, do they not # ,

Secretary Drrron. Actually the effect of all this, is that you are
talking about someone who has wage and salary income.

Now, the average overwithholding on wages 18 $150 a year, and in
effect all that will happen here is that the amount of tax or refund
that is finally due at the end of the year will be somewhat modified.

. Senator Curtis. Now, the debates in the House indicate that some
8 million persons would ks eligible to file exemption certificates.

Some will file them and some will forget. Some will file them with
certain payors and not with others,

Since no withholding statement like Form 2 for wage earners will
be ﬁiven to theso persons, how will they know a year later when the
make out their tax returns which items were withheld on and which
were not ¥ . ‘

How will the Internal Revenue Service be able to check their refund
claim for accuracy ¥ . o _ :

Secretary DirLoN. You mean these people who have filed exemption
certificates? ‘ : _

Senator Curtis. Yes, or forgotten to, or filed it in some cases and
not in others. ' .

Secretary Diuron.. I think that would be up to them. We would
assume that if they had filed an exemption certificate they would know
where they had filed it, and where they had not.

If you have a person who has a very large number of exemption
certificates to file, I begin to doubt that he will be eligible because of
the amount of his income. ' ‘

But the ordinary person with an exemption certificate doesn’t have
so many places to file, because he doesn’t have so many sources of
dividend or interest income. - C »

‘Maybe a few complications may arise where the Internal Revenue
Service will lose a little money that they might otherwise have gotten.
But the net result is we get $650 million. This is a small part of the
reason why we will not get the full $800 raillion but only $650 million.

Senator Curtis. What is the status of Puerto Rico; is it a territory
or a commonwealth ¢ o ‘ '

Secretary Dirron. It isthe Commonwealth of Puerto Rico.

Senator Curris. And what is the tax status at the present time of
a subsidiary operating in Puerto Rico wholly owned by a U.S. cor-
poration. S :
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Secretary DiLLon. As I understand: the tax status, it is similar to a
foreign corporation, because we hsve a special arrangement with
Puerto Rico whereby they collect t}eir own taxes and do not remit
them to the United States but use them in Puerto Rico to help in the
development of the island. .

Senator Curtis. What will be their status if your recommendations
for ?taxation of foreign income in this pending legislation are carried
out? .

Secretary DiuLon. They would, in effect, be unchanged.

Senator Courris. Unchanged ¢

Secretary Dirron. Yes. :

q Senator Curtis. That’s something carried in yesterday’s recommen-
ations,

Secretary Divron. That is right.

Slenator Curris. There are some things in the bill that are a bit
unclear.

The proposal refers to income from the U.S. patents, copyrights,
and exclusive formulas and. processes. There would seem to be innum-
erable questions concerning the exact scope and effect of this language.

For example, what is the intended scope of the term “exclusive
formulas ans processes.” :

Would this include company eng.neering or technical service as-
sistance ¢ o o :

Secretary DiLron. At the moment, I don’t think it does. There
were recommendations yesterday in my statement that this is simpli-
fied by collecting it at the time of sale of the patent instead of having
to figure out the income from the patent every year. That would be
very complex. There were some technical objections brought out to
that in the testimony here which we thought were valid, so we adopted
this change. ‘ S o ‘

Senator Curtis. Would the term “exclusive processes” include ad-
ministrative or mostly assistance ? :

‘Would it include a particular accounting system ¢

Secretary Diuron. If you have some particular detailed questions,
I would be glad to try to answer them in writing to be sure we are
accurate.

Senator Curtis. Well, these could be submitted later.

Secretary DiLroN. I think that most of this problem will disappear
under the change we suggested, but I would be glad to answer your
questions. I want to be sure I answer them accurately, so if you
would submit them we would answer them.

(Copies of Senator Curtis’ 33%&0118 and the Secretary’s replies

were not submitted for the recor : :

Senator Curtis. That leads me to the hope—I realize it will take
some time—that the Treasury’s proposal as of yesterday can be re-
duced in complete bill form so that we might have the benefit of any
information and testimcny pertinent to it. ,

As one member of this committee, I have found this bill very ditficult
because of the fact we are dealing with so many subjects. ,

Two or three years ago the tax on life insurance was undertaken
by this committee and we had nothing before us but life insurance
and it was a difficult job, assuming our considering mutual and stock

insurance companies.
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Woll, the tax on life insurance in this bill is just one small part of
the hill, and I have moved as fast as T can and tried to keep up with
it and T am still way behind. ‘

IIns the Treasury had a chance to examine the recommendations
made with respeet to the taxation of mutual, fire, and cusualty insur-
ance companies, the testimony here in the Sennte concerning the
TTouse hillt :

Secvetary Dinrnon, Yes, wo have.

Senator C'orwis, "They recommended about five changos,

In goneral, what is your position »n that4 [ don’t believe that was
covered in your statement yosterday.

Seoretnry Diron. No, because in goneral, we didn’t feel that any
major chango in that aren was vequired, in addition to the changes
that we had suggestod on April 2,

Tho only typo of ohanges that. might be needed would be extremely
technical things such as ave always worked out in executive session.

Senator Curris, Now, these small neighborhood mutunl insurance
companies under the presont statute are exempt from taxation if their
premium income is less than, what is it, $75,0009

Secvetary Dinton. I think it is something like that.

Now, there is a special provision for small companies in the current,
bill.  Again these—the way this operates is not a major matter of
substanee as far as we are concerned.

It may bo that the committee would decide that they should be some-
what move generous in this outoff or somewhat less generous, and
oither way would, we feel, not make any great difference in policy.

Senator Curris, Well, I wonder if yonr stafl could advise me if I am
corvect in the $75,000 figure, and when was that established?

Secretary Dirvon, The present law, I understand, is $75,000,

Senator Curris, Tt goes back to about 1918, doesn’t it.#

Secrvetary Dinrox, That I do not know, and my staff doesn’t know,
but we will be able to look that up.

('Theinformation referred to follows:)

The $75,000 exemption level was established in 1042,

Senator Curris. It goes back many years,

Would you be opposed to bringing that figure up to the comparable
value of the doltar?

Secretary Dinron. AsT said we have no deep or strong feeling about
where you give relief to the very small companies, or where you set
that fisure. These changes we are suggesting are not meant to be
injurious to these very small companies to which you are referring,

They were meant to apply to medium-sized and larger companies in
the business which we feel had paid too little tax in the past.

Senator Curtis. Tt just seems to me that these little neighborhood
companies with no salaried officers whatever, and back many years
ago they didn’t have to pay any tax if they had $75,000 gross receipts,
they ought to be at least doubled, and their witnesses all support this.
I was hoping that you would endorse that proposal.

Secretary Diurox. All I am saying here 1s this is in an area that
is so technical that I would prefer not to endorse one particular figure,
but I do endorse the general view that there should be liberalization.
The Treasury agreed with the liberalization in the Iouse bill for
these small companies.
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Senator Curris, The mutual insurance companies have nlso asked
us a substitute for aceesy to the equity (-upim‘l market, . protection
ngainst loss account to be allowed without restriction, msisting on 1
percent of incurred losses plus one-fourth of underwriting geins,

As T understand the House bill there is o restriction in the bill that,
after it is in this nccount fory I guess it is b yoenrs, it goes out. T'hey
wanted to build up this nccount. without restriction,

What is the position of the T'reasury on that?

Secretary Dinron. We felt. that this was unnecessary.

Actually this is o very loealized and special argument,  'The provi-
sions in the House hill regarding the protection against loss accounts
are of purticular interest to only two or three very large mutual com-
panies.  We do feel that. they ave in n position to pry more taxes.

In particular, the provision of the I-}(mﬂo hill we feel should not he
inclm‘nd is tho one w‘wre, in effect, one-eighth of underwriting profits
esenpes tax forever,

“}u think that is particnlarly unnecessary.

Senator Currs, Well, 1 share the snme feeling here as T did in the
lifo insurance tax, that it should be equalized between the stocks and
the mutuals, I think we do have a problem in the very small mutnals
which clearly are not disguising any profit because they have no paid
officors.

Secrotary Dinron. Right.

Senator Cunrs, And then we have gome others, and personally, I
would like to see, in this attempt to equalize the burden between these
classes of companies, T would like to see both the small stocks and the
small mutualy, sny those who have gross premiums of less than $5
million, have some little hreak over the giants,

The giants, whether they be stock or mutual, can engage in nation-
wide advertising, they can do some other things, and the existence and
gm\;‘th of these other companies have definitely been in the public
rood.
£ As T said a bit ago, this bill deals with so many things, I assume
then what you prefer is not to make any specific recommendations
on changes on t.fm tax on mutual, fire, and casualty at this time.

Secretary Dinron. That is correct.

And we indicate that as we were in the Ilouse, we are sympathetic
to these very small companies just. ag you mentioned.

Senator ANDERSON, lBut, you wouldn’t regard $5 million as neces-
sarily & small company ?

Secretary DinLon. i’o.

Senator AnpersoN. I would hope not.

Senator Curris, May I say to my distinguished friend from New
Mexico, I certainly am not suggesting an exemption from taxation.
I am suggesting that this $75,000 be increased to maybe $150,000.

Then I believe that as anintermediate step that we should give
both stocks and mutuals that are small, relatively small, in the field
atmosphere where the burden would be equalized, probably increase
the revenue at the present time but still give them an opportunity
to grow.

Now, Mr. Secretary, as you know there are many ships sailing under
a so-called flag of necessity; that is, they are owned by a foreign
corporation all of the shareholders of which are American citizens.
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Muny of these ships nre considered in the so-called emorgency re-
gorve floet, The United States hag an agreomont with the present
owners to be nblo to obtain these ships in time of war, Tt has been
alleged that if this bill is Pussed, theso ships will by sold to foreignos,
The United Statey will, therefore, lose the use of this emorgency fleet,

What is your opinion in this mattord )

Seeratary Dirron, It was not our intention that the House bill
should cover this aven,  Yesterday T pointod out that provision would
have to be made to take caro of this situntion,

The real problem is that practically all of these ships have beon
financed very heavily by American insurance compunies and banks,
and the vepaymonts on thess debs could not be made if the enrnings
wetn subject to tax,  'T'o get tho repaymonts they huve to go through
without tax which is generally: the caso in Liborin or Panama, and
wo have no wish to upset this arrangoment or the shiml)in{; business,

Senator Curra, Ts }t clear they are not covered in the bill

Seoretary Dicron, No. Tt is olear in the recommendation I made
yesterday that we olarify it so that they will not be,

Senator Corris, Have you—I assume you have consulted with the
Department of Dofenso?

ceretary Dinvon, Ohy yes.  Wao have consulted with the Depart-
ment of Defense and—— '

Senator Curr. What about the provision for liquidutions ns they
rolate to ownership of ships?

Secretary Dinron, Of course that was one of the inadvortencies in
the Iast-minute drafting, It was not a suggestion of the Treasury
and I think as a result of the suggestion 1 made yesterday, this would
be greatly alleviated. However, the tax as to future earnings, if our
recommendations are adopted, would be, as to individuals liquidating
a shipping corporation, something like 64 percont instead of 91 under
the House bill,

Senztor Curris. Now going to anothor subject, Mr. Socrctm‘q': the
Treasury has estimated that under the Housoe bill there would be o
revenue inerease of $125 million by reason of disnllowance of deduc-
tion for entertainment expenses. How much of this estimated in-
:,my;su will be offset by a loss of business in the entertainment indus-

Ty
Seoretary Ditroxn. I think practically none, because we feel that the
loss of business in the entertainment field will be very little.

For instance, there was testimony before the House which was very
interesting, on the matter of the theater in Now York., This was by
an eminent accountant, Mr. Seidman, who is also by avocation an
angel for theater productions. He thought this would be a wonder-
ful bill becauss it would allow ordinary New Yorkers to buy tickets,
which they never Lad been able to and they could go to the theater.
The tickets would not all be bought for the use of out-of-town busi-
nessiien on expense accounts, iere would be no effect whatsoever
on ths theaters.

So we think that, with the exception of maybe . few individual
places, there would be very little economic impact here, and that over-
;il;n ﬂm would be no loss of revenue to offset against this $128 mil-

b | . .

Senator Doucras. Would the Senator from Nebraska yield to me

so0 X rnight address a comment to the acting chairman ¢
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Senator Cuwerts. Right,

Nonator Dovanas, Mr. Chairman,

Sonntor Uons, Acting chaivman,

Senutor Dovatas, 1 {fuvu been informed the Senntor from Nebraska
has bean questioning the Sceretary of the 'l‘reusm*{ pince 10 o'clock
this morning; it is now 20 minutes after 12 by the clock, nid the
chairman snid the hearing will clese at 12:30. 1 see he is being fur-
nished (uestions by members of the staff, T wondered, therefore, if
wo cmnl(\ not usk him to impogs upon himself o 2-howr-and-20-minute
ritlo 80 ay to permit other members of the committes to ask questions,

The whols thing, Mr. Chaitian, seoms to me to be o filibuster de-
signod to prevent the Committes from procesding to the congideration
of the hill, to prolong the hearings, to tire out the Secretary, and to
impuode the progress of the legislation,

o helieve in full and fres discussion, but I think also that other
moembors of the committes should be privileged to ask questions, I
submit that, the record to date, while perhaps it hag been technical, is
highly negntive. 1 would like to have now I think 9 minutes to usk
questions of the Secrotary,

Senator Cunrts, Mr, Chairman, may I make o regponse to that.
The stafl’ hag propared questions for me, hut 1o questions have been
propured unless T have asked for them. I have stated repeatedly this
18 o complex bill, 240 pages, 1 think one of the most brilliant commit-
tees in this Congresd wor ced 0 year on it.  If the Senator from Ilinois
et point to one frivolous question that I have asked, not related to this
hill or to basic revenue policies, T shall here und now ask unanimous
congont, that it be stricken from the record.

Senator Anpenson, Could T just volunteer the question you nsked
him ubout whether Puerto Rico was o commonwesnlth or a territory
did not have too much to do with the question of taxation ?

Senntor Cunras, 1t did. It was submitted to me by a resident. of
Nebraskn who hag an operation in Puerto Rico. It wag submitted
before his stetement of yesterday, and at the present time—-—

Senator Anprrson. The Senator from Nebraska knew,

Senator Cunris. A subsidiary in Puerto Rico at the present time is
trented as a foreign corporation.

Senntor ANDERSON, i am not arguing that but I only say the Sena-
tor from Nebraska knew the answer to the question bef{)re 16 asked it
why asl it ?

Senator Curris. That was a preliminary question to ascertain the
meaning of his statement of iyesterday because, as I understood it, the
colloquy yesterday, he talked about territories. But, Mr. Chairman,
I ask unanimous consent that the question I asked as to whether or
not Puerto Rico is a commonwealth or a tervitory and the answer
thereto be stricken from the record.

Senator Gore. Is thers objection?

Senator AnprrsoN. We made that inuch headway. [Laughter.]

Senator Gonre. The Chair hears none and the question will be
stricken, i :

Shall the Secretary’s answer be stricken? Without objection, the
Secretary’s response will be stricken, too.

Does the Senator from Nebraska yield?

82100—62—rpt. 10——T7
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Senator Anperson. I would just say for the Senator from Illinois
that Senator Morton came by and indicated that his testimony would
take less than 80 minutes. I understand Senator Williams, whom we
all respect, and who does have a great knowledge of this field, felt
ho could finish his guestions in about 20 minutes this afternoon.
Maybe if the Senator from Nebraska would agree to stop whenever he
finishes this morning, whatever it may be, there might be & chance for
the Senator from Illinois. .

Senator Dougras. I will not take more than 15 minutes.

Senator Curris. I will give you 156 minutes right now.

N Senator McCarray. I t.hing there is n policy question involved

ere. C
Senator Gore. Permit the acting chairman to say that the chair-
man of this committee is unavoidably detained and he has asked me
to preside for him. The chairman had been proceeding upon a
theory, may I say to the senior Senator from Illinois, that those who
had not had an opportunity to question the Secretary, would be recog-
nized first. There is only one other on the minority side, Senator
Morton, and also, according to the list of the chairman has given me,
Senator Talmadge, Senator McCarthy, Senator Hartke and Senator
Fulbright have not had an opportunity to ask questions. I think
Senator Douglas has interrogated the Secretary.

Senator Douaras. I intruded on the time of the Senator from New
Mexico. x

Senator ANpERsoN. For about 2 minutes. ‘

Senator Gore. I am only reading from the list as Senator Byrd
marked it for me.

Senator Douaras. I was not recognized in my own right but
intruded. ’

Senator Gore. I am sure Senator Byrd would fully expect the
Senator to be recognized in his own right.

Senator Douaras. Mr. Chsirman, I think there is a very serious
question of policy here and there is o time problem. The Secretary
of the Treasury 1s under tremendous pressure. He has a conference
in Rome. We are under tremendous pressure. If we spin out this
interrogation interminably, and say that we cannot complete his testi-
mony until after the Rome conference is over, there will be another
11 days before we begin to act. No one knows what is going to happen
in that period of time. This will delay the consideration of the bill.
We are the bottleneck through which this and other important legis-
lation is pouring and I beseech the members of the minority to cease
these filibustering tactics and to get on with the consideration of the
bill. I want also to point out that the Secrotary will be with us in
executive session for detailed questions, and his experts will be here,
if he cannot testify, and some of his associates can appear. I think
this has gone on long enough.

Senator Gore. 'Well, the Chair would much prefer that this ¢ues-
tion be handled by the chairman of the committee. ‘

Senator ANpersoN. Would the chairman feel liks asking how many
Eeople would agree to limit themselves to 30 minutes this afternoon;

can speak for Senator Morton because he volunteered.

Senator Curris. Has Senator Carlson questioned the Secretary.

Senator Gore. He is not here.
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Secretary DirroN. Yes, he has; he questioned me the first day.

Senator Curris. May I inquire, wasg it the intention of Chairman
Byrd to limit the further questioning to those who had not asked any
questions or to give priority to them? o

Senator Gorx:. To give priority. ‘ S

Senator Curnris. Because I haven’t seen Senator Bennett this morn-
ing, my recollection is that he yielded the floor to someone with the
implied request to resume, 4

enator Anprrson, I think not. I think I followed him and he
uit. : '
k Senator Curris. Well, the record will speak for itself, .
- Senator Gore. The Chairinan asked me to preside until noon, which
I was glad to do. Matters of procedures are something which I would
much prefer, if my colleagues will be agreeable to it, to refer to him.
If the genutor wishes to proceed, he is recognized. ’

Senator Curris. Welﬁ 1 will yield to the imposed gag of the dis-
tinguished Senator from Illinois. o ;o

Senator Douaras. Idid notunderstand. [Laughter.] S

Senator Curms. I would suggest that we could save time by not
reading the bill at all. I totally disagree with such a procedure. I
do have one more question, Mr. Secretary. - :

Senator AnpersoN. I did not hear anybody propose a gag.

Senator Doucras. I simply suggested restraint; not a gag, but re-
straint. ,

Senator McCarruy. I would suggest———

Senator Curris. The Senator has paid no attention to the proceed-
ings this morning. o

.(i'czlnator Doucras. T was with another committee over which I pre-
sided. . :

Senator Curris. He came from outside and objected to the question-
ing by the Senator from Nebraska, and I resented it. You did not
hear any of them, You have no right to challenge any of them. -

Senator Gore. The Senator from Nebraska, is recognized. o

Senator Curris. When will the new draft of the bill probably be
available? :

Secretary Dirron. We would have a draft incorporating our
changes ready as soon as the committee is prepared to consider them
in executive session, which I understand will be after the staff has
had a week to preiare the memorandum which the Chairman men-
tioned yesterday, which will be on the 21st and 22d.

Senator Curtis. My response is this: I would much rather be able
to get the reaction of the people I represent before we go into execit-
tive session. Executive session is not the place to present new and’
additional views, and it would bs my hope that it would be available,
at least for a few days. I suppose I am wrong, but I assumed that
taxpayers have some rights in the legislative glroeess and I hope—I
am not scolding the Secretary—I would have hoped that the propo-
sal the committee is asked to vote upon in executive session will be
available a few days before we go into executive session. s

Secretary DiLron. May I comment on one thing, Senator? I think
that the area of the greatest prospective controversy, because of the.
lack of opportunity really to consider the draft at length in the House,
is the foreign area. Those will probably not be the first sections taken'
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up in executive sesgion, and theve cortninly witl ho plonty of time to
considar thom and to do what you feel is necessary with any of your
constituents or inforested parties,

All of the chunges, however, that. we have suggested, have beon not
de novo changes, but. changes that are responsive, at least. in wome
measire, to objections that have been raised in the heavings,  No thoere
would be really nothing completaly new in this in the deafts that. we
propose,

They will presumably be somewhat move accoptablo to those who
have objootml‘ carlior, beenuse we have takon some of their objections
mfo aecount,

Senator Cvwria, Mr, Chaivman, T will waive my rvight to further
question. 1 will puss up the questions T have, T will 1ot the vecord
spank forth as to whether or not the inquiries that 1 have made have
contributed to the thinking upon this very complox billy and I want. {o
agrain sy that 1 resent another Senator, not oven present. in the room,
questioning my vight to solicit information concerning pending legis-
lation§ that is all, M, Chairman,

Senator MeCarruy, My, Chaivman, could T say o word on thist 1
think it was clearly understood yesterdny that when the Seeretary
agreed to como baek up that he would be here for only 1 day. Now
the Senator from Nebraska talks about the gag rule, he has been asking
questions for 214 hours, so he has taken half the time, and this means
he has gagged everybody else who is sitting here.  1F we nve going to
adopt. a rule, perhaps we should say anytime wo have heavings the
Sonator from k(\lm\sk:\ can have half the time and divide the rest of
it with the other membars of the committee,

Senator Corris, 1 vesent that.

Senator Gore, The committee stands in adjournment undil--—

Taughter.]

Senator Dovatas. Mr. Chaivman,

Senator Cueriz. 1 do not understand whey the proponents of this
bill do not want. any questions asked about it. And that is somothing
they will have to explain o the American taxpayers,

Senator MeCarruy, It is just that wo do not want you to ask all
of them. -

Senator Curris, T haven’t; 1T haven’t asked any until today, and I
quit as soon as the schoolmaster suggested T do so.

Senator Gore. The Chair recognizes the Senator from THinois for
a comment. only.

Senator Dovarnas. Mr, Secretary, would your staff be willing to meet
with the staff of the Joint Committee on Internal Rovenue 'I'nxation
and the legislativa counsel of the Senate during these coming days to
perfect the technical aspects of the bill ¢

Secretary DiLtox. We would not only bo willing to, we would very
much hope that we can have that privilege, so we can work more
rapidly to expedite the work of the committee.

gﬂmtor Dovcras. Mr. Chairman, I hope very much that the staft
of the Joint Committee on Internal Revenue Taxation may be in-
structed to work with the Treasury, and 1 am sure there will be no
difficulty with the legislative counsel of the Senate.

Now, Mr. Secretary, I asked you a question yesterday about the
public statements of Mr. George E. Barnes of Chicago with regard to
nonreporting of dividends.
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1 thank you for the memorundum which you have propured in
roply to that. I ask that this be made o paret of the record. 1 hope
that, you have sulllcient. copies 5o that, thoy muy be given to the press
ot thesnmae time,

Sonator Gonk, Without, objection it will be printed.  'The Chair
waitld like to suy to the Seeretary that, Senator Morton, who had to
dopart, just. n moment, ngo, nskod me to state that. he thought his ques-
tioning would consumo something less than 80 minutes,

Sonator Willinms hus o fow questions, but snid it wonld not. be Jong.
Senator MeCarthy and Senntor ])uugium have hoth indicated their
quostions would be of less than 30-ninute duration so it is our hopo
t&ml. wo might concelude with yonr testimony by ahout, 4,

I'hnnk you, My, Chairman,

The commitico stands in adjournment until 2::30,

(Whoreupon, at. 12:30 p.n., tho committeo was recessed to reconvene
at 2 :30 pan., the spmeo day.)

AITERNOON BEHRSION

Senator Gone (proesiding). The committe will come to order.

STATEMENT OF HON. DOUGLAS DILLON, SECRETARY OF THE U.S.
TREASURY—Resumed

Senator Gore, Senator Douglas?

seantor Douaras, In view of the fuet that the Senator from Ken-
tucky waited for 214 hours this morning to ask questions and I under-
stund he has o plane he wants to eateh, I will waive my priority in
favor of the Senator from Kentucky and he can go ahead,

Senator Gone. The Senator from Kentucky.

Senntor Morron, L appreciate that; my plane doesn’t leave until
b o'clock.

Senator Dovaras. Go ahead.

Sonntor Morron. T appreciate it very much.

I will try to be brief.” I feel it is the desire of the committes and
tho Secretary to terminate these hearings this afternoon. Mr. Secre-
tary, I would like to commend you for your patience. One of the
prices that I pay for being so junior on this committee is that I, too,
am required to exercise a degree of patience.

1 am disturbed, sir, about some of the basic philosophy of this bill
when compared o the basic philosophy of certain other programs of
this administration.

As you know, 1 have been a supporter for many years of the inter-
national foreign policy of this country, economic and otherwise, under
this administration, the Itisenhower administration, and the Truman
administration.

As o freshman Member of the House, I voted for the Marshall plan
and programs of that nature. I find myself now as if T were sailing
a very tight triangular course with permission to change course in
order to win the race, but with orders that I can’t trim my sheets in
any way.

I think that what we are trying to accomplish here in the abused
tax-haven areas is laudable but in attempting to do this, I am afraid
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wao are taking positions that are somewhat contrary to onr othor poli-
oies, T wan improssed with the President’s speoch in Now Orlonns, I
was impressed with your very dynamic sponsorghip and lendorship in
the development of our Allinncee for 1'rogress )xn‘u e, and 1 an ljum.
wondoring if in ordor to get rid of o fow undesirable rodents wo aron’t
burning one of the best birns on the farm,

Now, specifieally, ns T got this, wo are boing told that thore nre cor-
tain arcas which need attention based on cortnin agsumptions,

No. 1 i8 that monoy earned by foreign subsidiaries is not returned
to this country. ~

- 'T'he facts i think, disprove that. OQur ueting chairman, my distin-
guished mlfoag\us {from "Pennesses, told us on March 1 “that having
gonw into hricks, movtur, and machinery in Buvopo these profits never
como baek to the United States to be taxed in sueh an instanco doforral .
extends into etornity.”

Tan't it trane, My, Scerotary, that. in the 11-year poriod 1960 through
1900, inclusive, wo ropatrinted enrnings in tﬁo aren of $2014 billion

Seeretary Dion, Ona worldwido basig, T think that is the correct,
figure.  But, of course, our suggestion only applies to doveloped
countries,

Senator Morron. Yes; I vealize that and 1 was speaking on & world-
wide basis,

Now, if we go to the Amorviean subsidiavies in Iurope, I undorstand
that the figures came from the Department of Commerce that from
1857 through 1949, these subsidiarios distributed an averago of 53
percent, of their earnings to their U.S. parvent corporations.

Would you question that figure? '

Secretary Dinron. Iam not aware of the exact figure for those pur-
ticular years, That figure is a little higher than the average figure,
which runs about 45 percent,

Senator Morton, Woll, theso 3 years may have been higher than
a longer term averago but at any rate I think you will agree that it
1s approximately the same as the policy adopted by U.S. corpora-
tions in_determining their di\'idon(i payments to their stockhoidmx.

I think U.S. corporations pay out about half of their aftor tax earn-
ings as a general rule.

Secretary Dintox. The figures wo have generally show it was
slightly less, for foreign subsidiaries—maybe in the neighborhood of
10 percent less, not very much. But the big difference occurs, in the
ﬁ$tlms that we have, in respeet to earnings in so-called tax imvens,
where the percentage returned, as I said this morning, is very much
less—only about 15 percent is returned.

Serator Morrox. Speaking of tax havens, I recognize this problem
and I am sympathetic to your desire to do something about it. 1
realize that in recent years and recent months, really, the last 36 or
38 months there has been a terrific increase in incorporation of U.S.
subsidiaries in Switzerland, Nassau, and so forth, and I want to do
something about it. v

But I am concerned that in what we are trying to do, we destroy
something else which I think makes a terrific contribution to our
economy, to jobs here, nnd to returns to the U.S. Treasury in the
form of taxes.
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According to reports 1 have and figures which have been submitted
in this 11-year period 1 have slready referred to, 1960 to 1960, the
return on o worldwido basis was ubout $814 billion move than the
investmont of cupitel from this country in oversens operutions, sub-
sidiary operations, )

Seoretiry Dinton, They sren’t all subsidiary operations. 'Lhe
ovorsens operntions in underdeveloped countries are lurgely branch
oporations which pay taxes at UM, rates.

Senator MorroN, In branch and subsgidisry operations?

Secretury Dinron. Yes, worldwide, I think that is correct. The
fuet of the mattor is that there was o vory substantinl net inflow from
the less developed countries, end v rather smaller net outflow to de-
veloped countries, on the suine basis which gives you your figure of $814
billion when you add the two together.

Senator Morron., So we are not approaching this problem then
because money is never returned to the United States, 1 mean the
r}eusol;nlsl are other than that, We cun eliminate that ag the reason for
this bill.

Secrotary Dinron. Well, one of the reasons behind this bill is that
we feel it will Lelp our immedinte current balance of payments situ-
ation, Certainly when new investments are made that money takes
time to come back, 1 think we huve had some very detailed figures
on that which indicate that the current investments do not return
the capital for 12 or 15 years.

Woe are not, however, asking this simply as a matter of balance of
payinents,

Vo felt it was an overall matter of equity because there is no further
need to have extra tax inducements to go abroad.

Now, we do not want, as you said, to hurt any legitimate businesses
abroad, and I use legitimute in the sense of businesses that were not
created for tax reasons. 1 think, of course, that applies to the great
bulk of our investments abroad and I think tiloy will continue.

Senntor Morron. On this matter of balance of payments, you are
properly concerned with it, as are other officers of the administration,
as 1 think are the Members of the Congress.

However, I cannot see that the prevention of—that by trying to
dissuade capital investment in foreign-owned subsidiaries through a
tax mechanism that we are necessarily going to improve our balance
of payments position. The one thing that I note with some fear and
alarm is the flow of American capital today into strictly foreign
operntions. I have here some copies of clippings from April issues
of the New York Times. On April 4 it reported the financing slated
by the Philips Lamp Co. Now it is estimated that somewhere in
the area of $400 million in equity capital is to be raised in this coun-
try through the sale of some form of common stock in this Dutch com-
pany. Now it is going to take a long time under the terms of this bill,
to slow up the investment of $400 million in American companies for
foreign oversea operations,

On April 20, another clipping from the New York Times—
financing for the Japan Fund, Inc.,, was completed yesterday and ihe managing
uanderwriters handed over a check for $1434 million to managers of the new
closed-end investment company.

] This investment company is to have 80 percent of its investments in
apan. :
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"Thero are other examplos of this.

I hope that in approaching this problam that we do not further
encournge & lack of contidence in American corporations whether or
not they have foreign subsidiaries, and this outflow of capital into
foreign investments,” This disturbs mo. I think the idenl solution to
this problem would be to ereate a climate in which persons would want
to invest in U.S. compunies, If we are so desperate with respect to
bulance of payments, we might have to adopt the British procedure
or something of that nature in which we just plain control the outflow
of capital. I hate to see us use this tax mechanism which has been
traditionally with us since 1913 to suddenly accomplish a short-term
ond to improve our balance of pnyments or stop the outflow of capital.
I did not think from your remarks yesterduy you were too lmpipy nbout
having to approach this from a tax angle but you seem to feol that,
this is about_the only way we can do it now.

Seeretary Dinron. Woll, I would like to answer & number of things:
First, regarding the details of this Philips transaction, the story as
printed at that time turned out to be not accurate.

Further study shows that the amount of funds that the Philif)s
hoople feel that this offering will, when it comes, takon from the

nited States or from U.S. capital sources, is in the neighborhood of
$60 or $70 million. 1t is their feeling that all of these funds will be re-
invested in their own operations here in the United States, so this
operation would not overall have much, if any, bulance of payments
impact on the United States.

These othoer offerings do have some impact, and I share your concern
about them,

They do not have the same impact as their total volume implies,
although I would say that the example you used in Japan probably
does. But many of the European issues are purchased in turn by
Europeans with dollars which they own. So in effect the Europeans
are using the American market to make their own investments. The
only new dollars they ave taking out are a percentage which is prob-
ably not much more on the average than a third of the face value of
the issues. Nevertheless-even that third is a matter of concern and
in this area we are working very hard with the various Iuropean
countries, to see if we canmot help them to develop more effective
capital markets of their own so they raise their own capital at home
rather than being in a situation where their own nationals have to make
use of our capita markets in a round-about way to invest in their own
properties. 'That is something which we are making some progress
on and hope it will continue. :

Certainly, we have felt, in view of the importance of the dollar
world-wide as a reserve currency, that the last thing we wanted to do
was to adopt capital controls, exchange controls.

You expressed, if I understand it, a preforence for that to legislation
in the tax field. My view would be different. I feel that it 1s better
to try to control this tax inducement, and particularly the inducements
posed by the use of tax havens, which you alse mentioned you thought
something should be done to control. We feel their use has led to a
significant portion of this outflow.

ow our balance of payments deficit runs at an average of, say $2
to $214 billion. This is the basic deficit, not counting the short-term
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flows, If by eliminating this special inducement, we can save as
much as $400 million, that is o very significant percentage of the
doficit. Since we are making other savings in other places, it may
be enough to bring our puyments overall into bulance. 1 would feol
that that sort of legislation is proferable to moving to control capital.

But, of course, that is something that can be debated, but it is our
fealing that it is much preferable.

Senator Monion, 1 certainly hope we do not have to move to control
capital and I hope we can find o means of stopping these abuses, in
the tax-haven ﬁe{d in some manner short of upsetting what has been
o time-honored method in this country, a philosophy which certainly
was not born yesterday or even born post-World War LI '

1 think that one misconcept that the public has gotten in the presen-
tation of this proposal is that certain loopholes were deliberately set
up in the post-World War II years in order to encourage an outflow
of capital, especially to Western Kurope, at the time that the Marshall
plan went into effect, at the time the reconstruction was necessary.
~ 1 again quote from the acting chairman of our committee. Ie said,
February 12:

The need for such a policy ended in 1954 or 1955.

e previously seid:

There may have been justification for a policy of tax incentive to encourage
such investmentg—
zm}(ll the President addressing the AFL~-CIQ Convention this year
said: '

We passed laws in the days of the Marshall plan when we wanted capital over
there and as a result of that there are provisions on the tax books which makes
it good business to go over there, .

Wo passed some laws then that had something to do with taxes.
But basically this goes right back to 1913. I mean certainly—-

Secretary DiLLon. Basically you are correct on the time. But cer-
tainly there was a very strong reason for not interfering with this
§°li°y; which goes back a long way, the time of European recovery.

think what Acting Chairman Gore meant, as I gathered from what
you said, was that that reason disappeare(f in 1954, and that reason
no longer existed, . . o

I do not think there wag the implication that these laws were
adopted specifically at that time, because they did go way back.

But the volume of investment increased very much after the war,
and particularly after the creation of the Common Market. In the
present circumstances we do not see a need for real tax inducements
to invest abroad, which in earlier days did not have so much effect
because people were more interested m investing here in the United
States. I think fewer investments were made abroad for tax reasons
than may be the case today.

Certainly the widespread use of tax havens was a very new oc-
currence, and by very new, I mean the last b or 6 years.

Senator MorroN. There, Mr. Secretary, we are in absolute agree-
ment. Here is a new occurrence and I should hope we could develop
legislation that will deal with it, but not upset this very complex and
proven system that has developed throughout the century.
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Ford Motor Co. went to Canada in 1905. There certainly was no
tax motive involved there. That was before we even had an income
tax.

They wont to England, I think in 1911. They went to Germany
in the early 1920’s. They made a good case to show -that they are
actually not exporting jobs but that they ave giving jobs to people
in this country todafv ecause of their holdings in these subsidiaries,
and that their suppliers are supplying these subsidiaries. They are
U.S. suppliers as a result of an exchange of engineering and man-
agement technigues.

Now, this system of ours, call it what we will, a free-enterprise
system, a corporate system, is complex. It is like the nerve system of
tKe human body. You cannot just turn it off and on like a spigot.
I am somewhat apprehensive about that, I do not want to see us
take a step here that will show us 2 or 3 years from now that we have
actually done something that is counterproductive. The American
corporate system cannot be compared to Pavlov’s dogs; T mean we
cannot ring a bell and have them salivate and then quit. This thing
has grown up over the years, and there are so many companies giving
so many jobs in this country providing such a large portion of our
revenue to our Federal Government that are not using these tax havens
in any way that will have to take a new look at their foreign opera-
tions if we pass this bill. T think it would kill just the thing we are
trying to accomplish. You have no worry on that score.

Secretary DiLLoN. Well, I think that the tax-haven problem is, of
course, by far the most acute, both for reasons of equity, with which
you agree, and also by reason of the fact that in tax havens the tax
1 8 percent or 5 percent or zero.

Now the elimination of deferral generally involves a much more
minor tax adjustment. Tax rates in many of these other countries
are equivalent to ours, although it is true in some of them there are
special things in the law which mean that the tax rate that is published
does not turn out to be an effective rate. But even allowing for those,
the difference in what we are talking about is increasing a tax rate
‘from maybe 40, 45 percent to 52 percent. That is not something
which will change the whole course of American business, although I
can well understand why companies that have been operating under
one system prefer not to have it changed. But our feeling at the time
of our original testimony and our feeling today is that if this proposal
is adopted, 90 percent of the new investment that has been going over-
seas will continue, and I think that the bulk of the 10 percent that will
be stopped_will be stopped on account of tax-haven provisions, and
only a smaller part on account of overall deferral.

Certainly one advantage of the overall deferral, and one of the rea-
sons we favored it, is that tax-haven legislation of the type that you fa-
vor, and which is absolutely essential, is complex to draft, so as to limit
it properly, It seemed much simpler to have the overall deferral ap-
proach which did not seem to hurt manufacturing businesses. But
T do recognize that that opinion is not shared by the businesses that
are manufacturing overseas. They seem to think that it will be a very
substantial injury to them.

Senator Morton. Even those who make no use of the so-called tax-
haven countries, if T can measure the traffic coming through my office.
Many responsible business esecutives disagree with you.
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Secretary Dinron. I said that at the end; I recognize that they
disagreed.

Senator MorroN. Yesterday, I thought you offered some points that
improved the House bill substantially, and I, too, Jook forward to get-
ting the specific language suggestions from your technicians at the
proper time.

I would like to comment on one feature which is technical, and I
do no know that I understand it too well myself, but it is this so-called
gross-up, in section 11 of the bill.

Now, I bring this up because I think it is exactly opfosite to the
policy that we are trying to pursue under our Alliance for Progress.

As T recall, it was indicated that we hoped to be able to put a bil-
lion to a billion and a quarter of capital into the hemisphere in the
next 10 years—that is per annum—and we hoped that $300 million of
this could be from the private capital sector.

Now, the ARMCO Iﬁ)‘ateel people worked out this chart. They have
some experience in this matter. I am happy to say their investments
in my State exceed their investments in any foreign country. They
have taken a hypothetical situation here in which a company earned
$2 million, a su{;sidiary, has income before taxes of $2 million in Latin
Anmerica, in England, and in France.

Under the present law, that companies total—-and T interpose this,
that all of the earnings attor taxes in the foreign country are returned,
there is a 100-percent dividend payout. K

The total taxes today, U.S. and foreign, in the case of the Latin
American company, would be $926,000. In the case of the British
company $1,075,000, in the case of the French company $1,150,000.
U ndler the proposal, section 11, and I do not think you suggested al-
tering this yesterday, the tax from the British company and the
French company would remain unchanged. The tax from the Latin
American company would go up $113,500 or 5.68 percent. It seems
to me that the application of this formula would have a directly 0111)-
posite effect to what we want in encouraging private capital to the
tune of some $300 million a year to assist in the implementation of our
Alliance for Progress program. Am I completely off base on this or
do you think I am right ? ‘ ‘

Secretary DiLroN. No; I have heard that argument made. The fact
is that the gross-up provision will operate most heavily as to countries
which have corporate tax rates half way between zero and 52 percent.
In other words, at the 26 %ercent bracket and around there, it would
have a substantial effect. For instance on a subsidiary in Italy which
is not mentioned in that example.

In the case of an underdeveloped country, if one would take India,
it would have no effect at all, because it happens that corporate tax
rates in India ave very high. ' :

‘When they talk about Latin America, they err. T do not know what
country in Latin America they are talking about, but let’s assumne that
that is a fair average for all of Latin America.

Senator Moriown. This is an average of three countries in which
they have plants,

gecretary Diron. We had a table in my original statement which
showed that under the present law for $100 of earnings if the tax
rate was at 26 percent of the foreign country, you would actually
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pay when you got through sending your onrnings homo $45.50 ns
against $62, ‘Uho differonco thoro is $6.60, and here they snid it would
bo §5.70, pretty nenr the maximum, As you snid, dxia was 6.7~
paveont, differenco on their total tax at the end of the rond. Cortainly
L do not think that any company is going to be influenced in the
slightest, ono way or another in making nn investment in Lntin Amor-
fon by figuving that the final tux rate is going to be 52 porcont or 45V
wivent, Thay nre going to by inihmnccﬁ by the shances of profit anc
wy considaration of the safely of investment, eurroncy convortibility,
and other such matters, which nre so mueh bigger than this vathoer
minor differenco of whather their profits will be taxed 4814 percont
or 62 percent.  And I cortainly think it is & matter of equity, 1In
this case it was _lust. our feeling that this is o general matier that
probably should have orviginally operatod in the way we are sug-
gesting,

As o mattor of fact, I think you are probably awarve of the faot that
this pavticular change was presented by the provious administration
as woll, and has boon long under consideration, It has been backod
by both Treasury administrations for some time.

Senator Morron, Of course, U think you and I can agree that we
want to build the most eficiont. compotitive industrinl complox that
wo can.  Wo know we are in a much more competitive wm'}d indus-
trinlly than we woro at the ond of World War I, and I hate to seo
us gt into any program where that ability to compete is in any way
impaired beeause of the chango in our basic )])hilosmphy of taxation,
which has always been that you paid the tax when you got your hands
on tha monay. 1]

I know there are States in this Union that ave competing for indus-
t.fy by giving tax inducements; many of the Southern States are doing
that.

I understand that in Italy thoy ave trying to develop industrially in
southern Italy and they ave giving tax inducements. I should hate to
500 us foreclosed from any opportunity to participate in that develop-
ment as opposed to, let’s say, the Frenoh or the German industrinlists

use we pass a program here that eliminates the tax advantage ov
incontive that was offered by southern Italy.

Of coursey I do not, like to see the State of Mississippi offer a greater
tax advantage than the State of Kentucky, but I have to put up with
it now and then, I guess.

Secretary Ditwox. The type of incentive that you are talking
about in Ifaly would be probably far more important than what the
State of Mississippi could do versus the State of Kentucky.

And it is our }eoling that we do not. see why this kind of tax induce-
ment should be part of our law and encourage our companies to go
abroad instead of investing in something that might be profitable in
this country. '

I am not saying there is any shortage of funds overall, but T am
saying that if a company has the alternative of building a factory in
the United States—since you mentioned Kentucky, Kentucky—or in
southern Italy, where there is no tax or a very small tax, they would be
inclined to go where there is less tax. They would be included to do
that even more after tarifl's have been reduced so it would be easy to
send the product back into the United States,
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What wa are trying to do is remove to the extent. possible hoth extra
inducomonts to enpital to flow abrond snd barriers to eapital move-
ments, and that is exactly the sams thing we ave trying to do with

aods, to remove burriers and also fo vemove gpecinl subsidies and
ﬁliugn of that nature,

So T do not. think that. theso two are totally inconsistent in concopt.
Tt in diffeult. for mo to understand that.,

Senntor Mowron. T do nol think that the final determination in
nmtting n plant in South Ameriea, southern Italy, or anywhere else,
'ln the “Illl{ determination—

Seevotary Dinon, T agres with you,

Sonator K(mrmw. The finnl determination of management is whether
or nol. it is going to he n profitnble venture,

Secrotary Dinton, 'I'nxes onter into profits,

Senator Mowron. Yes, but. the final determination is o factor of
whether or not the forescenble gain is greater than the foresecable
risks and cortainly in thesoe investments there is quite a risk such ag
oxpropriation,

Seceretary Dinron, Yes, T wounld agree with you a hundred percent
and that i8 why wo think this legislation will not greatly reduce in-
vostmonts nbroad, and that is not our intention, But it will remove
this one factor, which is a factor, ag you said, in making the final deci-
sion, nud wo think it. would have some effect. There must be some
marginal enses where that happens to be the final straw that weighs the
balnnee in one direction or another,

Senator Morron. T think there are probably too many in this coun-
try today, and too many in the Congress and on this committee who do
not recognize the fuel that the venson the plant is in France is to
compete with the I'rench company or the German company that has
n subsidinry in I'rance, the reason it is in Italy is to compete with an
Ttalian company and that these U.S. subsidiary companies are not
competing with U.S. domestic companies, T hate to see us set up
ground ruleg here that make it more diflicult for American-controlled
corporations to get their share of the market, T hate to see us stimu-
late investment tl)y American citizens in corporations which America
does not. control, and in which no profit comes hack here for taxation
oxcopt those dividends of the stockholders themselves, I hope that
wo can get at this tax-haven problem in executive session and find a
solution, even though it may be a complex one, that will relieve me of
my nl)pl'o]\ensions o this, .

I do not want to delay this; there are just a few other small points,
one or two other points, Mr. Secretary.

I read with great interest and studied carefully the itemn 3 or annex
3, thut rather lengthy statistical document. T would like in executive
session, with techniciang in your Department, to discuss some of the
gpecifics in that, but I won’t hold you or the committee at this time.

Tet me ask just this one question: Was that worked out in con-
junction with the Department of Commerce or is that a Treasury
document ¢

Secretary Dinron. It was worked out by an individual consultant
which the Treasury obtained from the outside, using Commerce fig-
ures. All the results wexre shown to the Department of Commerce
and to outside people ns we moved along to check. I think there was
general agreement that there weren’t any errors in the calculations,
but the responsibility for the document was a Treasury responsibility.
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. Senator Morron. So far as you know, Commerce took no exception
0 1t.

Secretary Divron. Not to the figures. I do not think they took any
exception to what it Proved, or what it seemed to show, because I
think they agreed with the formulation of the figures after they lis-
tened as to how they were formulated. '

Senator Morron. Getting off this foreign subsidy feature of the
bill, just one other subject: I have been somewhat. concerned, and we
on the committeo have been approached by many industries, as to this
question of expenses.

You have been close to business. Is it not true that any business
ex§mnse, whether it is for entertainment or for painting the mill, in
9934 percent of the cases is made on the judgment of whether it is
good business and not on the fact that 52 percent is paid for by the
taxpayor

ceretary Dinron. I think the fact that o substantial amount is
deductible 1s a very strong factor in the decision in many cases.

Certainly I would think the testimony here indicates that, because
there is nothing to provent companies from carrying on any kind of
entertainment thoy desire at their own expense if it is purely for busi-
ness reasong. The complaint has been that this removes the 52-per-
cent tax deduction. So I cannot but feel that that does influence the
volume and amount of entertaining that has been done,

Senator Morron. I can understand that at times when we had the

excess-profits tax and it got up to whatever it was—80, 85 percent—
that business got lax generally as to its expenditures on the theor
that 85 percent was paid for by the taxpayer. But I must sa ?E
have run a business, t{mt we gave our sales manager a certain budget
for expenses for his men, which included entertainment, and that
the determination of this amount was not influenced by the fact that
half of it was going to be ultimately saved to us hecause our taxes
would be proportionately reduced.
- The same argument would a,]}])},)ly if the foreman came in and said
to me, *“I want to paint the mill.” I say, “I saw the mill this morn-
ing; it doesn't need painting.” e says, “The taxpayers are paying
for half of it; let me paint the mill.”

Any business expense, other than a capital investment, comes in
the same field as this expense account,

I say it has been abused in certain cases, and my distinguished
friend from Illinois has recited time and again to this committee his
chamber of horrors, as I call it. .

Senator Douveras. I have many more examples, Senator, many
more.

Senator Mcrron. You have got me so interested in that $251,000
yacht I would like to take a ride on it. [Laughter.]

I must say that in the overwhe]ming majority, in 99 percent I will
say, of the cases the determination of what a sales force spends for
entertainment is considered in the same light as what is spent by the
plant manager for repair and maintenancs of the plant.

There have been abuses in hunting lodges and yachts. These
abuses, I think, come at high levels in the companies, top management
levels, but I think, by and large, the determination that is made is a
sound business determination, and I hate to see us go too far in inject-
ing the Government or the Internal Revenue Service or anyone else
into saying what is or what is not a good business judgment.
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I think in the final analysis that most of them are made on that
basis, ‘The company still pu?'s some of it, just as they pay something
for, as I sny, painting che mill.

Secretary DicLon. Well, Senator, one of the places where this prob-
lem becomes much more serious and one of the biggest areas of diffi-
culty for the Internal Revenue Service, which we think needs to be
corrected lies in family-owned corporations where the individual who
is running the business is also the oflicer, and where his profits from
the business and his way of life and what he does are all more or less
wmpx‘)ed uf) into one and are indistinguishable. There it becomes
very diflicult to determine whether o decision to make certain expendi--
tures wag taken because of the needs of the business or because of the
benefits that would acerue to this individual himself, because he and
the business are one and the same thing,

- It is for this reason that we feel that this avea where ontertainment
givesa S})ecial ersonal :;er of benefit, that this avea needs attention in
our tax laws. It is for this reason we made the recommendations that
we have in this particular area. N

I agree with you with regard to the setting of an expense account
budget by many of the major manufacturing companies, publicly
owned companies. I don’t think they sit down and figure out thet they
are going to give a bigger budget because the Government pays half
of it, but I dare say that if there is o change in the tax law, we will see
that entertaining budgets are probably lower in the future than they
have been in the past, because I don’t think entertainment is ever
quite as profitable as a,int,in% the mill,

Senator Morron. I agreethere have been abuses.

I don’t deny that. But I wanted to get for the record the fact that
I am afraid we are giving out the opinion to the public that it is the
judgment of this committes and the weight of the testimony that all
expense accounts are subject to be suspect and that, of conrse, is not
the case. " I mean, take advertising, I don’t think there is a man in
the world who is goinsg to say how much I am going to get out of this
page I am buyinlg in the Women’s Home Companion, how many cases
I am going tosell, '

But they hope that they are going to sell more thap the page cost by .
a sizable amount. ,

*The-trouble with advertising is you can’t measure it too definitely
and you can’t afford not to do it in this competitive merchandising
field 1n which we find ourselves today.

I thank you again, Mr. Secretary. i

And I probably have run beyond the time I said.

Thank you, Mr, Chairman, :

"Senator Gore. Senator from Illinois,

Senator Doucras, Thank you, Mr. Chairman, - : : ‘

I will try to be very brief, Mr. Secretary, because I know the pres-
sures you are under and we are very anxious to get you off to Rome
so that the committee and staffs may proceed with their work.

At the conclusion of the session yesterday momin% I asked you a.
question about the latest estimates on the amount of dividends and
interest not reported on the returns, and also the arnount that belonged -
to taxable individuals, © - S :

The previous figures which you had given applied to 1959 and came
to a total of approximately $3.8 billion and around $3 billion taxable.
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Now, at the end of the session you were introducing figures for 1960,
and in rereading the record on typeseript page 4020 I find the reply
not fully illuminating due to the haste with which we had to move.
I wondered if now you would state what your estimate is for 1960,
(a) on total amount distributed in dividends and interest; () total
amount not reported; and (¢) the total taxable amount not, reporied.

Secretary Dinron. I don’t have right here the total amount dis-
tributed, but as a result of your question we have gotten the figures to-
gother, and they closely approximate what I mentioned yesterday.

For 1959, the total reporting gap, that is the amount of dividends
and interest that shonld have been reported and was not, was $3,807
million, which is about $70 million higlher than the earlier figure.

Tor 1960, the comparable figure as I said yesterday went up about
$600 million, and the figure is $4.4 billion.

Senator Dovaras. What is your estimate ns to the amount of taxes
thus lost through nonreporting ¢

Secretary Dinron., Well, the total reporting gap of taxable incoma
went up from $2.9 billion to $3.3 billion in 1960, and the total revenuz
]foss went up from about $870 million in 1959 to & total of $980 million
or 1960,

Senator Douvaras. Just short of a billion dollars?

Secretary Dinton. For 1960. That is right.

We have been using the figure of $650 million for revenue gained
from withholding in 1959. That figure should be slightly higher now,
because of the .ncrease in the dividend gap. About $660 or $670 mil-
liqﬁ would be the right figure. A similar figzure for 1960 would be $780
million.

Senator Dovaras. This increase in the gap has occurred despite
the fact that the Treasury made special efforts to require reporting,
isthistrue?

Secretary Dinron. That is correct.

Senator Douveras. And despite these special efforts it has increased
and not diminished.

Secretary Dirron. That is correct. Actually what has happened
is that the percentage gap has not changed much in the field of inter-
est, but the dollar gap has gone up because interest payments have
increased as the economy has grown.

In the case of dividends, the percentage gap itself has increased
somewhat also as more dividends are being paid.

Senator Douveras. You make this estimate, after having considered
the criticisms of Mr. Barnes which I submitted to you yesterday.

Secretary Dinron. Oh, yes. His figures relate only to dividends
and his computations had two very substantial errorsin them.

The figures we have used and the method of computation we used
have been checked with and agreed to by the New York Stock Ex-
change, so there is no problem on that. But his computation was very
erroneous.

Senator Dovaras. T put your reply to Mr. Barnes in the record.
You have sent him that memorandum and made it available to him?

Secretary Ditron. No, T have sent him a letter, This memorandum
is just a brief of that about a page and a half long. T sent him about
a three-page letter explaining in some detail where he went wrong in
his figures.

Senator Dovaeras. Well, would you provide for the record a de-
tailed breakdown on these figures of 1960
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Secretary Dinron, We would be glad to; yes.

Senator Dovenas. In view of the importance of this matter, may
I ask if I correctly understood your reply ?

You formerly, as I understand it, testified that the gain in revenue
derived from withholding would be approximately $650 million a
year, is that correct?

Secretary Dinron. That is correct. That is the figure we had used.

Senator Doueras. That is new raised to $780 million ?

Secretary DiLron. That is based on the 1960 data.

Senator Douaras. That is correct.

Tlllis bill does not go into effect until the taxable year 1963, is that
true?

Secretary Dirron. That is correct.

Senator Douaras. Have you made any estimates as to what the gap
is likely to be for taxable 1963, and the amount which is lost in taxes
and tohe amount which would be gained by withholding for calendar
19632

Secretary Dirron. Yes. That is naturally a difficult thing to do,
but, on the assumption that the interest reporting percentage gap re-
mains constant, which it has over the past years, and that, therefore,
the amount of gap increases as more interest is paid out—as you know,
savings are growing very rapidly—we figure that on the most con-
servative basis that we can possibly use that the revenue loss in 1963
would be in the neighborhood of a billion dollars.

Senator Douaras. That is total?

Secretary DiLron. Revenue loss, yes.

Senator Dovaras. Yes.

Secretary Dipron. And it might well be more but we are trying
to be conservative. This is the most conservative basis possible. The
revenue gained from withholding would approach $900 million.

Senator Doucrag. These are very significant figures and I am glad
to have them for the record and you will submit detailed worksheets
justifying this estimate.

Secretary DiLron. We will be glad to.

(The data referred to follows:)

Nummary of gap and revenue® data 1959, 1960, and projected for 1968
{In millions of dollars]

1959 1960 1963
Reporting gap:
Dividends. e acerccan 1,030 1,330 1,300-1, 500
Interest. . e 2,777 3,070 3,600-3, 7
Total. . e icecccacaciccececaacanaa—a- 3,807 4,400 4, 900-5, 200
Taxnble reporting gap:
Dividends 210 1,180 1,240
1,910 2,15 2, 520
2, 860 3,330 3,760
370 420 440
500 560 60
870 980 1,090
670 780 380

1 Assumes retention of dividend recetved credit and exclusion.
Source: Office of the Secretary of the Treasury, Oflice of T'ax Analysis, May 14, 1962,
82190-—62—pt. 10——8
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Revenue cffect of withkolding on dividends and interest under H.R. 10650
(based on 1960 data)

{In millions of dollars}

Dividends 3 Interest Total
A. Tota) estimated gaps......... eacecsactenamacnennn——————— 1,330 3,070 4,400
To nontaxable filers.... . 150 920 1,070
T0 taxXablo flers. .o e canccceccaemesavarrevecaanammaann - 1,180 2,150 3,330
B. Revenue gain from completo enforcement. ....cceeeveecenn 420 560 080
C. Revenue snln from 20-percent withholding onl‘; ........... 220 360 ., 5680
D, Estimated improvement in upper income brackets due to
WithNOMAINE. et caiaienaiccacaicaaccnansnnanneanan 180 80 200
E, Rovenue gain from withholding plus estimated {m-
provement in upper income bruckets (C)+ (D). ... 370 410 780

1 Assumes retentlon of dividend credit and exclusion.
Nortk. —Figures are rounded and will not necessarily add to total,
Source: Office of tho Becretary of the Troasury, Office of T'ax Analysis, May 14, 1062,
Revenue effect of withholding on dividends and interest under H.R. 10650
(based on revised 1959 data)

[In millions of dollars)

Dividends ! Interest Total
A, Totalestimated gaps. .o coceeimica i ciecccccaccaeaea- 1,030 2,780 3,810
To nontaxable fliers. . 120 830 930
‘T'o taxable fllers < 910 1,840 2, 860
B. Revenue gnin from completed enforcement. ... ... 370 500 870
C. Revenue gain from 20-percent withholding only.. ... 170 320 490
D. Estimated Improvement in upper lncotte brackets due t.
withholding. .. o iiiiiaeaan 130 50 180
E. Revenue gain from withholding plus estimated improve-
ment in upper income brackets (C)4-(D) ccaeninenuanas 300 370 0670

t Assuntes retention of dividend credit and oxclusion.
Norte.—Figures are rounded and will not necessarily add to total.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, May 14, 1062,

Estimated dividend income of individuals not accounted for on taw returns for

. {In millions of dollars]

Cash distributions to stockholders by domestic corporations, statistics of 1960
income - 117, 180

Domestic dividends received by domestic corporations, statistics of in-

come, less dividends received from Federal Reserve banks____.__.___ 13,000
Net dividends paid by domestic corporations . -eooeoco oo 14, 090
Domestic dividends paid abroad..... —b520
Foreign dividends recelved by individuals +130

Distributions paid to individuals, fiduclaries and tax-exempt
organizations _.._ -- 13,700
f—— e ]

Distributions of small business corporations taxed as partnerships.... —230
Distributions taxable as capital gains... .o _____________

Distributions taxable as captial gains........_ e =480
Dividends received by corporate pension funds® ... —450

1 Bstimate based on relationship to dividends as estimated bﬁ Departwment of Commerce,
? Detimate limited to corporate pensfon funds as deflned by SIEC. Joint, union-controlled
and nonprofit institution funds are included with other tax-exempt organizations,
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Hstimated dividend income of indwiduals nwot accounted for on taw returns for

1960—Continued

{In millions of dollars]
1960

Dividends recelved by other tax-exempt organizations ®. oo —b540
Dividends received by persons not required to file or who use 1040-A_... —130
Dividends retained by estates and trusts —420
Total deductions — —2, 460
Dividends includable on individual tax returns 11, 240
. o

Dividends reported on individual tax returns - 9, 910
Dividend reporting gap 1,330
Attributable to nontaxable filers - 160
Attributable to taxable fllers 1,180

' Nore.—Figures are rounded and will not necessarily add to totals.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, May 8, 1062.

Estimated dividend {ncome of mdi/vldi;a‘lss not accounted for on tam returns
. for 1959

{In millions of dollars]
Cash distributions to stockholders by domestic corporations, statistics 1959

of income. 16,
Domestic dividends received by domestic corporations, statistics of in-
come, less dividends received from Federal Reserve Banks.___._____ 2,930
Net dividends paid by domestic corporations -— 13, 390
Domestic dividends paid abroad . —440
Foreign dividends received by individuals +120
Distributions paid to individuals, fiduciaries and tax-exempt
organizations ... - 13,070
Distributions of small business corporations taxed as partnerships.... —210
Distributions exempt from tax : : —200
Distributions taxable as capital gains..__. —510
Dividends received by corporate pension funds!® -~ —380
Dividends received by other tax-exempt organizationso .. . oo ____ —510
Dividends received by persons not required to file or who use 1040-A___._. —130
Dividends retained by estates and trusts - ~—400
Total 'deductions — - —2,830
Dividends includable on individuel tax retUrns. ..o coeee o 10, 740
Dividends reported on individual tax returns. 9, 710
Dividend reporting gap —— - 1,030
Attributable to nontaxable filers - - 120
Attributable to taxable filers.__ - _— 910

1 Dstimate 1imited to corporate pension.funds as defined by 8KC. Joiat, union-controlled
and nonprofit institution funds are included with other tu’-’exempt organhnuons.

Noxp.—Figures are rounded and will not necessarily add to totals,
Source: Office of the Secretary of the Treasury, Office of Tax Analysis, May 8, 1062,
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Estimated interest inoome of individuale not accounied for on tae returns for 1960

[In milllons of dollars]

Interest payments to individuals: 1960
Cash interest paid on Government securities® 2 1, 700
Interest paid on corporation bonds and notes* - 880-
Interest on time and savings deposits‘ : 2, 800-

_ Interest on savings shares® 2, 420

« Interest paid on holdings of foreign bonds. 80
Interest on farm mortgages paid to nonfarm individualS...ce e .. 260
Interest paid on nonfarm mortgages 1, 430
Interest paid to unincorporated brokers and dealers.__...____.____.._ 100
Interest paid to unincorporated consumer credit companies........... 180
Iuterest paid on life insurance dividends left to accumulate._....._.. 100-
Interest paid to retail auto dealers... 2 40

Total payments y . i 10, 090-

Deduct:

Interest reported as business income by sole proprietors. ... ____ 520
Interest received by low income individuals not required to file.. 210
Interest receipts of nonprofit organizations_ . _____________ 330

Total deductions - : - e 1,060

Interest includable in individual tax returps. - 9, 030

Interest reported as such on tax returns: '

Individuals—Form 1040 —— R 5, 060 -
Individuals—Form 1040-A__.__ e e 20
Partnerships______.._ - . 360
Fiduciaries _ — . 520
Total e 5, 960
Estimated amount of interest payments not accounted for..._.____ 3, 070-
Attributable to nontaxable filers e " 920
Attributable to taxable filers e e e et et e e i e e e e 2,150

1These items Include payments to nonprofit orgnnizhtlons.
Noth.—IPigures are rounded and will not necessarily adaé to totals.
Source : Office of the SBecretary of the Treasury, Office of Tax Analysis, Apr, 27, 1962.

Estéimated dividend gap 1956 to 1960
{In millions of dollars)

1950 1957 | 1038 1959 | 10860

Dividends includible on individual tax returns....._ 9,083 10,283 9,075 1 10,740 . 11,240
Div reported on individual taxreturns..._____ 8, 892 9,432 | - 9,058 9,710 9,910
Dividend reportlng [4:9 o 2 1,001 851 | 017 - 1,030 - 1,330
Divide porting gap as a percentage of dividends Percent | Percent | Percent | Percent | Percent
Inc! udl ble on individual tax returns............... 10.9 8.3 0.2 9.6 11.8.

Bource: Office of the Secretary of the Treasury, Office of Tax Analysis, May 8, 1062.
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" Estimated interest gap 1956 to 1960

{In millions of dollars}

1956 1057 1958 - 1959 1960
Interest includable on individual tax returns. ____._. 5,620 6,499 6, 804 7,084 9,030
Interest reported on individual tax returns__._______ 3,453 3,900 4,368 5,207 5, 960
Interest reporting gap._ . ... 2,087 2, 509 2,620 2,777 3,070
Interest reporting gap as 5 percentage of interest | Percent | Percent | Percent | Percent Percent
includable on individual taxreturns..._..._.___.._ 37.4 38.6 36.6 34.8 34.0

Source: Office of the Secretary of the Treasury, Office of Tax Analysis, May 8, 1962,

Senator Doucras. Now, Mr, Secretary, I have received over 40,000
letters from constituents in Ilkinois protesting against the withhold-
ing tax. I am happy to say by Monday we expect to have answered
everyone of them.

I want to thank my staff for the work they did in this connection.

Now, in analyzing th 1’5, we havetyied to make our answers

responsive, I have fo what T believe to be key points of mis-
the withholding provisionmould like to

understanding ab
take these up with you in turn. Sqmg can be very briéfly answered by
ht together.

you and I thi 1ave the answers bro X
The first gnd most col .objection which we find in approxi-
i i i ding is a

new tax.

. Secre It is
merely a/method of collectio] ks for
many y

Senat mimonjobjection lis that
this is 4 i ount
rather t .

That savings accountj and 4
percent Interest, this gives a earlj co ow mucl would
thetax w 1

Secreta perceht of $4,hich is/80 cents.

N. That is part of the general misinfermation which
is unfortunately véxy widespread ; yes,
Senator Dougras. ird objection is that, i
widows, orphans, old folks; ow-i groups,
Now, in connection with this objection, may I ask will a bank or
savings association withhold on income for those under 18 years?
Secretary DiLroN. No. - There would be no withholding under 18
years.
g There are blanket exemptions there. - ; -
Senator Doueras. Would it withhold on those over 18 who reason-
ably could expect to have no tax liability ¢ .
Secretary DiLoN, Not if they so inform the bank by filing an ex-
emption certificate, whick will be easy to file and readily available.
Senator Doucer.as. And would there be withholding on nonprofit
tax exempt organizations ¢ - . : :

ald udversély affect
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Sceretary Dirron, No, with the sole exception of coupon bonds
where it has proved impraciicable to work out anything except a rapid
refund procedure.

Senator Douvaras, Becauso of prosiding over another hearing I
could not be present when you testified divectly yestorday, and, may I
ack, do T understand that you now propose that the request for ox-

<emption need not be mado overy year but once mado can be permanent.

Seocrotary Dinron. Until revoked, either by the filer or as a result
of information developed by the Government.

Sonator Dovaras, éo this request would not be quarterly or yearly,
but it would bo permanent ¢

Secrotary Dinron. That is right. -

Sonator Dovar.as. And it would not have to be made to any asso-
cintion, to separate suvings institutions or separate corporations, but
would ho made to the Treasury ¢

Seeretary Dinron. No, tho withholding exemption cortificate would
be filed with tho various withholding agents—the banks in which an
individual might have savings accounts or the companies from which
hoe might receive dividonds, '

Sonator Dovaras. But, in the case of refunds the request for n re-
fund that would only have to go to 'Treasury ¢

Seeretary Dirnron. Yes, that, only goes to the 'Lreasury.

Senator Dovaras, The fourth objection is that it would be too costly
to tho private associations and to the Government. T wondered if you
would trace through the method by which a savings institutions would
withhold. '

I know you can do it, but would you mind if X asked o sories of
leading: questions, so that you can roply to each ono ad seriatim,

Seevetary inron. I would be delighted. ‘

Senator Douaras. Would not the savings institution merely credit
to tho individual 80 percont of the amount earned !

Secretary Dinron. That is correet except where there were exemp-
tion certificates.

Sonator Douoras, Yes,

Would this require any more posting than at present?

Secretary Diuron. No.

Senator Douvoeras. Would the savings institution have to report to
tho Treasury tho namo, address, and amount withheld for each porson ?

Secretary DinronN. No.

Senator Dovar.as. It merely would deduct 20 percent of the total.

Would the person or individual have to have notice from the savings
association of the amounts withheld or would not this be given by tﬁo
simple gross-up procedures on the tax form ¢

Secrotary Dmuron. The latter is correct. They would not need spe-
cial notification. ' : E

Senator Wirr1asms. Would the Senator yield ut that point?

If the taxpayer did not get a notification from the bunk, how would
he know how much interest he had ¢

Secrotary Dirron. Becauso he knows that everything he receives
has beon withheld on at 20 percent. '

Senator WirLiams. Ho would be credited with 80 percont of inter-
est carned on the savings account but if you don’t give him notico
about the 80 or 20 percent, how does he know ¢

kA
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Secrotary Ditron. Because he knows the law is that all savings
banks would withhold 20 percent. So he knows that whatever 1s
credited to him is 80 percent of what he got.

Senator Wirsaams. That is vight.

But if o man has o hundred dollars interest, and he has $80 credited
back to his account he has to get some infor mation as to this amount.
credited in order to com »ute his tax,

Secrotary Dinron, He knows he has the 80 because he knows what
is i-l edited to him. 'That i3 no different from what the situation is
toda;

S())l,mtm Wirnianms, But I thought you suid the bank did not even
notify him about the 801

Secrotary DiLroN. Oh, no, snid they don’t notify him about. the
20,

Senator Wirriasms, Then tlmy will notify him about the 80 percent.

Seevetary Diron, He has to find out about one of themn; that is
correct,

Senator Dovoras, ];ns«thU‘Sonnmn iwm Delaware finished?

Senator WirrraysThank you.

Senator Iawerr. Will the Senator yield m,m point{

Sonator DetGaras. Yes, .

Soenator ATarrxn, Mr, See 1{11?}', Jrow then, il there are some
chentors thow axo you p;oin yto lmmnm)\\lww the chwaters are under
this sysfem ?

Sceyblary Dix .6§ Welll to th(\(‘xtmf(ﬂmt here ig del )(‘IM(' fraud,-
there/will undo(xbtmdly b 0nmn der this Aystem, ns there is under

' . ]w&hhtwo to u 0 the sam neans we

o1l ofir other systems,
noivfuse, spot checks, tf 1t('l it,
bo ahy larger hoce than/ip m

Bht, no paiy ofoyp tx 'y _st 8 u 1 »iausyt deliberntd fraud.

Senator IlArrke. T un un there Will be no mastor sheet
on ijdividual pames 8 xmtted o nﬂtltutlon to the 'I'jeasury De-
partinoent; ig that vight? AN

Sedrotar y Diproy. Welk.yes.'IHo lwi\fuuy‘ vill receife, ag under
presong law, rej mt«; on paymgi iﬂ of interest. An the pfesent law it
1s on Raymoents over $600. ''hat mipht boveduced Aomewhat, so
n have a beter checkup\proce ]\l‘l}}/
But it Will not be \ewssmy to yeduceit'to the low/figure of $10 or
less that would be necessary 1f you were trying to £ollow up on every
individual accoynt.

The information returns we presently ha /vz"(vould be continued ex-
copt that under thhholdmg I would think;as we stated in the hearings
in the House, that it- would it ndt‘,”ﬁf)f)?aar necessary, once withholding
has been enacted, to continue to requu'e information returns of divi-
dends in amounts agsmall as $10.

‘So we would probably raise that amount, and that would ommuler
ably relieve the present i:m den of dividend- pnym g corporations which
now furnish these information returns down to $10. They would only
hayo to furnish them down to some larger figure.

.Senator Hanexe. I misunderstcod you.. I understood your answer
to the Senator from [1linois that there would be just o gross deduction
gf 20 percent of the over nll amount, and no information 1etm n would

o sent.
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Seeretney Diaone AT nmemnybnge there iv no ditference het ween
thasituntion that prosently exinte,

Sonafor Thaweewe, You would continue the promand. setup?

Soeretaey Divvon, That v corvoet o upoecinl informntion retuen
would be needed heent of the wit hhn‘dln;x.

Sonntor Thaweie, D mdsnndoerstood, U amn rovey,

Nocvetary Diaon, Yoy,

Senntor Dovarar, Now, (he tHh objeetion v that the developient,
of antonmtie datn processing venders withhiolding annecensney,

Eowonld e to ask o sories of subguestions ander thad hending,

Do U andorsiad that the automdie data provessing: is poing o
o into offeet graduadly, inceven stapes by the vindons vevenue disd rietn
wd will not beeome Tully ofVeetive until the fisenl yene 1906 G0¢

Seeretary Duvox. T hink probahly it will e {hae following renl
yoar,

Nenator Dovanas, e a7y

Neevetary Diron, Yoy,

Semator Dovaras, You have made an extremnly important. point.
i your previons tertimony that antomntio datn processing moerely
pives the Tnternaal Revenue Departwient. information. 1 doen not
colteet the tax, A fter you vecotve the information you would have
to o ond and eolleet the taxes, :

Now, do you have estimates a to the nmount of {nxes, ndded (nxen,
which antomatie data processing in the nhzenea of withholding wonld
vnable you to colleet ¥

Seeretary Dhvox, Well in the absenee of withholding and with
what we wonld vonsider n veasonable exten effort to ehecle up and
colleet taxes  which wonld be a substantinl extin effort, putting on
some 30N new agents just for this particatae puepose on the ﬁllﬂiﬁ
of the figures for 1969, which wo have been using, woe ostimate {hat,
out of the {320 million of vevenue loss we might pick up $200 million
by antomatic data processing and this extra onforcemoent offort, these
J000 extra agents, this is ac compared {o the 650 mitlion, now 670
willion that we would colleet throngh withholding so there would ho
aditference of almost 2300 witlion,

Senator Dovarag, That ix when the system is completely in offect ?

Seeretary Divvox. That is vigrht.

Senator Doveras, But it will go into offeet gradually in the mean-
time,

Now, how much do you estimate you can colleet in the fiseal year
VG2-63

Seeretary Dicvox. Nothing,

Senator Dovaras, What?

Seeretary Dinrox. Nothing,

Senator Doveras. Nothing in 1962-631

Secvetary Dirrox. Not because the first time that automatic data

rocessing will apply to individual accounts will be for the individual
income tax returns for the calendar year 1962, which will be filed next
spring. Then they will only apply to one region, Southeastern United
States. Ko T think it wounld be infiuitesimal.

Senator Doveras. Just a few minutes ago you testified that under
withholding for fiscal year 1963 you estimated that you will collect
$200 million ¢
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Seeretury Dion. Colendnre yenr 196355 yon,

Senntor Dovavas, ‘Therefore, the nbsence of withholding aid the
presones of wutomntic date processing would costy necording to your
estimanla S000 million in 19634

Soerotnry Dinton, ‘That i npproximalely correct; yes,

Senmtor Dovavan, o (D64, what is your estimmte ns Lo the mimount
which you would colleet. by nutomntic datn processing bot withont,
withholding?

SMecrotney Dinton, Wao have notomade uny estimated on that. basis,
Wa et mnko them,  ‘They would vary from zero for 1965 up o
somothing loss than o quurter of the tobd revenue loss for ljmﬂ,
which would by $260 million,

H you wanted (o

Sonator Dovaran, $200 million at. the end ¢

Secratnry Dinnon. At the end, So il you wanted Lo avernge that,
you might colleet $60 million o yenr,

Sonwtor Dovasas, $60 million in the first. yenry, wherenst yon would
hive colleeted $900 mitlion through withholding,

Seerotnry Dinton, No,

I the flest yenr, Fhink we probbly wonld collect pretty nenr noth-
ing, but.in 1904, $60 million,

unntor Dovdaas, All vight, letn sturt with 1964,

Wauit. o minute, Wo are talliing ahoud, two things: et the
nmonnt. wo would colleel in nutomatic daty processing withont. with-
holding nnd, second, the nimount. we would collect, by withholding,

Secretnry Dinton, That is right.

Sonator Douvaras, And you huve said in the case of 1963, even
lruululr your nutomatic dita processing you wounld not, colleet, anything

or thud,

Would youcolleet. $900 million by withholding?

Seerolnry Ditron, ‘That ig correct.,

Sonutor Douvaras, So withholding is superior to automatic dats
processing for 1963 by $000 milllion 7

Seeretary Dinron, 'That is correct.,

Sonntor Dovanas, In 1964, you just, testified you estimated collee-
tion of $60 million by ADI even i# there was no grovth in the econ-
omy as compared from 1903 (o 1964 1 think you would cgtimate that,
you would colleet, $000 million by withholding so there is a net logs
of $860 million in that year, is it not.?

Seerotary Dinton, That would be approximately right,

Senator Dovaras. In 1965 it would go up to $50 million, you would
collect o hundred million as an estimate by antomatic data processing,
as compared to $900 million, again with no growth factor or there
would be @ loss of $800 million?  Is that correct?

Secretary Dinron, That is right.

Senator Dovaras. In 1966 you would collect $150 million by auto-
matic data processing as compared to $900 by withholding or the loss
would be $750 million.

Tn 1967 you would collect the full amount that automatic data proe-
ossing could collect or $200 million as compared to $900 nillion by
withholding, with a loss of $700 million.

Senator WirLiams, Would the Senator yield?
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\ Somutor Dovatas, Just oo minatey Johty want o do some addition
wre,

Seevotney Divon, U think thie ds ahout corveet, althongh to be ne-
enrate, U think by the vnd you would gety wy, $240 to 260 million,
o the o instend of being §60 miHion \\-nuiql o K60 milHon, which
worhd b very minoe hut that s the ditVerence,

Senator Dovanas, Aecordimgy (o my avithmaetie, therefore, during
ther intervoning yeurs until the end of 1965, you woulid lose I‘w uing
antomatie datn provessing alone instend of or s compnred with with-
holding, v total of £4 hillion,

Seeretary Diron, would my that isabout vight,

Senntor Dovanas, Pavdon mot

The pross colleetions

Neervetury Duvon, Nodthat iavipht,

Senntor Dovanas, That, is coveeet,

Seevetary Dion, That is correet, Howoudd by about. Chat mueh,
1 insneh n\‘\i;xh e,

Senator Dovaras, 1wy e to some membors of (his committes and
of the fnaneinl community that $4 hillion does not, mmount. to very
witeh,

Tome, this iz a tromendous sam,

Seeretary Diaox, Tign very big sum to the ' Urensury,

Senntor Dovanas. And it wae do not have withholding (hiv would
Do a continning loss, s well, would it not.¥

Seeretary Dinvon, AG the vate of at least. the R700 million or $6H0
willion a year,

Senntor Doverag, And it the economy grows as wo heliove it will,
the loss will be greater each yonr?

Reevetary Divon, That is coreeet,

Senmator Doverag, Welly U hope these fuets cun got. outs to the
prople,

U think the Members of the Senate, and the members of the press,
have a responsibility to see that these statements get out to the Nation,

1 they are incovreet, they should bo challenged, but. T boliove them
1o be corveet,

One tinal question 1 would like to nsk now:

Would you again compare the amount. of paperwork, the numbor of
slips of paper, tho costg, the number of acconnts needed, und so forth,
under antomatic data processing with the administyative costs under
withholding, My, Seeretary{

Secretary Dicton. Well, under antomatie data processing, asswm-
ing we reduced the reporting requirements to $1(]) on intorest, that
would mean an additional 250 million information returns that would
have to be filed with the Government by paying agonts, And then
wa figure that by spending a reasonablo amount of extra funds for an
extra 3000 agents, which would be about 50 percent more in money
than the (ota;l‘ cost to the Government of withholding, we would be
able to collect the amount which I have mentioned earlior, which is
about a third or a little less than a third of what we can collect under
the withholding arrangement,

We < ecollect, in other words, under withholding three times ag
much for half the money.

We do not feel that this will be any great burden on reporting in-
~titutions either, because the only reporting institution that has given
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ns e detailed brenkdown of costs has testified that, as e ag it is con-
cornetdy withholding would inerense their costs 51,000, ns compred
ton profit ol $10 million,

Mo that s not e very big cost for the use of withholding,

Senutor Dovatas, T have notieed n tremendons advertising eam-
prign over the country, in loeal papors primarily, but sometimes in
the nutionud papersy, wied with hrochures which are issned. Do you
think that the costs of the institutions would be uny greater than the
cost ol the ndvertising enmpnigns which they have humehed to prevent
Usis from grotnge into offeet ¢

Seeretury Dinton, Considerably less,

( Favghtore,)

Menntor Dovarar, ‘Fhat ismy gencend iimpression,

Hueretnry Dillony 1 want, Lo congrainlnte you on your testimony,
nned wlso 1ownnt to congerntulnto you on the way in which you ean sit
thera with your stull nh. n disereot. distanes hehind you, hut seldom
prssingg youup picces of pupery, and answering the most difficult, gques-
Con with grend. componire el with aeenrney, nod not, falling into the
vitrions (raps that. my astute collegguen at. fimes have set. for you,

(Lamughter,)

Honntor Dovaras, You have mnde w very remarkable showing, and
L ihink the country s very fortunnte to huve aoman with your ability
us Seeretnry of the''reasury,

You still hnve not convineed me, 1 may sny, on investment, eredit,

I reserva my right. to differ witlh you on that. point, and perhaps
ot other points ay well,

But. 1 (Hlillk you huve made w magnificont witness, and 1 congratulate
youy wnd 1 think the country is very fortunate in having a man of
your ability.

Now, ut. the conclunion of the session this morning, Mr, Chairman, 1
oxpressed the hopo that during the period that the Secretary is in
Rome, (sn'oyingtllw lensures of the springtime in Rome and the chest-
nut trees blooming there, that his H(M{', the staff of the joint cormmittee,
andd thoe legnl connsel for the Senate get together un({ begin drafting
theso teehnienl amendiments,

I wm not certain us to the statas in which this request of mine was
loft.  But I herchy manke the motion that our staff meet with the
legal stafl of the Treasury to complete some of these technical details.

Sonator Winniams, My, Chuirman, I have no objection to expedit-
ing this, and I think the Secretary will agree that our committee hasg
done everything we can to expedite these hearings.

Wo have held meetings in which representatives of industry have
appeared during this past week, meetings which technically were
il'logul meetings becauso there was a sham filibuster in the Senate and
there were objections to committees meeting.

Wo continued the committee meeting without any objections at all.

But if you wish to put a vote, now I will make a point of order
there is no yuorum present, and we would have to recess until we get a
quorum, and, yet, I had hoped that we can finish this testimony now.
T do not think that we should be put into a position of trying to vote
with 4 members here to bind 17 members.

I have no objection to voting, but I would have to make a point of
order if pressed at this time.
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Senntor Dovavan, Muy e my good feiond Trom Delnwnre - and
ho known 1 lave great veapoet. for hime does the Senator from: Dol
awnre abjoeet to theatn et ing ¢

Sonntor Winnaanms, Covtainly not,

Sewatar Dovaras, Do iy good feiend from Dalvwnre not. heliove
thin will expodito notion on the ﬁlll?

Nonator \\'\I.l.h\MH. You huve wkod for the commitien to vote, nnd
thix cannat be done without w quornm prexsent,

Sonntor Dovanas, Can we nob ieve nogentlemnn s agreomont.

Sonator Waineaams, U8 the Senntor feome Hlinois wonld Join e nn
gontlomen, 1 think they would agree to the vequest. ax mnde,

Nenntor Dovaras, do not know whother (he Senntor will lot mao
join his olub,

Sonntor Winneama, M, Noovetary, do you fool there han heen any
delaying aetion with vegnvd to thishilly

Soovetarey Danon, 1 feel that i wo ave to go ahond promptly the
Troasuey stafl should be permitted to work clorely with l\m committen
stadl in the next fow davs, 1 think all the Senator from Hlinoin wan
trving to nssurve himsolt of was that. thin would he permitted nnd that.
then wo would be able to operate in this way wo that: wo could bo furthor
along whoen the commit tee meets for exeontive sessdon,

Tharve ix no implication that thove has been any delny,

Senator Winnaa s, ‘Phat i the peint,

The chanivian ix not here, nd 1 do not think thore han aver hoen
an oceasion whon the chaivman of the committen has evor hesitatod to
work with your statly, and it s my undevstanding that. your stadl’ and
one sl ave alveady workivgs in conjunction with this bill,

Seovetary Duton, That is not coveeet,

The statl of the joint. committes has not folt. freo, and My, Stam han
not folt fvee to allow it to work with our statl until the testimony was
comploted,  Wo hopod he would foel free and the committeo would
feol freo to allaw him to let us work togoether now that testimony has
beon coneluded,

Somator Winraams, A ftor the testimony has been comploted ¢

Seevetary Dion, Yoy,

Sonator Goke, Lot us get froe of that, if possiblo,

Senator-Dovatas, 1 hope that the testimony may bo completed this
aftornoeon,

Senator Wnaaams, 1want it to be comploted, but T do not think it is
fair to leave the impression that the chairman of the committeo is try-
ng to--—

Secrvotary Duaon. No,

Senator Dovaras. Noj perish the thought.

Senator Winutams (continuning), 1s trying to hold back committee
action,

1 think you have had the utmest. caoperation from the committeo and
of the stafl.

Senator Dovaras, ‘The Sonator is sensitive on this, T will not. at-
tribute to him any Freudian sense of guilt on this watter. 1 will
stmply say this was not my intention. T moerely asked that we got
together in the future, and we hopo the Senator will not throw any
roadblocks.
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Sonntor Winnaass, 1 lve not thrown any rondblocks, 1 wins hioro
nll through the Eantor vecomsy nud 1 do not kknow whether the Sonntor
from HEinoin wis hera or not.,

Senntor Dovanan, 1 merely sgggontad thet the two ntndfn might get,
foget hor, _ ,

I hopoe that, what CGlod o joined togother man and caprics will not.
pul nsinder, | Langhter, |

SMontor Gones, ‘She Senntor from Indinnw, | Laaghtor, |

Sonntor Hawewe, Me, Seerotary, with vegurd (o section 8, which
valnton (o deduetions for axponres ineurvad in wn ntlempl (o sxpross
niopinion or 1o adffeet the outeomo of leginlution, T introduesd n bill
on Lhing S 407, and onr attempts to obtain any Lype of axpresdion of
opinion from l‘m’l'n'mmm'y hivo ramgdted in failure,

A Ttor o lettor to which wa did not hive noroply and after soverad
requesti, wo wora informed that no expremion of opinion would hes
given, |)|||u the fuet that in your testimony hore the only expression by
lim Mrenmiey Dopurtmont. s the one-word sentence in regard 1o see-
tion 8, “the Tronmiry in oppored to this mibsiantinl change b the lnw.”

1 owonder, hsfora wo go into exeentiva sesiion, whether 1 eonld heve
soma oluhoration on this point for the benefit of the commitiews, b
novornd Senntors havaindiented to mo they Teel that. something ndong
Chin line in ats lenst, desivable, ind thad, this is o substantind chinnge in
the low o intorpreted prior 1o the Internel Revenne  decision
whout, 19h9,

Soerotary Dion, 1 just, want to make the record elear.  'I'he In-
tornnl Rovenua did not change anything,  ‘Thers was o conrt, decision
which emphasized the prior rule,

Senntor Hanrwe, 'I‘,mlrin right,

Secrotnry Dinvon, And which may have had some effeet. on the
praotico, ‘

Now, tho administeation feoling on this is that they feel this is n
vory inportant. substanfive question,

There wers no henrings on it whatsosver in the House,  ‘T'hat hins
hoon corvected (o the extent. that thers has been publie testimany herve,

But. when this matter was put. into the bill nmll sssted in the Youso
thore had heen no heavings on the matter, Wa Im«% not. been permitte
(o make onr publie statement, and thero had been no chanee for those
who were opposed to this provision to state thoir views,

Now, what it. does is, Tor thoe fivst, time, to allow the Government. to
pay somu of tho expenses of trying to influence legislation, which is
not. solely n ravenue question. 1t iv renlly a very deep policy question.

And the views woe express are not just T'rensury views, 1 do not
think there arve any fundamental dollar revenue aspects involved
here as fiur as the provision passed by the House is concorned. We
just felt, that. this was thoe type of thing that should be very thoroughl
considered and should prn!’urubly not he included in an overall bill,
I Congress wished to pass a bill of this nature, it would be better to
considor it separatoly, puss it separately, and allow the President the
privilege of considering his attitude on it separately.

Now, wo did feel much more strongly about some of the provisions
for d(\(incting‘ advertising expenditures and things of that nature, be-
cnuse that could lead to certain advertising which could be very con-
troversial. It would lead into the question, Would advertising to
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defeat right-to-work laws be deductible?  Also, for instance, would
advortising by liquor companies to defont local options be deductible?

It woul(irruisn all sorts of highly emotional issues which, we thought,
wore undesirable and should not be raised. ‘T'hat is the reason why we
have opposed this at this timo,

Wo do not think that the way the law is operating now is renlly go-
ing to be any great handicap to anybody. 'The Internal Revenuo
Sorvice is trying to work out each case on its merits, It has decided
that some portion of the dues paid should not be deductible by those
who paid them in only a relatively small number of cases involving
national organizations, If the amount of lobbying runs b percont or
less, the Sorvico generally drops the mattor as de minimis and mukes
no effort to make any part, 0% the dues nondeduetible,

There are institutions or groups which are formed for the specific
purpose of opposing or promoting o particular law or particular type
of legislation or where almost all their expenses are lobbying, and in
thoso enses the elaimed deducetions wonld be substantial, '

That is the goneral reasoning we have followed, and T have no ob-
jeetion at all to putting it forward.

‘Wo felt, in effect, this was brenking a precedent of not. permitting
tho deduetion of expenses to influence legislation which has been on
the books for a long time and which we tﬁink generally is sound, Of
courso, enactment of section 3 would set up some serious preferences,
because nonbusiness individuals who may be very interested in par-
ticular legislation could get no deductions for their appearances if
the deductions should be limited to business organizations.

That. was our general philosophy.

Senator Iarrke. I recognize (Ko point about the emotional issues,
but also it would affect such things as trying to encourage referendums
for a bond issue for the building of civie improvements and things of
that sort just as easily,

Secretary Dinron, Sure. It is very complex; it cutg across many
mattors.

Senator Iarrie. The Treasury Department does not have any spe-
cinl interest in doing anything to thoso people who consume liquor,
T do not believe, and they permit the expenses of advertising for cor-
tain alcoholic beverage concerns as a business deduction, so I do not
boliove that we should insert emotional issues ag an objection when
thoro are certain things which can be put on an emotional basis upon
almost any part of this bill.

I think probably the yachts and things of that sort would be emo-
tional issues which have been inserted, too, as well as on the savings
and loan thing, the aspect that this is o new tax, which is an emotional
issue.

But tho Boggs bill was reported favorably by the House, by the 86th
Congress, after hearings there, and this is not-——

Secretary Dirron. I do not think there were any hearings.

Senator Harrke. Were there not hearings in the 86th Congress?

Secretary Dinron. No, it was veported without hearings.

Senator Harrge. I am not trying to do anything without hearings;
but I am trying to get an expression of opinion from the Treasury.

Let mo ask you this. You speak about individuals as far as prefer-
ence to corporate or business structures over individuals, This is true
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i almost every type of appearance for a business; for example, if
they appear hefore an administrative group, they ave permitted to
deduet this ng a business expense,

Seeretary Dinron, That is correct.

Senator Hawexe, But if an individunl appears hefore nn admin-
istrative group in regard to his own personal rights, this ig not a de-
duetible itenn,

So this is not a departure in this vespect.

Seceretnry Dinron, No, except ag it bears on legislution. There it i
entering o new field,

Senator awexke. And the truth of it is there ave legislative matters
which can have as material an effect upon the outcome and the de-
tormination of a business ag can nn administrative decigion or o Jnw-
suit, and this ig o discrimination placed upon the activities 6f gronps
or individuals and on a business busis which distinguishes between ad-
ministrative expenses those expenses to effect an administrative de-
cision, whether it he to effect, an increase in rates before the Tnter-
stato Commerce Commission or to ask for special considerntion with
vogard to the Tarifl Commisgion, and all these matters ave presently
congidered as deduetible items, and provides that the businesses have
w right to appear there,

Al 1 wanted really for the record wag some expresgion from the
T'rensury other than a blanket opposition,

Scerelary Dinron. I would sany our opposition is much stronger to
broadoening this to advertising than it is to the provisions in the 1louso
bill.  But even those provisions, we thought, were unnecessary. There
were no heavings there, We feel that on o matter as important as
{his there should be full hearings, public hearings, in each body, and
n full chance for consideration.

Also, ns T mentioned, I think that the administration feels that this
ig something that could be botter presented separately so that the
President could consider hig position on it; it should be passed by the
Congress separately from other legislation.

Senator ITarrxe. But, as I understand the position of the admin-
istration, it is that they would like to have it eliminated and have no
further consideration of it in any separate way or otherwise.

Secretary Dirron. No.

We would like to have it eliminated from this bill, and if the Con-

ress thon cares to onact it, the President would considor what he would
ﬁko to do about it.

Sonator Iarrke. In other words, we should not anticipate any
soparato initiative from the administration on this?

Secretary Dinron, Oh, not initiative, no; that is correct.

Senator Harrke, One other matter, that of the investment credit.
I read that the Treasury Department’s reform in depreciation would
be set forth about July 1.

Is it the opinion of the Treasury Department that the revision of
the so-called schedule I, which is under way at the present time, is
in reality a reform in depreciation ¢

Secretary DiLroN. Most certainly it is an updating of the admin-
istrative procedures and it is a reform in the way those procedures
are carried out, which is very significant.
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It includes an updating in the lives of depreciable property and a

significant roform m the administration of those procedures, But the,..

»

muin objective is to reduco to the maximun extont possible the’ in-
dividual judgment of revenuo agents in different parts,of the country
aned to ropluee that with an ohjective set of standards which will bo
the sume the country over and whieh business will know will bo the
sume, oven if revenue agents change ng timo goes on,

I think that ean ba doney and { think that it will be of vory great im-
portanco to business.  Certainly from all our requests, our ques-
tionnaires, and so forth, to business, business finds this o very im-
portant. change.

This has been one of their hig bothers, although theorotically it
ghould not havoe been, That part of it should not have any greant
rovenue impaet, But T would not. eall that o roform; 1 wouhhmll
that. simply earvying out the present Inw and bringing it up to date.

Senator TTarrke. T want to commend the Dopartment, for doing this,
T think it is a remarkably diflicult job, and it is work which needs to
bo done,

But 1 was fearful that mnybe the 'Prensury Department, in view of
its lettor to the ehnirnuan of this committee, meant that it was a sub-
stitute for that. which was deseribed in the statement on page 6 of your
letter of August 25, in which you said:

The Department I8 engaged in studles to determine the renllimm and adequacy
of depreciation under present conditions looking fo recommendatlons next
year for whatever reforms may bhe needed in this arcea,

And T was wanting to know really whoether this was intended to be a
substitution for this statement. or whether this was a change in policy
by the Department,

Seeretary Dinron. No,

Wa feel that through the reform that we can carry out here, par-
ticularly the administrative reform substituting morve objective critoria,
that we ean achieve pretty much all the objeetives that business hag
in mind for the administration of this law.,

We are now just about ready to have final consultations with certnin
lewal, accounting, and business groups on the type of changes that
might be made.  Our feeling is that wo wanted to see fully what the
veeeption of ther s would be. Tt is our feeling that once business has
a chanco to see them and study them, the desive for any further dras-
tic changes in the depreciation provisions will subside.

If that is not the case, and if we cannot answer all the problems,
wo are perfeetly ready to and will consider any further changes in
the law that may appear appropriatoe.

Senator ITarrke. Then 'I understand from that statement this is
really in substanee a change in the position taken by the Department
in the statement by the Department last August to the chairman?

(The letter dated August 25, 1961, referred to above, was a Treasury
report submitted to the chairman on S. 720 and four similar bills,
Sinee the context of S, 720 was introduced by Senator Hartke on April
3, 1962, as an amendment: intended to be proposed to ILR. 10650, it is
appropriate to print below the full text of the lettor:)
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I'"REABURY DEPARTMENT,
Washington, August 25, 1961,
Hon, ITanry I*, Bynn,
Dhatrman, Commiltee on Finance,
Ncw Senato Oglee Butlding, Washington, .0,

My Dear Mu. CuateMAN: T'hig ig In response to your request for the views
of this Department on the followlng bhls, each of which would provide aceeler-
ated deprectation deductlons or similar additional allowances for Investment
under the income tax:

8. 2, ‘““Po nsslst small business and persons engaged in small business by allow-
Ing a deduetion, for Ifederal income tax purposes, for addittonal Investment in
deprecinblo nagets, Inventory, and accounts recelvable.”

S8, 878, “I'o amend the Internal Revenue Code of 1954 80 s to permit the use
of the new methods and rates of depreclntion for used property.”

H. 680, “1'o nmend the Internal Revenue Code of 1954 g0 as to permit, for
purposes of the depreciation dednetlon, taxpayers to speeify, under certnin condl-
tlons, the useful life of tanglible perronul property acequdred afier December 31,
1060, and for other purposes,”

8. 715, Yo amend the Internal Revenue Code of 1054 to permit amortization
over & 60-month period of facllities to produce new industrinl products derived
from certain agricultural commodities.”

N, 720, “I'o nmend the Internnl Revenue Code of 1954 for the purpose of stimu-
Inting cconomte growth and activity, providing addittonal jobg for the growing
labor forcee, nnd permitting the replacement of obsolete and inefliclent, machine.
cry and cquipment by the allowance of relnvestment depreclation deductions,”

N, 2 would allow business taxpayers a tnx deduetion for additional investment
In deprecinble assets, inventory, and accounts recelvables, up to $30,000 a year
or 20 pereent of the taxable Income of the business, whichever i less,

I'hig proposal 8 deslgned to provide tax-free refnvestment of business carnings
up to speclfied amounts, in varlous types of business property, in order to supple-
ment existing sources of business eredit and equity eapital and thus help finance
buslness extpnnslon from tnx-free retalned carnings,

It 18 esthnated that 8. 2 would reduce revenues by about $2.5 billton annually,
A conslderable part of thig estimated revenue loss would be attributable to the
normal growth of inventory and accounts receivable throughout the cconomy.

Widle this proposal has been urged primarily as a form of tax assistance
for small business, the bulk of the tax decrease involved would go to some
100,000 or the 10 percent of the total business population, chicfly corporate,
in the middle and upper ranges of the business slze seale,

An important part of the objective of the propesal to encourage investment
would be met by the administration’s investment tax credit proposal, tenta-
tively approved by the House Ways and Means Committee i1, the form of a flat
8-pereent. tax eredit on additional investments In machine:y and equipment,
including used property up to $50,000 annually, While inventory and recefvables
are an jmportant factor In the financing requirements of businesy, a prime ele-
ment in inereasing our productivity and cefliciency 8 business machinery and
cquipment, Invegtment in which from retained earnings or other sources will
bo effectively encouraged by tho administration’s Investment credit, This
stimulus to modernization, growth, and development of our productivity will
also make it easier for business to finance fnereases fn inventory and recelvables
without specinl tax deductions,

Whatever inadeguncles may exist in our present, financinl structure for ae-
commodating working capital needs of sinall business would better be remedicd
through reexamination of the Small Businegs Investment Company Act of 1958,
the Small Business Administration loan program, and other aspects of our
financinl fnstitutions rather than through the use of the tax system.

Deductions for fncreases in inventory and recelvables are particularly suscep-
tible to manipulation and abuse, through multiple entitles, temporary purchases
and Hquidations around the end of the taxpayer's fiscal year, and other devices.
While the bill containg intended safegunrds ngainst multiple henefits by afMliated
corporate groups, this would deal with only one aspect of the abuse problem.

The treatment of alternating increases and deercases in inventory, receivables
and other assets under the proposed deduction presents dffficult problems of
policy and adminigtration, Tho bill 8, 2 measures deductible increases only with
reference to the beginning of the taxable year. ''axpayers counld therefore de-
duet an increase in assets i one year, liquidate the next, and reaccumulato

£82190—02—pt. 10—
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with a further tax deduction the following year, thus cutting revenues without
achioving net economte expanston,  “Rachet” provislons to limlt henefits to net
inereases ahovo the previous high of investient or recapture proviglony to pre.
vent unwarranted tax savings or outvlght abukes would bho complex and only
partinlly effectlve,

Under the elrcumstances, the Dopnrtment s opposed to the ennctment of §, 2,

N, 878 would extend the UHberallzed depreciution methods for new assets
adopted in 1064 to used property aequisitions after December 81, 1060, subject
to a muximum lmitation of §H0,000 0 year (or an average of $H0,000 n yenr
over tf-year perlod).

Phin logislation is deslgned to correet what hag heen regarded by gome ns g
diserhminatton agalnst small business relylng on used plant and equipment and
against gellors or dealers in usked machinery,  The difference fu trentinent of
new and uged assets, for deprectation purposes was pavtinlly dealt with by the
adoptlon In 138 of the additionnl fest-year deprecintion allowanee under
weetion 170, This provides an additional fiest-year deduction of 10 pereent of
thoe cout of aequisitions of tangible personnl property, hoth new and uxed, with
n rervice Hee of at least ¢ years, up to $10,000 o yewr ($20,000 on a Joint veturn),

1L s estimnted that the ennctment of 8, 378 would reduee revenues nhout
$76 miltlon in the flrst year, increasing thervenfter,

Tho recently announced deetston of the House Ways and Means Commlitteo
approving extenston of the proposed R-pereent investment eredit to nequisitions
of used machinery and equipment up to §60,000 o year would, if enncted into
1aw, meet the major objecetives of 8§, 378,

Under the elreamstances, it would seem inapproprinte to adopt 8, 378,

S, 0680 wonld allow texpayers to eleet accelerated deprectantion on “tangible
personal property” (machinery and equipnient but not. veal eslnte) hased on a
unseful lite seleeted by the taxpayer of not less than 6 years for new and 3 yenrs
for used property, using the stralghtline method and regular galvage eatimates,
Quin on gale of property subject to the faster writeoff would ho taxed ar ordinary
Income, to the extent the gain reflected the exeess of the aceelerated over rejgulne

steafpht Hne depreciation. No safegunrds ave provided under the b against

Inree-seale turnover of existing assets (o being them under the 8-year weiteoft,

Thix proposal would he cquivalent to 0 broad program of fast amortization,
Assuming all taxpayers took advantage of the plan, the revenue losses would be
about §1 billton in the flest full year, and incerease to ahout £ or {6 billlon
after B years.

The pronosed S-yenr amortization on machinery and equipment. would apply
to approximuioly the same aven of investment covered by the administration’s
proposal for nn investment credit, as tentatively approved by the Ways and
Means Committee, Tt is believed that the Investment eredit would provide a
more effective stimulug to moderntzation nnd expansion than the f-year nmmtl~
gation anproach under S, 080, for roughly the same revenue loss in the firat.
year and at substantially legs revenue cost ‘or a conglderable period theveafter,

fUmlvr the clivcumstances, the Department recommends against the enactment
of S, ReQ,

Q7108 wonld provide aceelerated amortization over a pertod of 60 months for
facilitics certified by the Seeretary of Agriculture ar needed for the production of
new industrial products devived from one or more agricultural commodities,
Gain an sale of facllities subject to the proposed aceelerated amortization would
be subieet to ordinary income tax trventment to the extent attributable to the
excess of the amortization deduetion over ordinary depreciation, as provided
in cection 1238 of the Internal Revenue Code.

Five-vear amortization has been proposed on n selective basls for varfous
types of Investments including anline water conversion facllittes, urban renewal
and rchabilitation outlays, clvil defense protective facilities, plant investments
in depressed areas, farm facilities, and varlous other types of construction which
are important to the Natton's economy and its defense. In addition, accelerated
depreciation has been urged for the rallroad industry, textile manufacturing
equipment, machine tools, and in other ficlds to alleviate economic difficulties and
sthnulate particular types of capital outlays. Important as all of these types
of investment are, accelerated tax write-ofts for any one type of outlay could
not he adonted v.ithout establishing a precedent for similar tax treatment for
others, including many not listed here.

The accelerated amortization program adopted during the Korean conmct and
the perlod thereatter for defense facllitles and atomic installations was termi-

>
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nated ab the end of 1950 In the recognitlon that this type of speelal tax treat-
moent was not sultable In the peacetimo tax structure, Lo rofntroduce and broaden
the use of rapld amortlzatlon would have substantinl congequences for our tux
system in torms of hoth loss of revenuo and the distortlon of the equitable distrl-
bution of tho tax burden,

Phe Investment eredit recommended by the administration and tentatively
approved by the Ways nnd Menns Commlittee fn the form of a fiat 8 pereent eredit
on muchinery nnd equipment outlays generally would be of substantinl assintanco
in the enxe of many business expendltures for new types of industrial production
involving the processing of agricultural commodities,  ‘The related mensure ten-
tatively adopted by the Ways and Means Committee to dlsregard estimated
sulvage value up to 10 pereent, of the cost of new machinery acquisitions in com-
puting depreciation would algo afford benefit to the new types of fndustry which
N, 716 18 designed to assist,

In vliew of these conslderations, the Depurtment I8 opposed to the wdoption
of 8. 710,

M. 720 would provide an additionnl allowance termed “a relnvestment depre-
clution deduction” which combines clements of deprecintion based on replnee-
ment rather than historie costs and the allownnee of aceelorated depreciation,

In substance, this bl provides a relnvestment depreciatton deduetion equal
to the differonce between the original cost of depreciable nssets retived during
the yenr and thely current replneement. cont, provided the taxpayer netually
rofnvests the lntter nmount,  Retirements nnd relnvestment would be measured
In uggregates; thero would be no requircment thnt the replteement ansety b
simflar to those retived,  Current replacement cost of an asset would be de-
termined hy multiplying the historle cost by the ratio of an appropriato plant and
ciuipment price index in the enrrent year to the Index In the year the assel way
acquired, 'Phe Heceretary of the ''reasury would he required to procelaim the index
used for thisp urpose,

The relnvestment dopreciation deduetlion waould be subtracted from the recov-
crnble basfs of the new property.  Thik wonld correspondingly veduce the damount
of regulne depreciation In the current and future years,  In this respect, the
plan {8 tantamount to accelernted depreelation, conslating of an Initial allow-
ance on now property measured by the difference between the historle cost and
replreement value of tho old.,

The bill containg a number of special rules and features, such as ordinary
fncome treatment on thoe portion of resnle agin due to the reinvestment allowance,
a 2-yenr carryover of unused relnvestment allowances, and ruleg for the treat-
ment of nontaxable transfers, which would need attentton In a more detatled
annlysis,

I'e operation of the reinvestment allowance may be shmply fllustrated as fol-
lows,  Assume n taxpayer In 1001 retires a mochine which cost $1,000 In 1946, and
apends $2,000 on a new, improved model.  Assume further that the price index
determined by the Seeretary of the Trensury is 100 for 1946 and 150 for 19061,
The taxpayer would be allowed a reinvestment depreclation deduction of $500
($1,000 times 1650/100, less $1,000)., The deprecinble basis of the new $£2,000
muchine would then be reduced to $1,600.

While this type of leglslation in the past has varlously been termed ‘“‘retro-
spective correction for higher replacement costs” and “LIFO for fixed assets,”
one of its current objectives appears to be to stimulate growth, modernization,
and the replacement of obsolete plant and equipment. In the view of the Depart-
ment, the proposed investment tax incentive credit would better accomplish this
purpose for a glven amount of revenue cffect,

It i catimated that 8. 720 would involve very Inrge revenue losses, ranging up
to $10 billion in 1961, and correspondingly large amounts in future years, Cur-
rent revenue loses would taper off in the event prices leveled out for some time,

Benefits under 8. 720 would vary depending on the firm’s history and the length
of life of assets. Large benefits would go to the utilities with long-lived assets
due to the wider spread between acquisition and replacement costs, There
would be little or no current benefit for new or recently established firmsg, and
relatively little for the rapidly growing flrm most of whose acquaisitions were
recent. The equity of this distribution might be justifled in terms of the replace-
ment cost theory, but it would not be fully consistent with incentive objectives.

8. 720 would introduce the principle of the use of index number adjustments
for depreciation purposes, This would be complieated, difficult to administer,
and a precedent for its further extension to other arcas of the tax law, such as
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the measurement of taxable gnins. It would present problems of “traflicking” in
old corpornte assets to obtain a favorable tax posture for reinvestment in a new
and different business.

The Depavtment, is engaged in studies to determine the realism and adequacy
of deprecintion under present conditions, looking to recommendations next year
for whatever reforms may be needed in this area. It would be undesirable to
adopt the drastic type of change In deprecintion methods proposed in S, 720
prior to the completion of these studies,

Under the clrcumstances, the Departiment opposes the enactment of 8. 720.

The Bureau of the Budget has advised the Treasury Department that there s
no objection from the standpoint of the administration’s program to the presenta-
tion of this report.

Sincerely yours,
STANLEY S. SURRRY,
Asstsgtant Scerctary.

Seeretary Dinron. I think we found we could go a good deal fur-
ther than we thought at that time in changing the method of opera-
tion of this deprecintion law, and that these changes will meet a
great many of the specific objections which have been filed by busi-
ness.

You know, we had a very detailed questionnaire which was sent out
to business under the preceding administration in which they listed
the things that were wrong with the handling of depreciation and
what should be done.

And wo think one of the main things is that they all seemed to like
what they considered to be the system in effect in Canada. I think
that the type of reform that we can bring about here administratively
will be able to give business most of the administrative benefits that
they thought they saw in the Canadian system. In some respects it
will be better than the Canadian system, because it will retain the
right, which the Canadian system does not have, for companies to
depreciate equipment faster than the guidelines provide if they so
desire and can indicate that they really ave replacing it faster.

Senator Harrxe. It is an unfair assumption on my part, then, that
it is anticipated that these studies in the field of depreciation will be
discontinued until such time as the determination can be made as to
the effectiveness of the extension—I mean the revision of the so-called
schedule F and the investment credit, providing the investment credit
is enacted into law?

Ts it an‘unfair assumption ¢

Secretary Diton. I do not think that we feel the need for any
further major changes, because we think this answers most of the
problems,

It may be as a result of the publication of these new procedures
and of the discussion of them with business, which wil] be carried
on in the next 6 months, that it will become obvious tliat there are one
or two additional things that need to be done.

If that is the case, we have no compunction against considering
them—ve are not drawing any line and saying, “Thus far and no
further.”

We will be glad to try to do anything else that is necessary and
appropriate, because our major objective is to put American industry
on an equivalent basis with its competitors overseas, to give it a fair
basis of realistic depreciation, and to minimize and reduce to zero the
feeling that it has had there has been uncertainty and harassment
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in their relations with the Internal Revenue Service in this particular
aren,

Senator Harrxe. But there really will be no change as far as the
practice i concerned ?

Secretary Dirron. There will be a very real change as far as prac-
tice is concerned. There will be no change in the law, because the
practice was largely based on Interna] Revenue procedures which
were just the way the law was being administered.

We think we can administer it in a much better fashion,

Senator Harrke. I understand that. But within the limits of the
regulation and the present statute there still will have to be an opin-
fi101]1 which will often have to be on the basis of the revenue act in the
ield.

Secretary Dirnron. No, this will be quite different. 'We will develop
an objective standard here, based on figures, so that the opinion of the
agent in the field will not be required except in cases that are excep-
tional, where a company feels that it is entitled to an even hig{her rate,
and where their figures do not yet show that. In other words, where
they haven’t yel begun to replace equipment at a more rapid rate.
There will be no individual right for agents indiscriminately to
question or lower the rates—raise the lives—used by businesses.

Any such thing will be, as I say, in accordance with an objective
table which will compare the total depreciation reserve of a compuany
with its total depreciable assets.

Senator Harrxr. Then this is a substantial change not alone in
n revision of the useful life tables but a revision in the regulations, is
that true?

Secretary Dirron. Oh, very substantial.

Senator Harrxe. Now, in the field of—

Secretary Ditron. I would like to say that this has been outlined
in some detail today publicly by the Under Secretary of the Treasury
and copies of the statement on this will, of course, be available to all
the members of the committee and may well be in the press. I would
have made the statement myself if I ﬁ,ad been at Hot Springs today.
It was made by the Under Secretary in my place. We had something
like a five- or six-page statement going into this in some detail so you
will be able to get a full understan(izing of it.

Senator Harrke. I will be looking forward to seeing it.

(The information referred to appears on p. 4382.)

Senator HArrke, Under this investment credit though, isn’t a de-
duction allowed whenever the project is completed and ready and
eligible for depreciation ¢
. oecretary DiLron. The credit is allowed when the item is placed
in service,

Senator Harrre. In service.

And this, in effect, will have those projects which require longer
periods of time, maybe several years, requiring an investment of
capital over a several-year period, will require them to wait until
such time as this item 18 ready for use before any renl value can he
obtained, is that true?

Secretary Ditron. Under the law as passed by the House, that is
true.

We have studied the question posad by that provision and we are
openminded on it. There is a certain number of cases, very small
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ovornlly whove this prohlem would veally apply, where the Installation
of equipment. tnkes over w yenr, and it may ho that some spectnl pro-
vinton should by writton in to tako onva of th}u.

TC will fntvodues o further compliontion in the billand 1 think it is
a queation of wolghing in \‘33((\(‘-\!‘1\’0 sesslon whothor thit. complien-
tion i1 worth the boneflts thet come ont of #. But wo have no (lem
position in opposition to this.  Wo recopnize the problom and we
would ba glad to disenss it ot that tiime,

Senntor Haweks, 1 know thin s one of those omotlonal questions,
aad 1 don’t know how to keop it from bolng o little bit (\llu)l“nuul but.
% it tene that. some corporations nnd oo companion nro golng to
vocotvo windfalls ax o vesult of thin lnvestiont, orodit pmviul’mﬂ

Seeratary Duwaon, Wally Uthink theve isno windfall. - Somo praple
have said, heeange the Howss bl wpplies the ovedit, to all equipmont.
put in vervive aftor the flest of the year, that that is o \\'Iu(l}nl .

The veason for doing that. is that we falt wo couldn’t mnko any other
recommendation ov business would immodintely huve slowed up nor-
mal opevations to wait for the date whove they could tuka advantage
of this cvedit,

But (he chaivman pointed out. they had no {mrl.Iunlm‘ haniy for
assuming it was going into oftect,  Cortainly the controversy (hat
this pavticular question has avoused, has dotorved w cortain amonnt.
of activity here, Udoubt if there is any omn\mny that han done much
s0 {ar this yoar in anticipation of this,  So it might bo that, the cow-
mittee would want to ehangoe the date,

Towsver, just so it s porfoetly well undorstood s This s not i new
iden, this going back in dates,  Fxnetly the snme systom was ndopted
by the Congress in 1084 whon they approved the double deelining hal-
anco system which was applicablo only to now investment, At that
time it was applied back to the l)oghminsx of the year, npparently with-
ont any debate ov wny comment,  But this thne apparently the same
thing that everybody accepted that time without 5
considerable debato,

Senator Martke,  In regard to the proposed tax ovedit, thoso in-
dustries which have shovt-hved equipment {m\'o cortain advantages, is
that truet

Seeretary Doy, Certainly, the tax ovedit is move advantageous
for a short-lived piece of cquiptmont, bectuso you can got. the tax
credit cach time you got a now piceos of equipment, and the shovter that
period the move often you pet. lsw evedit, 'l‘\mt- is tho reason why there
has been a sliding scalo put. into offect so tho full eradit. does not hecome
apphicable unless the property is going to be held for 8 yoars,

}.‘or ainly, it is bayond question that the credit is of moro use, just by
its nature, to a 10-year asset than it is to a 20-year assot, heenuse in 20
years, you get two credits, because you would have replaced tho
equipment.

- Senator Harrke. And those industries which ave in our so-called
depressed aveas or those areas which have economic hardships with-
the older ostablished industries, they ave thereby put at o furthor dis.
advantage in relation to these other industries which have the newer
industries which have shorter-torm equipment, for instanco.

Secretary Divroxn. I don’t think that industries in distrossed arons
nocessarily have long-lived equipment. I must say that the industry

chute hins cnused
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in the United Stntes which in probably momt. rapressntative of alt diu-
teossod neeni In the United Minten, 18 the strongest. proponsnt of the
oredit thet L know,  "T'hat i the cond Induntry, '

Monator Hanrcs, 'That ix vight.,

Lt me e you nlio in vogard to thow Induntrlon of that Lype, they
iloo hnve low income, 't that. teney they are in the low-ineome
henokotn,

Hooretiney Dinron, tn the- -

Honator {lMI'I‘I( e i the deprossad nven, gonorally spenling,

Hueretnrey Dunon, Goneradly sponlcing, thay nee und that is one ren:
atn why wa have recommondid thad, tlm’%lmm(s provisions b aimended
hove wo that. this Hinltation put. o at the Tust winute to allow the eredit
for only 26 poreont of the compuny' taxen In any 1 yenr be ineronned,
andd put haele to the B0-pereent. figirs which wak the figure until the
lnnt fow ditys, when for vavenne rensons it wis redueed,

That, diforence hotweon thess two fgares menns nothing to n very
wolltahle compnny, bat o mennn . gront. denl 1o companies that, are
o profltable, Ho wa thinle that s the (et change that should ha
minde, - Wa have plsoy for that veason, suggested just. youtordny, that,
there bo a enveybnele provision as woll an the enveyforwnrd provision

#o that. whon o compuny falls on haed Cimes it conld e t‘m eredit,
immadintoly instond of wiiting for future profits,

Sonntor TTawrcn, Both the institution of a rpvislon of the sehedile
" and the investinent. eredit. hoth of thesa T think implicity recognized
that, our--that. for yones our deprecintion schedule hug not, kept. up to
the timen nud, thevefore, chauges wors necessnry, T wounld ;me) that
wonld be the ocenslon for nesd for now legislation,

But alwo during this poried we have had n period of vising prices
and iin't it true that the investmont, eeedit rendly gives no considerntion
to the effect of the rike in pricos?

Seorotury Dison, Not divectly, and that, of course, has heen a
problem,

Tt 18 not ns hig n %n'ohlmn today as it was, beeanee so much of onr
oquipmont. now hag been bonght since 1950, and the big problem of
price visos oceurrad hofore tlm’f

It i very dififeult to do anything that would be equitable vegarding
thia price change problom excopt indivectly by an incentive to invest-
mont, which is what the investment eredit will give,

1 don't holjove, and I can explain at some length, if yon are inter-
estod, that a divecet method which would compensate for the price rise
would bo equitable or useful in the economy.

Sonator !(-IA-m'mc. I understand you have expressed that in regard
to tho bill which T have on reinvestment depreciation.

TTowever, tho reinvestment depreciation approach would take into
consideration the rising prices, -

Secrotary Dmron. It would take into consideration the increase
in prices, ‘ : : :

~Senator ITarrxe, Thore are certain other objections you have to
that. '

-Socrotary Dinron, Yes.

. Sonator ITarrke. T would appreciate if you would have your staff
prepare three or four examples where they would compare the effect
of tho tax credit and thoe reinvestment depreciation upon a plant which
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has, say, a 15- to a 20-year equipment base, in other words, their oqui\)-
ment is 15 to 20 years old, and these companies also which are basically
in a low-income bracket. 1 would like to have those if I could for
tho executive session.

Secretary Dinron. We will do that.

Senator Ilarrke, That is all the questions I have.

Senator Gonre, Senator from Minnesota.

Senator McCarruy. My, Seeretary, ave there any questions that you
have not beon asked ? | Laughtor.]

Seerotary Dinron. I would be glad to answer any that you put.

Senator McCarriry. T have some questions with respect to a group
in my State of grain dealers, who are interested in going into a new
grain trade overseas, Most of their trade is trade which they are
competing for, for the most. part, with long-cstablished grain cartels,
and it is their judgment thai if the provisions of the law now heing
proposed \\'(ml(ll apply to them they would probably cither have their
offorts pretty well stopped or they might even have to get out of the
trado.

One of their proposals was that we might make an exception with
regard to ngricu‘tural commoditics.

Vo mado some oxceptions with regard Lo agricultural commodities
in the domestic market, as you know.,

I would like to ask whether the Treasury has considered this or
whether before we get around to drafting the bill you would give us
your thought to the question of whether there is some suflicient. justi-
fication for it on the basis of the facts.

Secrotary Dinron. 'We would be glad to give consideration to that.
I knew of that testimony.

Wo do not have any particular suggestions now,

Cortainly the export of our agricultural products is one of the most
important trades we have, and is vitally important. to us for balance of
}mymonts reasons, and wo would not want to do anything that would
wirt this important industry.

Senator McCarrny. Along with that consideration is the possibility
of using some othor criterin than simply whether it is an underde-
veloped country or an undeveloped country.

I wou)d suggest consideration of whether or not there might be other
distinetions and classifications that might be used.

Secretary Dinron. Yes.

Senator McCarrny. A second question, Mr. Secretary :

Your testimony was that something over $900 million in taxes on
unreported interest. incoms goes uncollected.

Now, it seems to me that much of this is in the income brackets of
over $10,000 or $15,000, and that the Internal Revenue might have done
a better job of collecting some of this interest.

What is the explanation? Ts that hard to get at or why haven’t
they done a better jobon it ¢ ) )

Seeretary Dinron. Well, it is practically im{)()ssib]e, because the In-
tornal Revenue Service, I imagine checks only 5 or 6 percent of the
returns in the aren of $10,000 or $15,000. Tven when they do in-
gpect a return it is very hard to pin down whether the individual
may have had a savings bond or an account in a savings and loan
institution or something of that nature. They ask him if he has any
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interest he has not reported, and he suys no. IIe may be perfectly
honest in that because ho has forgotten what he has mn the savings
and loan institution becausoe it has just been laying there and growing.

So 1 think that is tho reason that prolm[)ly not more than half
tho interset that is eredited to the individuals by savings and loan
institutions is shown on tax returns, maybe not even that much.

So it is a very widespread mass form of nonpayment of taxes, I
think, the mail that has come in, and the reaction we have had, shows
that. there has been a very real misunderstanding, and many in the
country have not felt that this interest was subject to tax, since they
had never thought of putting it on their tax returns.

Senator McCanvruy, It is sometimes hard to understand.

T had a ense back home where they had been pursuing a barber on
tho grounds that his expense was reported on $150 that he earned
woing out to the hospital to shave sick people, that he had overesti-
mated his expenses.

I think they had one agent who spent 6 months pursuing this barber
to recover $10, I think, were the figures.

ﬁSecmtn‘ry Dirron. That obviously is a waste of Internal Revenuo
effort,

What they do is to pick some tax returns at random, and then fol-
low through a tax return even if it. is a small amount just the same
ag if it was o large amount because I think that the theory is that
that develops feeling that the tax lnws are evenly enforced and has a
cortain deterrant effect.

Naturally, T am afraid, they put more of their emphasis on items
in returns which invotve expense deductions and things of that nature.
I would think that that particular incident was probably a little
overdone. i

Senator McCarrny. I suggested with regard to barbers that he
stir them up. He suggested that they not use the cash registors.

Tho small commercial banks in my State report that something
liko 78 to 80 percent, of all their savings accounts are accounts that
are so small that they do not pay over $10, $15 a year in interest.

Now, what is the practial difficulty about granting an exemption
and not applying wit{ﬂml ding in cases of this kind?

Secerotary Dinron. After n great deal of talk with exports of the
ABA, I think they have come around to the conclusion, which was
a little different from their earlier conclusion, that having an exclu-
sion would probably cause them more trouble than it would no to
Lava it.

Certainly, from the point of view of the Government and taxable
income, there is no logical reason to exclude an account just because it
happens to be o small amount of interest. In fact, in many cases,
such savings accounts belong to people who have very considerable
other income. They just put part of it in n savings bank or in a
savingsand loan institution, they may have have several such accounts,
and they may be subject to a tax even higher than 20 percent.

So the fact that income that accrues on the one account happens to
be small does not mean that the tax rate on it will be smn,H and,
overall, it amounts to a very great deal in revenuo,

As I have said, tho ABA originally thought this was an important
thing. But after study, with our experts and exports of the joint com-
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mittee, I think thoy eame to the conclusion that exclusion really was:
not vory practicn] and, as you know, in their testimony hefore this
committos thoy did not make any such recommendation,

Sonntor MoCawrny, Ividently their recommoendations have not
beon wholly accopted by the independent bankers,

Seevetary Dinron. It may bo that cortuin banks feel differently he-
causo thoro was a lot of feoling in the banking conmunity about that
envlior, and I romombor ut the ABA convention last full it was dis-
cussod at length. ‘That is when wo agreed that wo would have somo
intonsive technical discussions with vepresentutives of vurious bunks
and thoy would really try to seo what this meant.  When they looked
into it, thoy deoided netunlly it was not as helpful as one might think,
in fact not holpful at all, although on the surface it sounds like, before
you explore it, it might bo u rensonablo and sensible thinﬁ.

Sonator McCarray, I think it would bo true with the large banks
which used automatic processing equipment.,

Seeretary Dunron, {Voll, the ABA ropresents them all, and this
was their general view.

Senator MoCanrrry, That is vight,

The faet that wo have used administrative difliculty as o justifica-
tion for not having withholding on different, kinds of income might
bo inconsistont, mu{‘it would not be unreasonablo of wo made a distine-
tion within the same type of income, ‘

Secretary inton. Noj that is true,  But they actually found that
this would cause them more work, because then tlicy would have to
divide accounts, and if the acconnt was $10 and someone put in an-
other dolar, it would be $11, and it mado « lot of oxtra work for them,

Senator McCarrnry. I understand, :

Ono other question, Mr. Secretary: The original proposition with
regard to investment credit was based on o different conception and
purpose, was it not, when you recommended it in the Ilouse? The
administration bill was to give credit for.investment which was con-
sidered to be above and beyond what might be expected, this was a
kind of economic shot in the arm, and yon gave a different justification
than what you gave for investment credit now, :

Secretary Ditron. I do not think that the basic thought or justifica-
tion is different. Certainly the impact is different. o

The original concept was to give an investment credit which. went
up in amount, & moderate credit, which was quite similar to what we
bave now, of ] percent for any investmments that were over 50 percent
of the depreciation base, and then 15 percent where the investment
was over 100 percent. ‘ . . . .

That 15 percent was, of course, very high and a very strong incen-
tive, and especially to companies that were growing rapidly.

There was a lot of objection in the hearings to this from accountants,
in particular, and Jawyers, who pointed out administrative problems
with it. Do _

Certainly our Internal Revenue Service agreed that it would be
more difficult to administer than the present bi]%. o

It had certain benefits that would give more help to those who in-
vested more, but also the point was made that certain industries were
just, by their nature, growth industries. Take the drug industry
recently. It would, Decause it is a growth industry, get this very

v
3
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oxceptionally high rate, whereas industrics which had been more de-
prcssfd, such as the textile industry, would get very little benefit
out of it.

So all and ull, when it seemed that the great majority of the Iouse
committeo folt this other approach was better, we had to agree that
it was simpler from the point of view of general tux administration,
and that u&though it might not give quite as strong n shot, in the arm
to growth in the country ns the original proposul, it would still give
a shot in the arm, and that is one of our our main oi)jec(;ives, one of the
main things that woe think will come from it,

So, therefore, we have accopted that change, and we now support
tha nerogs-the-honrd concept,

Senator McCanrny, Do you have an estimate as to how much of o
stimulant to investment might result from this, how much more in-
vestment would you get within, say, o b-year period than——-

Seerot MY Duron. T think one of the best examples wag that which
was given by a witness for o utility company here, who said that for
overy dollar that they received through reduction in taxes through the
investient m'c(lit2 they would invest $2 of their own,

So, on that bagis, you would have a stimulation of about $4 bhillion
or $1,360 million from the credit, and $2.7 billion from their own
nmoney, their own money that would go into investinent that would
otherwise not. go.

I do not know whether it would be that big, but certainly we feel it
would be substantial. I would say somewhere in the area of between
$2.5 and $4 billion would hen fuir guess,

Senator McCanriy, My second question ig, do you intend to continue
this as o permanent part of the tax structure?

Secretary Dinron, We do feel it should be a permanent part of the

‘tax structure to promote growth in investment, so we can gradually
dovelop a better ratio of mvestment to GNP, and also, and very im-
portant, so that we can stay competitive with all the other industrial
countries of the world, all of which give investment incentives of one
form or another. We think this is the cheapest and the best and the
most equitable way, and the least disturbing to general price levels.

Senafor McCarriry. One other question: What would be the Treas-
ury’s attitude—you need not answer that now—but suppose your
original proposition or, perhaps, the 15-percent investment credit ap-
plied according to the provisions of the House bill, run only in those
areas which ave called distressed areas. It is a fact that the area
redevelopment program is not proving itself adequate to reslly stimu-
late any kind of massive effort, in these areas. 05}‘herc is a possibility
that the investment credit will be of ome significance and might en-
courage large corporations to establish plants in some of these areas.

Secretary Dirton. That is a very appealing concept, Senator.

The only problem with it is, aan I think that is something that the
committee would want to consider, and we all would—it raises the
spectre of what has been called runaway plants. I think you would
have in mind some new plant or new industry there rather than on
that was taken away from some other area that needed it.

If it was possible so to limit it so that that would be the effect, I do
not see that there would be any problem with it at all. But I think
it would need some careful consideration for that reason.
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Senntor MoCawrny, T this aren redevelopment is gonerally in
places where plants have just run away, I think we might. just run
them baek in again,

1 thank the Seerstavy,

Senator Gons, The Senator from Delaware,

Senator Winntams, Mro Seeretaryy in your prepared statement yos-
torday, 1 noticed you commented on eight seetions of the billy but yon
did not comment on sections 3, by 6, 7, 8, 9, 10, 11, 12, 17, 18, and 21,

Is tho committee to mssume that the Preasury Dopaurtment. makes
no further vecemmendantions in conneetion with these other sections or
that yowapprove them as they ared

Seeretary Dinyon, No further substantive vecommendations,

That does not mean that in exeeutivo session wo will not. diseuss
some of the testimony, or that, we wonld not. by prepured to nceopt
technieal amendments in thess various arens, hut. wo did not. think
they were important enougth to raiso b this time,

As 1 sadd vight in the beginning of my statement, these changoes
which T listed were those that seemed to us to bo elearly ealled for.
I went on to say that andoubtedly further diseussion in exeeutive
session will revenl other ways in which the bill can be improved,

Senator Winnams, In the event that the committes did not aceapt;
any of your recommandations of yesterday or any of your earlior
recommendations but decided to aet on the bill as it was passed by the
Houso of Representatives, would you go anlong with the bill as it
passed the House of Ropresentatives or do you think it should not pass
wnless it is modified ?

Secvetary Diron. Not cortninly, as the President snid, and ag [
said in my eavlier statement, the billy as passed by the TTouse of Repre-
sentatives, is a_good bill and goes a long way to nchiove our objectives.

But T do think that the testimony cortainly showed that there are
aveas in which this bill ean and should be improved, and we would
assume that that would be what happened.

Senator Wintrass, I just wom‘mnd in the event there were no
changes made in the bill you would still endorse the bill as it passed
the House of Representatives; is that correct

Seervetary Dinron. Rather than have no bill, that is corvect. Wo
might thon. come back another year and say that there wers certain
other changes in the tax code that could and should be made.

Senator Wirrtams. T noticed in today’s Washington Star, based
upon a speech which was made down in Hot Springs, T think it is the
one delivered for you, that they have announced that there is going
to be a change in Bulletin T that will amount to one and a quarter
billion dollars in tax reduction.

Seeretary Divron. No figure was given down there. That figure is
probably just put in by the press hecause that is the figure we gen-
erally have been thinking about. As I saw the text of what I would
have given out, there were no figures given at all,

Senator Wirtams. What would you estimate the savings to be?

Secretary DinroN. We do not estimate them as yet because we have
not. completed our work on the actual figures of shortened lives, but
I would not be surprised if it came to that amount. But I just am not
in a position to estimate.

[ —
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Sonntot Wirsiass, When will that schedula I bo availublo that the'
conmmittee could seo it. C L

Secretary Dinnon, 1t will he prepared, and we will bo getting ready
to issue ity wo hope, by the mu‘ of June, and in no event lnter than
the latter purt of July, We are working as fast as we cun,

T'he problem is that n grent. many of the individuals who have to
]w:(])lrk on it ure also the same individuals who work on the present tax
il

Wo do not. have a large staft in the Treasury, and it depends some-
what on the course of events here,

Soenutor Winniass, Do you consider that the modifications of sched-
ulo Iy ns heing an important part. of the administrations overall change
in depreciation thut 18 to be considered in connection with your invest-
ment, eredit proposnls ¢

Seeretury Dinton. 1 think it is o very important part.  'We have
always tnlked about our proposals publicly ag two-pronged proposals,
I think thut i the way T deseribed it in my initinll statement, heve on,
April 2. We will do what we cau to modify and update Bulletin I,
But then clearly that is not enough to make our provisions for de--
precintion competitive with those in other countries, not enough to
wive us the growth we need in now capital investment.  So, therefore,
wo feel that further incentive ig necegsary, and that is the reavon
for the other prong, the investment credit prong,.

Sonator Winniams., T am in complete agreement with the fact that
you are muking some changes in schedule I, and T congratulate you
on that point.  But I am wondering if it wondd' novhielp the com-
mitteo if wo counld get some iden as to what changes were being made
in schedule F in order that. wo can make an appraisal of yonr other
reconnnendations in conneetion with deprecintion.  They shonld be
considered together, don’t you think? They are a part of each other,

Secretury Dinton, What we have done—-and w‘wr(e this figure, I
think, cume from—-is we figured that if the same degree of reduction
that was applied in the case of textiles was applied across the board,
wo would comoe out with a figura of abont, thig hillion and a guarter,
and T think that is about as far ag we will be able to go for some time.

I do not think that is at all out of line. T think it is a pretty fair
estimate, -

Senator Wirniams, Porhaps you misunderstood me. T did not mean
to get. the estimate necessarily.

Secretary Dinron, No,

Soenator Wirnrams, T just wondered if it would not help the com-
mittee to have, if we could see, schedule ¥ being vevised so we can
consider it, because I am sure that in making your recommendation
for a revision you took into consideration your recommended invest-
ment. credit.

Secrotary Dinron. That is right.

Senator WiLtianms. And as we consider the investment credit or
any change in depreciation, we likewise should take into consideration
what changes may be contemplated or maybe are going to made in
schedule F.

Secretary - DiLoN. We did not take the investment. credit at. all into
account in the revisions in Bulletin F. We felt in the changes in Bul-
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lotin I wa showld go the maxhnum way possible to belng Hves up to
dute, so that Hves would reflect the current sltuntion,

What was montloned todny und what you huve seon, was the state-
mont I was going to mako mysolf, which My, Towlor made for me,
and of whish coples, of course, will bo uvallable Tor the commitien.
Thin i o rather detailed deseription, of whnt wo ure planning in the
way of admintutrative revistons, which will pive wmueh grenter cor-
tuinty to the deprecintion proveds, and whivh wil remove the neees-
sity for M‘gi\mmnt with fndividunl agents,  Wo thinle it i vory im-
portant and n major ehnnge, but it Ting nothing to do with the fo-
voatment, eredit,

aving done that, and having looked nt all the faets wo have got,
and the studios of englineers, 16 iy peefectly clone that. whatever {he
change in Bver that wo enn make, will not. be enough to make our
deprevintion praetioes fully compotitive with or equal to thos of
foreipn countifes, 1 aubmitted some tables which showed that in
my ovigrinal testimony, and that iy why wo usked for the nvestiment
oredit,

Sortainly you will huve availuble this stutement swhich was mado
in my name today, One of the parposes for mnking that was not
only to axsure industey that, contrary to some of the ramors that had
been going avound, we were st working haed at this, but nlso to ot
into the publie ronim the peneral lines of this change #o that the com-
mittea would have it when they were congidering this hill,

Tt g @ rathor detailed doscvi‘\tion, and I think it will ho nvailable,

(‘Thostatement referred to follows?)

{Dellvered by Under Seeretavy of the Mroanuey Heney 11, Fowter)

ENCERPT FROM REMARRR OF HON, DOUGRLAS DILLON, BEORETARY OF T1tR 'I'MEABURY,
Brrors THE Business Councu, Hor Reninay, VA, May 11, 1002

The admintstration’s program of depreciation reform involves two anpects -
the fnvestinent eredit and the rovision, by administrative netion, of deprectation
guldelines,

There Iz weneral agreoment in thig countey today concerning the urgent need
o Hberalize our tax treatinent of deprectation to put it on a reatintle bakis,  "'ho
administration cleavly recognised thix need from s earliest dnys and, butlitng
on studies ndtiated by my predecessor, Seeretary Andevson, the ‘Urensury has
nwoved ahead as rapldly as possible with a thoroughgoing revision of our ad-
ministrative guidelines for depreciation. Our work Is now In its final stages and
‘{m expeet to announce the new gulcelines late next month or in July at the
atest,

The new suggested depreciable lves for the assets uged by Amoriean industry
will be sianificantly shorter, on the average, than those now preserthed by
Internal Revenua,  In addition, and equally Important, the new guidelines and
the standanrds used in their applieation will be designed to achieve three major
ohiectives: ’

First, simplicity—for the taxpayer and the tax administrators,

Sacond, obhjectivity—to minimize contraversy about depreciation schedules,

Thind, uniformity—to assure evenhanded application of the new rules to all
bhusinesspx ju similar ciccumstances, regardless of thelr location or which revenue
ayent they deal with,

T do not need to spell out for this audience the long history of disputes be-
tween the Government and business taxpayers concerning proper determination
of depreciable Hves. These disputes. which frequently have heen prolonged and
<ometimes have required resort to the courts, were in “rge part made inevitable
tr the fact that Internal Revenue agents have had toa use as their gulde for
Agmasiotion allowances a bulletin pablished 20 years ago and never since
modified.

- ————
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Our new guldelines, aind the ralings which with spell out the mantier in which
thoy o to be upplied, nre deslgned to bring to an eid this debate, piporwork,
Al controveray,

Mo now guldoline tives will in the vast mujority of cason be slgniflicantly
whortor thidh those set forth in Bultetin 10, Tn no cuso will they b longer, Ba-
ARUBO Sy (e nto nlrendy following fastor depreciation sehiedules than those
wel forth i Bultethie 10, the reduetion from the Hyes now aetiually In uso will, of
corese, bo losn than the reduction from Bullotin ¥ slandnrds, Bt for o sube
stantinl mndorlty of faxpayors, o of the new guldeline Hves will reault In
tneeensed deprecintlon nlfownnees,

Al taxpayors et mo repent that--cil texpuyers will, an o inattor of right,
wid without question by nny Yevento sigont, he porinlited to ust the now de.
preclution thnetabled fin prepuring tielr tax rotuens for the carrent yoar, ho
b guddelines will, of courde, apply (o muchingry and equipinont wirendy in
tne ts Well e tsgots neguired subseguently,

Pho fundnmetal concept whleh undertles our depreclution roviston 1s a hollef
that depreciation should bo reudstie,  Our new guldelnes nre rooted yu rontity §
wxluting and prospectivo rates of chiungo In techinology, tn ecottone obsolescence,
A i Induatey veplneement, peacticen,

Hut the new guldelines and rotings will seek to aclilove more than o mere
recogiition of proxent-duy rentition, ''hey wHi be deslgned (o mnnke purve tliat, our
tnx standnrds do not constitate o burefer agalust rmovenment toward oven moro
rupld roplacemont, polfelog ot the pavt of fndustry,

Any business thad hg alvendy demoristegted the approprinteness of its use of
deprecinble Hives which nro shorter thin those set forti in the new guldelines,
will bo allowed to continue to use them,  Internnl Rovemie will not challonge
thesy depreclntion deduetlony vulens - by an objective, arithinet{ienl standard,
whieh witt be spetled out In the Rovenue raling there §s g elegy and convinelng
Daly for sueh adjustinont,  Phig standard wo cudl the reserve riatlo and e will
bo based on the relutionshlp of dopreclution resorves to depreciable anscts,

I'ho tso of diteh an objective standard s, 0f course, one of the most gignificant
0f the many meaningful changes wo nro saking,  Ad long ng the deprecigtion
reserved of a8 husitieny do not becomno tnordinately high fn comparison to aasets,
the lives used by tho bustuess witl tiot bo subject to chiallenge at any time,
Whaothoer the reserves becomo unrensonibly high will be easlly axcertuinable
from tables which tuke into nccount the method of depreciation being vuked by the
bhusiness and the rato of growth of ity doprectithlo assets, The tables will provide
for floxibility, u rangoe of allowable fluctuntions fn deprecistion reserves, The
ratlo of dopreclation reserves to depreelublo assets will be consddered too high
only after actual replacemont practices have lagged substantially behind the
depracinble Hves belng used for tax purposes, How high is too high? This algo
‘will be gpelled ont in fho ruling,

For u business which shifty ity depreciation timetables only to, but not below,
the now guldelino standards, s long pertod of time will be allowed before use
-0f the guldelines will be challenged., Only It ity depreclation reserve ratio provey
1t s not, In fact, replacing equipment ag raptdly as it elafms for tax purposes,
‘will mlf (question be raised by Internal Revenue. If a business can demonstrate
‘that it {8 moving toward replacement practices in keeping with its use of the new
guldelnes, it may be allowed the Tength of an entfre replacement cycle to actually
reach that sehedule. The fact that such a shift toward more rapid replacement
‘policy 18 underway will have to be demonstrated, however, within a few years.

For those who wish to move for the first time below the new guidelines, or to
reduee further an already helow-guldeliue schedule, a look at the current depre-
-clatlon reserve ratio will Indicate imnmediately whether Internal Revenue might
-question this change on audit. In some such cases, a move toward shorter der
preclable lives may nevertheless be permitted, despite the fact that the reserve
ratlo test would geem to indicatoe the shift is not warranted. Such a decision
would, of course, be o matter of Jjudgment on the part of the Internal Revenune
Hervice, nlthough-certain additional criteria for exceptional freatment will be
-developed. But note that our one probable resort to standards other than those
specifled in the rulings can work only in favor of the taxpayer.

We believe that our new guidelines and rulings will greatly diminish the area
-of dispute between taxpayers and the Government over depreciation.

But this is not all. In the future, whenever application of the reserve ratio
‘best indicates that a business should be shifted to the use of longer depreciable
lives, there will be no penalty attached. The lives will be lengthened only to
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correspond- to the actual replacement practices of that, bustness.  Penally rates
will beeotie only an unplensant memorvy.

Our new depreciation guidelines will also be vastly simpler than those sot
forth in Bulletin I, 1n place of the more than 5,000 individual ftems of plant
and equipmont presently Huted in Bulletin 17, there will be substituted broad
categories of ussetr for which an average lto wiil be prescribed. ‘Paxpayoers
may, it they wish, shift thelr own deprecintion necounts to conform to the eate-
gorley wot forth in the new gatdelines, but they will not be required to do this,
Ho long as tho taxpayer's ovorall deprecintion account. is In conformfty with the
guldeline tfe established for that class of assets, the individunl ftem lives used
by the taxpayer will remain unchallenged,

This move to a broad category appronch to depreclation will also, we belleve,
climinate contrvoveray hetween Internal Revenue and business taxpayers. The
clagg approach we are working on x4 designed for stwiplicity,  For most, Indus-
triow, o single elass life will be established covering all machinery and equipment
used fn production.  Itemas in general use, such as offlee equipment. and furnish-
ings, automobiles nnd teaeks, will bo coverad in separate guldeline classes to bo
wsed by all industries,

Bulldings are a speeial ease,  As you are nwarve, the {ax bhill now pending
before the Congresr contadng a section providing for corveel tax trenfmoent, as
ordinary income, of gainz vealized on the sale of deprectable machinery and
cquipment. By clostng the existing loophole in taxation of {hese gains, the
logixlation provides the safegunrds necesaary {o permit our planned shift to more
Hberal and flexible treatment of depreciation of such propevty.  But (he leglsin-
tion doex not, al present, contain a stmilar provision applicable to bulldings, I
would be less than candid, therefore, if 1 did not. tell you that we are not now
contemplating a reviston of Bulletin 10 so far as bulldings ave concerned.  If,
however, the Congress enacts leglstution elosing existing loopholes in the tax
treatmoent of depreciable real estate, Bulletin 18 revistons covering hulldings wiil
follow. ,

Our deprecintion revision as a whole will, indeed be meaningful to Amerlean
industey and to the entive American cconomy,  Can anyone any longer doubt this?

Depreciation revision hag proved to be a monumental {ask--- vequiring long
hours of work over n period of many months on the part of the most skilled
cconomists, lawyers, engineers, and accountante at the command of the Treasury
and the Internal Revenue Service. It also, as many of you know at flrst hand,
is requiring nuntberless consultations with Industry teehniciansg and manage-
ment,

Rut we will not consider the Job done when we have published our new guide-
lines and rulings.  We know that in such an enormous undertaking, some errors
of fact. or judgment are perhaps tnevitable, and we will be responsive to Industries
or taxpayers who demonstrate the existence of such errors,

In addition, depreclation reform is, almost by definition, a job which is never
done once and for all.  These new standards will indeed, anad for the first time,
take into account not only past but anticipated ob=olescence. But what ahout the
technological breakthroughs which lie just beyond the ones we can now glimpse
over the horizon, We do not know what they will be, but we do know that they
will be. Periodic review and revision of our guldelines will, therefore, be
essential if onr deprecintion policies are to keep pace with the changing world,
Such review and vevision is planned, for we must never again allow our tax
practices to fall behind our industrial practices.

Senator Wirntams. T want it clear that T am not finding fault with
the statement, and I am glad it has been issued, and T am glad we
are that near getting a revision of Schedule I, and I agree fully that
regardless of what action the committee may decide to take on invest-
ment.credit it is important that Schedule F be modernized.

Secretary DiroN. Right.

Senator WnLrams. But I think it would be helpful, it would help
all of us in making our determination on revision of this if we could
see that revision as at early a date as possible.

Secretary DirroN. Wearenot tryingto hide anything.

Senator WiLLiams., I knowyouarenot. -

Secretary Dinron. We just do not have it ready.

- -
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Sonntor Winniams, 1 just. wonder when you might have it ready.

Seeretary Dinron. 1 gnid in the Jatter purt of June or if we are
delayed sometime in July.

Soenator Winniams, As 1 understand it, the administration does not
approve of the section of the bill which was put in by the Iouse, the
purpose of which was to redefine the maner in which lobbying expenses
cnn be dedueted ; is that corrveet.?

Secretary Diton. We do not. approve of that section which, for
the first, time, by lew states that o portion of lobbying expenses can be
deductod.

Senator Winniasms, Now, if that section were deleted, then under
oxisting law, how would you define lobbying expenses as being
deductible,

Seeretary Dinron. Lobbying expeuses under existing law are not,
deductiblo,

Senntor Winraams, None whatevoer?

Secretary Dinnon. None whatever,

Sonator Winniams, I noticed an article which appeared in the
Washington Post under date of April 2, and 1 am quoting from this
article:

The Kennedy administration has lned up, at Httle cost, an array of high-
priced talent 1o help promote tarviff-cutting leglslation,

Three executlves, borrowed from industry, are devotlng full time to the
enlistment of public support for the controversial trade expanston program.
T'hey are being paid by thelr private employers while working at the Iixecutive
Office Bullding, next to the White House,

It went on to say that it is not costing the Government any
money.

Now, would the employers of those men who are devoting their time
to lobbying to this extent. be in n-position to deduct their saluries as
a business expense under existing law?

Secretar i)lbL()N. If they are full-time——

Senator Winriams., Salaries.

Secretary Dinron, If their full time was clearly devoted to Jobby-
ing, I think there might be some doubt about that. I just do not
know.

Senator Wirriams. In this instance it described these employees,
and it said they were setting up offices, adjoining officés, next to the
White House, and nppurentFy t}ley would not be devoting much time
to their businesses.

Now, this happens to be a program with which I am inclined to be
in agreement, and all that. But the fact that we are in agreement with
or not in agreement would not change that.

Secretary Dirron. No, it should not change that at all. T am not
sure of the accuracy of that story. But certainly I would think that
any businessinan who spent his full time lobbying, his salary would
nog be deductible, no matter what he was lobbying for.

Senator WiLriams. Ancl you would suggest that the salaries of
these men, while they are in this official capacity, even though paid by
the company, would not be deducted as an expense item; is that
correct ?

Secretary. DiLroN. I am not sure there are any such.people, and I
do not. know what the facts are. But certainly the Interna{, Revenue

82190—-62—pt. 10——10
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wonld look at it in aecordunce with the law, and it should, ‘L'hove is
not any kind of good lobbying which is difforent from bad lobbying,
80 [ ean soo no rend problem tho,

Sonntor Wintaass, Just, for your information, 1 will put thoe wrticlo
an it appenred in the Post in the record, and wonld you subimit to the
mmnnit}un latar  roport an to whother or not the neticle is corroot and,
it voy just how it would be intorproted so that we will know in similer
citeumatunees the manner in which that would bo taken enre of,

Seoretavy Duvon, 1t may bo that these individuals nee not engaged
in lobbying, The question of deduetibility is primarvily o question of
what is “lobhying.”

“Lobbying® is, by privato individunls ov companios ov ovgenizations,
providing information, coming up hove, talking to conmmitiees, tnlle
ing to Mombors of Clongress, and so torth, T would bo glnd to make
nostudy of this, nnd we will see if theso poople really wore lobbying.
I would doubt it very much, but T will ho glad to answor your question,

{'Uhe artielo weferved to followat)

Lieom the Warhington (D.O) Loxt, Apy, 2, 1004)
TAntEe-Uur PROMOTION 'TEAM CHOBRN
(BY M'rank Cormter)

The Kennedy admintsteation han lined up, ot Hitte cont, an areay of high-priced
talent to help promoto taetf-catting toglstntion,

Three exceutives, borrowed from dustey, ave dovoting full timo to the entiat-
ment of public support for the controverstal frade expanston program, Thoy nro
being paid by thete private employers while working at the Iixocutive Oflteo
Building, next to the White Houre.

In addition, four public relations firms nve doing volunteer work, without pay,
from the Qovernment,  Some of these fiems, loeated In Now York, Chicago, Now
Ortoany, and San Franviseo, have clieat corporations which favor the nwwasure,

Carl Taovin, a vice prestdent of Schenloy Industries, Tne, i3 divector of tho
operation, e satd yesterday in an interviow that i\!s office has no ofllelal
destpnation, :

The trade bill s one of the most complex ftems awatting actlion at the eurrent
sessfon of Congress, It would authorize reciprocal f0-percent tariff cuta with
the Ruropean Common Market.  Algo, it would allow the gradual elimination of
tarify on a lHmited number of tndustrial goods,

Senator Witurams. Do I understand that industry, perhaps, could
still even wnder existing law deduct the expenses of their employees
engaged in promoting or opposing pending logislation as long as they
do not. come before Members of Congress, but just:

Sceretary Diwron. Not if they are engaged in lobbying. As you
know, during the war, and in past times, there have been people who
have worked for the Government for nothing, and who received com-
pensation from their companies. As a matter of policr now that is
not done anynore.

Senator Wirrraxs. Of course, this article, which T have put in the
reeord, clearly states it is for the promotion of the President’s tarvift
proposal.

Secretary Ditrox. Yes. T do mnot believe evorything I read in
the newspapers, but I will be glad to look into this and give you a
full answer.

Senator McCarrny. If the Senator will yicld to me, I have a perti-
nent question. Is there any way in which we can estimate whether
the expenses of junior executives who instead of going to the ocean
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or the mountaing speud ell their vaentions working in the cumpuign
hondquurtorsd

Soecrotury Dinron, No, not that T know of, T think they would be
allowed to uss their vacation any wiy thoy - vanted,

Honwtor McCaneny, ‘Lhoy might sven lobby during their vacation,

Sonntor Winniass, ‘T'he veason the Henwtor from -«

Hocrotnry Dinton, Tt s o Hittle abstrase for me,

Sonator (ons, 16 is o littlo date in the duy, [ Laughtor.]

“Honutor Wintrams, 'The venson [ raised that question in all serious-
moss in, I think, that wo hewr a lot about lobbying, and 1 think we
romotimes fall to recognize that our Govornment wad set up to operate
on o aystom of lobbying, '

L menn, now in Rawgin the peoplo who disngres with the legislative
program do not poetition their people. Ilevs people have n right to
potition their Goyvernment,

Socrotary Dinron. Wo are all for that,  'We nre not. against lobby-
ing,  Wo think lobbying is fine, the more of it tho bétter, fmcuumx then
the represontatives of t{fo pcsopiu know what the country wants, We
nro only snying that the Government should not. pry for it,

Sonntor Winntass, Porhaps they should not, but I think in man;
of theso matters of Jogislutive programns, for indtance, this tax bill,
wo hava bofore us, that. vitelly affects the interests of business groups,
I think they very properly come hefors us and very properly employ
talont to prosent thoir casos. It in constructive both from our stand-
point as Mémbers of Congress and from the standpoint of the admin-
wstration, ind T am sure you agree with that, ‘ '

Secretary DinnonN, And they deduct their expenses quite properly.
"That i4 not lobbying, ~“What they do is to go ont and hire a lnwyer,
quite properly, to study a bill, and to advise them as to what the
offect of the bill is, and whiat all thieir problems would be with it. e
sonds them & big i)il], ‘wnd thiy pay it, and it is deductible,

The only thing we are talking about as lobb‘ying is you using that
hiformation to comé down here and try to influence Congress.

Senator Wirrtams, I am just trying to ;fet it clear, and that is the
rveason I raised the point of these’individuals here because, ns I under-
stand it, their purpose was tr;!l)rom'ofe the passage of the trade act, and
that is the wiy it was deseribed, R '

Secretary Dinton: We will look into this particulay thing and give
you 4 legal memorandum-onit,. - .-

(The legal memorandum referred to is to be submitted directly to
Senator Williams.) ©+ -~ © -~

Senator Wirriams. T am not objecting to what-they are trying to
«do, and T -may well be supporting their objective. But that js imma-
terial. Whether the administration or I agree with what they do or
disagree should in no way influence the deductibility. -

‘Secretary Dinron. Youware absolutely right.

Senator Wirrnrams., Assuming that this change in Schedule T
amounts to-$134 billion savings in 1962, and I might say T am in
favor of .a change.in Schedule ¥, but the adoption of the imnvestment
credit is $1.4 billion, I understand, and that would be about 4 $2.6 bil-
Tion reduction in taxes for the American corporations in-this year, if
the two proposals are put into effect ; is that correct ? :
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Soorotary Diton, 18 they nve put inte offoct an you desevibe them,
that would be the ead vesult,

But we dosxpeot that an s vesnlt of that, there would be w sibstantinl
tnevenae fn inveatment and in business and thaty In tweny wonld fnevonse
the tax vocetpts from A merlean busdness,

SNonator Winniasa, In yenva to comef

Foovetary Diaon, Not thin yenee Actunlly we had expeoted that.
the inventment evadit might e enneted romewhat enelior and with
aomewhat lest controverny, to U thinke that: we will nat got ne mueh
athdation thin partionlar yonr out of it as wo might %mvn under
ather elronmstances,

Ronator Wundans, Bt the comblned offect of the two would he
abont about 2.6 billjon thia yonr?

Seorotary Duaong That i the groes effeot,

Sonator Wagaaa, The mwm(’

Reorotavry Diaon, YVeso D menn, you ean take the anawoer, for in-
staneo, of the United Statos Mtoo) Cog whieh mld that every penny
thay ot T extrn woney thay would tnmedintely wie to Jnvosd iy fur
thovmedornization, and that dweovtaindy teae i many bunbnesie,

No L think a gvoat paet of this would bmediately and vory pldly
&6 back into the businesa How,  Whoether it wounld thin calander yonr
ar not may be questionable, hovanse the further along we got. In the
yoar the tewst Hkoly thowe s to be time for companien to chauge their
plansand to make ondevaand to got thoxe ovdera delivered,

Sa 1 think yon ave quite vight in thinking that probably there wonld
be loss veduetion in vevoenue eost than we thonght oviginally,

Semator Winaaama, And the theory behind thin recommendation,
as ¥ gat it s that it would accolerate the economy and therohy henefit
all the peaple ara whole,

Seoevetary oy, Tt most cortainly would,

Renator Winatanms, You would not eall this the teivkle dewn theory,
would youn ?

Keeretary Puxox, Ne, not at all,. That s not the idea at all, Thin
would by new arders accelorate the economy and put more people to
work, and the general vesult wonld bo exactly the same as would be
achieved by inoreasing the demand for consumer goods,  You increnso
the demand for any kind of goods and you inevease business, Thig
Just inoreages the demand for one partionlar kind of goods,

Senator Winrxams, In other words, the benefits would trickle down
toall the peaple,

Senator Gowre. T think it is a little late in the day for this kind of o
needle. [Laughton]

Senator Wirtraus, T just thought we were establishing the fact
that this weuld not be kept for the bonefit of just the group that
get the tax reduetion but would go to all the people.

Seeretary Diaaox, Certainly, if that is the question, Tt cortainly
wonld not be a benefit just for business,

Senator Waaaams, However vou put it. Tt would trickle down,

Socrotary Daox, The money wonld be used for salaries and fur-
ther employment and consumption, and it would generally help the
economy and increase our gross national product. by several billions of
doliars more than the amount of the credit.
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~ Menntor Wintaasn, Whethor you enll i frdelido down or what it
e
Meeratney Donton, T ostiinnbtss the weonmny id would reduos
nnemployiment,

Menntor Clons, Y oncwonld nob enlt it pereolnta upy would yont

Honwtor Wintaasms, Wall, no, heeims we do not staet at the bottom,
Wa st with thisg s bitlon which wonld be lmt i the Amerienn
Induntey and then swe will sldp the words tedelde down and supposs
Wt HILY Heop,

SMamtor MeCarrny, 'The worst, thing about ity John, s that, you e
st dning Kl Muex" evitielsin of the aupitabistic system g s it vigh,
My, Mocvotnrey ¢ | Loughton, |

Sonntor Wintaaarn, Me Meoretary, mnny of the questions which 1
Intended to pule have hean asled, um‘rl oxpect o cottple of times, 1 s
vory mueh htersdoed in seetion 138, bat U think many of those points
hive heen covered, nnd 1 i not ;w}ng to beluhor then liere now,

Bt an Danderstand ity one of the provisions of s il was to bregle
up theso=entled tnx hinvens,

Mearotary Dugon, Yen Flhint, was one of Hie i jor ohjectives,

Sonntor Winnoass, Phat was your objeetfve,

Soeratary Digon, And It hanTeen all along,

Senntor Windaams, 1 just. snw your vecomtendnt fong yestarday for
the fleat thme and 1 have vot ind w chanes venlly ta anslyze then
vol but, nn L undoerstand ity they exempted from wny provigions of the
hill the Commonwerlth of Puirio Wieo, the Vivgin Islunds or other
posserrlons g v that coreeet ?

Seoretnry Dinton, Puerto Rico and the Vivgin Islands would be
oxompted from the provisions of wections 13 and 16,

Honntor Winniass, Seetions 18 and 16 is what I inean,

Does that, mean that, the administyation considers that there are
no tnx haven honeflts in these aveas presently under existing law?

Noerotary Duson, 'There are none in Puatto Rico as of the motment,
and the aerto Ricun Government. is resolutely opposed to the estabs-
likhmont, of Puerto Rico ns n tux haven, I (hink t’mf; this exemption
could ho go deawn, with the full cooperation of the Puerto Rican
Government, thit it would :t][zply only to manufacturing in Puerto
Rico, und to hotels in Puerto Rico, as they are interested in the tourist
business,  So there would not be any tax haven effect,

Wa are very conseious of that, and it is not, our iden to open up any
tax haven possibility there, and we have discussed this with the Puerto
Rican Government, and they are in full accord with this objective, and
there nre not any tax haven operationa thers now.

Sonator Winrrams, T am not passing any comment on if.

Seoretary Dirron, I veally wanted to make those faets elear in case
thoy would bo misunderstood,

Sonator Wirnrams, Would what you say be applicable to the Virgin
Tslands, as well ¢

Sceretary Dinron, I think it would in general be a »yplimhle there
as well,  Certainly there is willingness to eooperate, \k e would draw
the law in the same way so that it would not make it practical or pos-
sible to have o tax haven there,
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Sonoator Winrrams, lu it your intention, when you said you would
oxolude them, that it would be drawn in such & way that it would not
mako it possible

Secrotary Diton, Yes. It would bo only for manufacturing opora-
tions and hotels and things of that nature, s0 they wore t.reutmﬁts part
of the United States, which thoy are,

Sonator Winrianms, T uoticed the other day ngein  nowspaper story,
but 1 checked it furthor and found it was correct, that in the islands
thoy had granted the Iavvey Aluminum Co, tax exemyp-ion or rebuto
forsoveral years,

I just wondored under what cireumstances they could do that now
because appavently part of tho manufacturing faeilitios will be con-
ducted in the islands but, as I understand it, the {inished produets are
boing moved ovor to the mainland and processed further, and 1 just
wondored if that is somothing which needs oxamination or are you
familinr with that ¥

Seoretary DinroN. Wo are not familine with that particular (hing,
but. theve is a problem with Puerto Rico which we have been working
on over the past year or two, and 1 think woe avre coming to a satis-
factory conelusion,

11 something is made in Puerto Rico and then shipped to the United
States and furthor processed or sold by an integrated company, wo
do not want to tax the fair proportion of the profit that is made in
Puarto Rico, but. neither do wo want to allow the compuny to trans-
{or to Puerto Rico somo of the profit that venlly inures to the oporn-
tion in the United States.

So thero is & valuation problem when those sales or transfers arve
made, which has been in oxistence for some time., We do think we
are {ully on top of it, and that it isno longer n serious problom. But it
is & question of valuation which we have to do separately in each case,
depending on the industry, '

Senator Wirnrams., Welly if I vecall corvectly, I think that situntion
was in the Virgin Islands, rather than in Puerto Rico, but the snme
thing is true.

Secretary Dinron. The big advantage here, as compared to the for-
oign operations is that we ?mve. the full cooperation of the Puerto
Rican government and the government of the Virgin Islands. Weo
know what the problem is on all sides, and we have all the figures,
which is just what we do not have when dealing with tax havens
abroad.

Senator Wiiriams. I understood in this particular case they are
guaranteed a refund of all Federal income tax liability for, I believe
1t was, 14 years. .

Secretary Dirron. It might well be. Puerto Rico collects its own
taxes and uses them locally rather than sending them to the United
States. T am not familiar with our tax arrangements with the Virgin
Islands; it may well be the same.

I can well imagine that they might feel it was to their advantage
to give special tax rebates to get large industry established which
would mean employment and funds and so forth.

This is certainly important in the Virgin Islands, in an arvea so
small that if a big investment like this aluminum one went through,
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thoro probably would not be much room for any other big company,.
becuuso thore are literally just o very fow ncres on each inland.

Senator Wirriams, But I would appreciate it if you would check
into that particulnr case, so that when we go into executive session
wo will have that before us, the benofit of that experience. .

Seeretury Dirron, I am informed the Virgin Island law permits
rebates of their taxes (o certain m')m&)mmm under u stntute that was
enncted by the Congress of the United States about £ years afgp which
is, I supposo, for the purpose of helping development of this small
possession of ours, and gives this special authority.

Sonator Wuniass, Yes. ) ) )

I was not questioning the legality, ull of these things wore being
donoe under the permission of lnws which were enacted.

Secretary Dinron, Apparently it is o new law which Congresy just
passed for this purpose, _ )

Senator Winpiass, Sometimes now laws open loopholes even wider.,
Wo tried to close what we thought at that, time were some of the loop-
holes, and maybe this does not need closing, but, this particular point
was Joft open, )

1 do not suy that it is wrong but I wish you would study it and
reports '

Seeretary Dinron. We will be glad to ;fet, a full roport,
~ Senator Wirriams, If T recall corvectly, that was a provision which
1 was sponsoring to close a loophole, but. ! think we should examine it
further, and I would like to have o detailed veport. I raise it, for our
information later.

('The report veferred to follows :)

MAY 17, 1002,
Hon, Joux J, WILLIAMS,
U.8. Scnate, i :

Washington, D.O, .
Drar 8ENATOR WiInniaMs: This is in response to your question at the hearing
Priday, May 11, 1042, on whether the Virgin Islands could be used as a tax haven,
You were concerned in particulay about Harvey Alumina Virgin Islands, Inc, a
Virgin Islandg corporation which 18 a wholly owned subsidiary of Iarvey Aluni-
num, a domestie corporation. The subsidiary has entered a contract with the
Virgin Islands under which the inducements, such as free land, and exemptlon
from real estate tax, commonly offered by local governments in the United States
are granted. 'One of the additional inducements granted by the Virgin Islands is

- a subsidy based on income tax liability,

In general, the Virgin Islands taxes corporations created in the Virgin Islands
at full Internal Revenue Code rates on the income from all gources, Under
section 934, added in 1960, however, the Virgin Islands may grant subsidies
based on the tax llability of a Virgin Islands corporation 80 percent of whose
gross-income is8 from sources within the Virgin Islands and 650 percent of whose
gross income is from the actlve conduct of a trade or business in the Virgin

Islands. Although.section 934 in itself would not preclude all tax haven opera-
tions, Virgin Islands law provides that the subsidy based on income tax liability
can be granted only with respect to income from the constructfon, ownership, or
operation of new housing projects, factory bulldings or hotels. In the case of the
Harvey Aluminumn subsidiary a nontaxable subsidy equal to 75 percent of the
income tax liability over a perlod of 16 years is granted on the condition that the
subsidiary construct and operate a plant costing $156 million and produce at 50,000
tons of alumina from bauxite ore.

Such substantial production is not considered a tax-haven operation in the case
of foreign countries even though the country in which the production takes place
grants special write-offs, or reduced rates. Such operations in foreign countries
would continue to obtain deferral under H.R. 10650. The Virgin Islands incen-
tive program is comparable to those provided by many forelgn countries.
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A problom will eatst, however, tn making cortain that the prices pald by the
Aomentle parent covpe ntion to the subsridiney for nlundnn 1o ho farther procesrad
fn the United Steces will not shift to the Viegin slands ieome whicl fa proporly
atteibutable to thoe Untted States,  Chis problom, fust an in the care of teanmes
tlona botwesan othier velated domestle and relnted foreign covporationg, witl be
dealt with wndoer the anmondmends to seetton 482 mndoe by sectlon ¢ of the b1,
The Virgin Inlanda government cooperates completoly in providingt the necessary
Infornmtion,

Rincorely yours,
. (Hlgned)  SeaNuey 8 Nurwey,
Axatatunt Neeretarp,

Senntor Wiaaams, Does the Defense Dopartment. and the Depart-
ment of Commerce endorse the provisions of the bill as they stand?

Seevatary Do, T think they support the "Treasury position,
There never has been any problemt that T know of with the Defense
Dopartment, U do not know that they have nny partienlar interest
ot

The Department. of Conmmeree, so fav as 1 know, fully supports the
administeation position in the provisions of the bill, 'I'hat does not
mean that. they would think every word in the Touso bill is covveet,
any more than we do,

Senator Wauanrams, T had understood indiveetly, not ofticinlly, that
the Department. of Commaerce was coneerned ahont cortain fonturves of
this bill as it dealt with the shipping industey ¢ is that corveet ¢

Seeretary Dinron, But that was covered in my stntement: yestordny
and eavlier this morning,  Wo woere coneerned, too, but. we never
recommended that the shipping industry be ineluded, oxeopt. insofar
as the companies would come under the provisions of the liquidation
section, seetion 16,

1 am not. sure that they ave ineluded,  But the law ag it passed the
TTouse was unelenr on this subject and, therofore, wo have recom-
mended that this be elavified. The situation in the shipping industry
is such that undor the financing arvangement under which all the
shipz have bean financed by our own institutions, almost all income
thav will veceive, 96 porcent of it or 99 porcont of ity goes to puy off
over a period of years these lonns to insurance compuhies.

If you took half of that money away, probably the loans would
nover ba ropaid beeause the shhl)s would wear out hefore they would
earn enough money to pay the loans.  So this is a very big problem
and wa cortainly do not want to upset these loan ropaymoents, 80 we
have recommended that provisions 'llm putin to take eave of it.

Senator Wirrrams, And thoso recommendations are in line to over-
como the previous Commerce objections then; is that it.?

Seeretary Dinron, They wore not Commerce, thay wore our own,
Nobody had to go to the Department of Commotee.

Senator Winiianms, T do not mean it that way, but they wore tho
ones which Commeoree weore concerned about,

Seevotary Dirron. It may well be,

Sonator Wiriass, In connection with the withholding provisions,
would there be any withholding on intevest being paid on the World
Bank bonds? ‘

Secretary Dinron, Tt is not subject to withholding. Tt is an intor-
nationnl institution,

Senator Winnianms, Yes; that is vight.

Seeretary Dinron. And not subject.
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Sonator Winktams, Yes,  Any outstanding bonds of the Ioxport-
ln‘ll)m'l. Bunk subjoot to withholding$ ) .

Seoretary Dinton, he ]‘}x'pm‘l.ﬁmpm'l. Bank is an Ameriean in-
stitution, and to the extent it has bonds they would bo subjeet to
withholding,

Sonator &'n,;.mmn. Yeu

World Bank bonds are guarvanteod by the U, Government.,

Heerolury Do, ‘They are also guaranteed by all the memboer
govoermmonts,

Sonutor Winniams, That is right. But if youw and 1 wore bu_vin;f
thom wo would voly fargely upon the 1,8, Govornment, gunranteo,
oxL)‘nul., but they nro guaranteod with the Government’s hacking,

Seorolary Dirvon, It does not work quite that way, but. thero is an
indiroct gunranteo under which the United States hay ngreed to put up
funds, if necogsary, to meot. its bonds, .

Sonntor Wintaams, Wo have o pledgo to put. up three to five billion
or onough in the ovent of a default. so thut they ean look to the U.S.
Govarnment. for payment,

Seerotary DinnoN, Aswell ag o other governments,

Sonator Wintaams, But if the other governments do not. como up
with the monoey then, an individual who ﬁuul hought those bonds could
look to the U.S, Government. for puyment, could henot ¢

Secrotary Dinron, o could look to the World Bank which, in turn,
could look to the U8, Government,

Sonntor Wictaanss, And there is no withholding on that intorest?

Seerotarvy Dinzon, No,

Sonator Wintianms, I8 there withholding on U.8, Govermnent honda
that. are owned by foreign governments?  Would you withlold on
thoso bonds ¥ ,

Socretury Dinron, Asiho law presently stunds, there is withholding
on such bonds as are coupon l)()l\(\ﬂ. Since there 18 no tax owed on the
bonds, wo have under consideration discussing in oxecutive session an
amondment which might, romove them from the withholding, provid-
ing they nre hold for the full intorost poeriod,

%t becomes impossible if they are bought. in the middle and only half
the interest would helong to a foreign government and half would
belong to somebody elso.  You would have to withhold there,

Senator Wirniams, When you speak of tho presout law you mean
undor the provisions of the FHouse bill ¢

Seerotary Dinron. Yes; undor the provisions of the ITouse bill,

Senator Winntams, Under the prosent provisions they would be
withheld #

Secrotary Dirron, That is vight.

Sonator Winriams, Are you making recommendations that they
he oxemptod ?

Secrefary Ditvon, Only if thoy were held for a full interest meh
ment, poriod becauso if they were bought in hetween thera would be
just no way to file an oxemption cortificuto.

Sonator Winriams, 1 understand when they nve known to be owned
by tho foroign govornment. How does this bill propose to work on
citizons of foveign countrieg?

Seerotary Dinron. They presently have withholding of 30 percent,
I think the rato is, sometimes reduced by treaty to a lower rate, but
that has beon the law for a long timo.
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Nenator Wrnnrana, With coupon bonds?

Seerotary Dinton, 1think on’lmnds on stocks, on uvm‘ythingg.

sotintor Wirntams, How do you withhold—-f do not (uestion your
statoment.— bt how do you withhold on o conpon bond with u foreign
oitivon today ¢ Tow dovs that work ¥

Seeretnry Dinron, Lassumo the paying agent does it. Wo can giveo
youn memorandum on that. 1 do not know the details,

Sonator Witiiams, 1 did not think the banks requived proof of
witizonship-- they aro marked payable to the heaver; n coupon of the
LS, Government. i a negotinblo pieco of paper, and you do not sign
it. T am wondering how it would work. Maybe if wo {ind owt how
it will work it muy give us some answers on this present. proposal,

Seeretary Dovon, I owill be glad to give you o momorandum, T
know wo do have withholding on foreign individuals, but how it works
Tamnot sure.

Senntor Wirrams, Arvoe you suve theve is withholding under existing
law, not. the bill, but undor existing law on coupons for foreignorst

Secvetary Diron, With foreign individualst

Soator Wintaxass, Yess on coupon bonds,

Seevotary Dirnton, T think so, but T will give you & memorandum
on that,

Senator Winrtama, And you would continue to withhold on the
citizons of foreign countrios?

Keerotary Dinvon, Oh, certainly,

('The Treasury subsequoently supplied the following for the record:)

OPRRATION  OF WItThwotmyag ON Covvon INTERENT RECRIVED 1Y NONRESIDENT
Aranng, Hie, Unpes BxisviNg Law

Withholding {8 vequived tn the case of coupon and regiatered bond intorest
patd to nonrvestdent alfens, nonvexldent partnovahtps, and nonvesldent forelgn
corporations, By regulation the tax is not requived to be withheld on acerued
fnterest patd by the buyer to a foreign seller tn connection with the sale of bonds
between interest dates, even though the interest is subject to tax.

Withholding on nonvesidents {g generally at a 80-pereent vate, 1ho general
S0-pereent rate has in many fnstances been modified by the regulations in accord
with treaties with varlous foreign countrles which ‘chango the ultimate tax
rate or exempt certain payments entirely from tax. )

The operations as sot forth by regulations are as followa: When interest ia
payable by conpon held by nonvesidents, an ownership certificate s submitted
usually by nominees to the paving institution. This ownership certificate is
Internal Revenue Form 1001 series.  'These forms state the owner of the under-
Iying securlty. '

On the basts of the owuership cortifieate, or the paying agent, or the withholding
agent, pays the inter st and withholds the tax applicable under the code or
regulations which may apply. . .

Payers remit withheld funds once each year on March 15 swwhen they flle an
anneal return, form 1042,

Senator Wirrrams, One of the witnesses who was testifying before
the committee, T just forget who he was representing, but he made the
point that under this bill it required that Americans who had invest-
nments abroad conld be required to file information returns to the U.S.
Government under penalty of $1,000 fine or, perhaps, imprisonment.
But, he said, in some instances it would be illegal for him to obtnin
that information in the countries in which they had the investment.

(Could such a situation exist under this House bill?

Secretary Dinron. I am not aware of that exact situation. Thero
were some technical amendments to the reporting provision that were
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clenvly required which I suggested in my statomont yestorday. Weo
obviously do not want to put an individual in a position whero he is
actunlly penalized for not doing something thal, is fphysicully impos-
siblo f(n'inim to do, as whore he does not know the facts,

Senator Winuiass, Perhaps that was not the intention, but this
witness was 80 ingistent that such was the case that under the bill he
could be subject to n fing, I think he sald, of $1,000, and possible im-
prisonment, and he would bo subject to o p(snafly under the laws of
the foreign country if he did furnish it.

Seerotary Duaon, I think that problem can he worked out.

Sonntor Wintaams, 1f I am not nfistaken, it was the witness for
Price Waterhouse, = :

Seeretary Dinon. A T snid, there were certnin areas in that par-
ticular section that wore not clear, und that néed improvement, and I
suggested o couplo of them in my statement.  There may be others, but
I donot.ses any problom thore that is a problem of substance,

Senator Wirnniams, On thiy withlml‘ding, the suggestion has been
mnde that the nnisanes or the inconvenionce in the withholding tax
would fall Jargely on those who huve largerincomes, T think you will
agroe with mo that, without discussing the merits of it, it would be
dlirectly the opposite, would it not ¢

Secretary Dinon. That is would be what

Nonator Wimriams, The opposite.  Those who have largoe incomes--~
wo will tako, for instance, n man who has & $50,000 investment income.
Under existing law he is vequired to file an estimated tax return and pay
it quarterly. '

Secrotary Duron, ‘Thatis vight.

Senator Winniams. And, we will suy his tax is $16,000 per year, If
this bill is passed, he will have 20 potceit wil.hhefd, which will be
$10,000 withhsld, and he will mersly filo & lower estimated tax return,

Seerotary Dinron, That is right, B

Senntor Wirniams, So he, in effect, is not so much affected by the
withholding provisions, that i3, & man with & higher income, is that
correel ¥ : e ' - o '

Seeretry Dinron. I donot see how heis affected at all,

- Senntor' Wirniams, The havdship would arise with those of low
incomes, we will say, a couplo hive 8 $3,000 income. ‘I’hey would owe
little or no tix, but under the witlihslding they could be subject to
$700 withholding when, perhaps, they would only owe $100 in taxes.
Naturally they file no estimated return, so they would have to obtain
refund, wouldn’t they ¢ : -

Secrotary DirLron. l%y obtaining refunds quarterly, yes.

Senator Wirrrams. Yes. So if theve is hardship, the hardship would
fall on those who have low incomes and low investments largely,
would it not ¢ ‘ : '

Secretary Dinron. I do not agreo there is any hardship, so I canont
answer that question,

T believe I can answer by suying that those who would have to file
refund returns are those with lowerincones.

Senator Wirrtiams. The ones who were in the larger brackets could,
would not be affected so far as withholding.

Seeretary Dinton. They would not have to file rofunds beeause they
would not be owed them.
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Sonator Winniams, How many refund certifientes do you estimnte
to be handled ?

Seeretary DirroN, A maximum of about 1 million, compared to 87
million that are presently handlod under wage and salary with-
holding,

Senator Winnrass, Arve there 837 million refunds under wage and
salary now ¥

Seerotary Dinvon, 'That is vight,

Senator Winniams, Quarterly?

Secretnry Dinvon. Noi that is all together, 37 million go out.

Senator Wirnnrams, Individuals

Seerotary Dinvon, We figure there would be about 1 million of these
all together,

Senator Winntams, And you make refunds to 37 million wage
earnors?

Secretary Dinron, ‘That is vight, ,

Senator Wirnrrass. Arve thoy made quarterly or annually ¢

Secretary Dinron, They are mado nnnunlly. The extra amount is
kept from the taxpayer so he has no uso of it for n whole yenr. The
average is $150 o person, and I have heard no complaints about that.

Senntor WuLniavs., But on wages there is this difference, T think
you will agree, that the individual can list with his employer the
number of dependents that he has, and computo his tax liability on
that basis, they do not. always withhold the 18 percent, Sometimes it
may be as low as 1 or 2 percent or § pereent, depending on what is
Teft 1 is that not true?

Secretary Dirrox. That is true.  But the not end result comes out
that there is overwithholding averaging $150 on 37 million people
which is by far morve overwithholding on the average than there will
bo under_this provision and tho people who are overwithheld on
wages and salaries object,

Senator Winriams. T am not. debating that point, bub that still does
not. change the fact that with reference to withholding on dividends
you do not take into consideration their number of dependents in with-
0lding on wages.

Secrotary Dinron. Well, their refund allowauce is based on what
their exemptions are, and that wonld include dependent exemptions.

Senator Wirrtams., Under this bill you would allow an individual
on his withholding, to file an exemption certificate. 1 bonds would
be subject to witholding, would they not #

Secretary Diron. When they are cashed.

Senator Wirriams. When they are cashed.

Secretary Dinron. That is right.

Senator Wirrranms. And that would be on the full amount of in-
terest that is accumulated even though it may have been over a period
of 10 or 15 years prior?

Secretary Ditron. That is correct.

Senator WirLiams, An individual would not be permitted, as I
understand it under this bill, to file exemption certificates on coupon
bonds, is that corract?

Secretary Dirron. No. We have not made provision for that be-
cause the banks do not. feel, and we think they are right, that this is
workable because of the transfer of coupons in the middle of an
interest payment period.
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Senator Winntass, Would thore he withholding on all coupon
bonds regurdless of whether they were charitable organizations or
otherwise?

Seeretary Dinton. Presently that is what the House bill has,

Senator Wirntiams, What is your recommendation ?

Secretury Dinron. Well, whether they are charitable or 1:0t they
still como under this same problem that if they have been bought or
sold by the charity in the middle of the interest period, there just hag
to be \vil,lnholding, 80 it is very diflicult,

I think one thing woe are trying to work out, is to see if there is any
,mssibilil.y {o have an even more rapid refund proposal for coupon
onds owned by charities, We are working to see if it is p(msi‘)le,
and if so it might allevinte the slight inconvenience that some of them
muy have.

Senator Wirriams, But under the {n'ovisiona of tho bill, and as
your recommendations presently stand, there would be withholding
of the full 20 percent. on coupons regurdlesa?

Secretary Dirvon, That is vight.

Senator Wrnerams, Welly thul, was my understanding,

That is all.

Senator Gon, Mr. Seeretary, I shall not. inflict on you with any
more questions at thig lnte hour. T would like to suy t{mt, like Sen-
ator Willinms, 1 am dubious about. your recommendations yesterday
that sectiony 13 and 16 not, apply to Puerto Rico and other possessions,

T am advised by businessmen in whom 1 hiave confidence that Puerto
Rico is now the site of large and indefensible tax avoidance, although
it may not fall into the category of the classicnl tax-haven operation
which wo have deseribed in other countries; nevertheless, with 80
porcent. of the corporations in Puerto Rico being organized ag foreign
corporations, with the very liberal and lax exemption certificate prac-
tice, and reorganization yln'actlce, this question must, of necessity be
examined lest we make a Licchtenstein of one of our own possessions,

One other comment, if I may be pardoned : I have serious misgivings
that the trade bill or that both tho trade bill and this tax reform hll
together will solve the balance-of-payments problem.

I still strongly feel that in some way we must require our citizens
to conform their operations abroad to the interests of the United
States. We are the only large sophisticated society that permits its
citizens to invest abroad for their own personal benefit even when
such may be contrary to the national interest. I think you will be
talking to this committee some further on this subject.

Permit me to say, in closing, that you have demonstrated a perfectly
remarkable grasp of the facts and the issues before this committee;
you have demonstrated great patience, ability, and genteelness.

As acting chairman, speaking for the committee, I wish you a
happy and joyous visit to Rome, but add further, 1 hope you take
your lovely and charming wife with you.

The Chair submits for the record departmental reports received
commenting on S. 2716 and S. 2666, which were discussed during the
hearings by Senator Kverett M. Dirksen, whose testimony appears
on pages 1941-1948 in part 5 of the printed hearings.
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('Tho toports on 8, 9710 and 8, 2000 follow 1)

Tapastny DEeARPMBNT,
Waahington, May {1, 148,
¥on, Jauky Woob By,
Chateman, Committea on Minanes,
U.N. Senate, Washington, D¢,

AR Mit Onamman: Phts o In responxo to o vequest for the viows of thin
Dopaetment one & 206, introduced by Honntor Divlsen, of ol outltled “A
B o pwmemd soetton 170 of the Internnt Rovenuoe Code of 19004 with veapeet o
cortain organigntions for Judielnl veform,”  An fdentlieal M, 1L 10080, han
heon gponsored by Congressnn Yoten, « O Iinole aud has hoon roterred to the
Qommittoo on Ways aad Means for conatueration, )

N7 world amend seetion l'ﬂ)(c_‘v(l? of the Internal Rovenuo Code by
entavging the defindtton of o chacttable conteibutlon to Inelude n conteibmtion or
mift to or for the wre of any nonprofit organisntion crented and oporated oxelu.
nively to conalder proposain for the veorgandention of the judielnl brauch of
Bederat, Btate, or loeal governments and to provide nformatlon, make rocoms
mendntiony, and seolk publie support or opporition ax to suech proposnls,  The
amendment wouldd bo eftective for taxable yearan ending after the date of ennet.
ment of the b,

Although the bt e eant fn torma of a dednctton for charitable contetbutions,
it woulld pormtt the deduction of a speelnl elass of lohbying ux{mnm\u: Lo, ox-
ponger for lobbying with ros&uwt to leglalatlon almod at reorganining the Judtel-
avy.  Ax you know, zoction & of the proposcd Rovenue Act of 1002, ng {1t panned
the MHouxe of Roprezentatives, povmits taxpayors ongaged e businean (o deduet
cortain lobhying expenditurer,  Those inelude the cont. of appearing heforo conm-
mitteon of Wadoval, State, ov loeal loglalutive badles, contaeting tndividual loglis.
tators, transmitting leglatntive information hotween o taxpayor and an organizn.
tton of which he tx a membier, and the portlon of the dues pald by a momber
atteibutable to caveying on of such activitios by the erganlration,

It {2 most slgnttieant that the House of Ropresontatives vesteieted the keope of
itx lobhying provizion to divect contaety with leglalators and thelr conunitieen
amd to dtrect communteations bhotweon organirations and thelr memboers,  The.
st of Tobbying eftorts to reteh the publle, or seginenta thoreof, wan specifleally
oxcluded from the seope of the proposed new deduetion, 8, 2716, which Ik
atmod primarily at appoala to the publie, would, of course, not bo in necord with
tha declsion of the Houxo of Representatives,  Knactment of & 2710 would
wpresent A signifteant chauge in the law denying the deductton of lobbying
oxponser which has heen in foree since 1918, For all these yeavs, the rules
denying a deduction for lobbylug expenses have placed the publie funds of the.
Treasury in an cssentlally neutral posttion with respecet to competing ‘ntorests
seeking to fntluence legistation.  Knactment of 8, 2710 would represent 11 sorlous:
oponing wadge in this longstanding position of tax neutrality.

Thoso seeking court reform obvlously belleve that the publie should be edu..
cated az to the necessity of reorganizing the judiclary along cortain lines. Ilow-
ever, others may feel quite as strongly that such reform is undesirable., In.any:
event, no preasing need has heen shown as to why the Federal Governwiént
should help finance the propaganda campaigng which might develop over this
particular fssue. It B, 2716 were to bo enacted, what valld reasons could be:
advanced against the inevitable requests which would arise for extending deduc-
tibility to the lobbying costs of other “worthy” legislation? Controversies over:
labor and tax legialation, proposals for public power developments and goneral’
health programg, and transportation and reciprocal trade problems ag well as:
over legisiative apportionment, urban redevelopment, and criminal law reform.
might well seem as important as judicial reform to many. .

Fur the foregoing reasong, the Treasury Department is opposed to 8, 2716:

The Rurcan of the Budget has advised the Treasury Department that there js.
no ohjection from the standpoint of the administration’s program to the presenta-.
tion of this report. .

Sincerely yours,
StaN1EY S. SURREY,
Assistant Searetary:.
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reAntny DEFARFMENT,
Waslington, May 16, 1002,
How, Hauny 10, Byin,
Uhalrman, Qommdttos on Pinanoe, UM, Renate, Wanlidngton, D.0,

My DrAr Mo, GuamMA s ‘hin I in responne to your gequest of Junuary 10,
1002, for the Depiretiment’s viows on B, 2006 entivled "A bl to aiend the Internal
Rovoenuoe Codoe of 1001 4o o to exeltde from grons lucome gain renllzed from tho
uitlo o’l" Du preinetprd venldoneo by o taxpayer who hig attadned the age of 60
YORUH,

W,20a6 would exelude from tmmu Incomo any godn renllzed by it taxpayor from,
the disporltion of his prinelpal resldonce, after ofither tho tnxgmyer or his upoune
haw nttedned the age of 60, whoether the digsposltion fs by sule or exehange or by
fuvoluntwry convorslon, I the cane of propoety of widel only 1 portfon wau
used e prinetpat restQence, onty that pact of the gatn which In attyibutable
to the diuposttion of kueh portion of the proporty would be exeludnble,  'Phe bill
would apply to dispositions of proporty oceurring aftor Doecombor 35, 1961, and
to taxablo yonrs beginnlog after thut date,

Undor prosent, law, gatnn from the wnlo of o pevsonsl resldence are generadly:
fnxable,  Howover, sectlons 1088 and 1084 of the Internal Revenue Godo post-
pone tho puyment of tax on the gadn from Involmutary conversfons or from the
wilo of o personnl resldence If the procecds are reinvested within n specifled
porlod In slmdlne progrrty.

N, 2000 would provide complote tax oxemptlon for ail gadng realfzed feom the.
wlo of 1 home by ollglble taxpayors vather then deforment of tax as under
present Inw, sineo the oxelusion would apply without the requirement that the
pracecds from tho salo bo relnvested In another home.  While the Preasury De-
prurtnient s nware of the many difllentt fingnelnl problems encountered by older
tnxpayers, it does not, boljove that such nn exemption would be desfrable, 1o
oxempt older peoplo from all tax on gning renlized on the wale of 1 residence
would not only Involve an estlmated annual revenue lows of 850 miition to the
Qovornment, but would also produce substantiel tax Inegulties. It would pro-
vido more favorable tax troatment for older taxpuyers who have renlized guing
from tho sulo of 0 home as compared with youngor taxpuayers with similar guing
who would not bo otigible for the upectal treatment. It would also result fn sub-
utantlal differences In tax trentment among older people themielves, depending
on whether thelr gaing are derlved from the snle of 4 persons’ residence or
other nources, ’

In offect, ¥, 2000 singles ont for special treatmont one particular type of asset
on which oldor people vealize capltal gain,  In addition to the sale of personal
resldences, older people at varfous times sell other assets such as, stock, bonds,
or small business Interests and the ke, Individualy realizing gain on the sale
of nssots other than homes are lkely to feel that tho law treais them unfairly if
other older individuals ave exempted from tax on gains from the sale of personal
residonces and they are not given the same treatment for thelr gaing, Moreover,
elaims would no doubt be made for granting similar tax-exempt privileges to
groups other than older taxpayers; for example, to the blind and disabled. Asa
result, the bill would create a strong precedent for extending very costly similar-
tax exemptions to gaing realized by taxpayers of all ages from the sals of a wide
varlety of asscts,

H. 2000 would also grant the greatest tax benefits to those older people whose.
financial position has been improved by large gains from the sale of a personal
residence. Tho bill would grant little or no rellef to older people with modest
incomes who have only small gain from the sale of a personal residence or no
gain at all from such sources. As a result some people 60 and over would be.
oxempt from tax on certain gains while other individuals with smaller financiat
resources and smaller incoine would be required to pay tax on their gains,

8. 2600 would also establish an linportant precedent as to the age when a tax-
payer should be treated as-an older person entitled to special tax privileges. At
present 05 is the age when tax provisions designed to heneflt older persons begin
to operate. This age limit is geared to the generally accepted retirement age
in this country. 'The social security laws and many pension plans set age 65
as the earllest age for the payment of full benefits to primary beneflclaries. If
this precedent to provide special tax relief on the basis of age to individuals
under the age of 65 were followed in other provisions of the code, it would have
very serlous revenue consequences.

In evaluating the desirability of granting tax rellef to older persons with gains
from the sale of a personal residence, it Is important to note that present law-
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nlvendy glves substantial speelal tax troatment to individuals who have reached
the age of 65, Soctal seceurity and vallvond vettvrement benelits arve entirvely
exempt from tax,  Individunts of 056 years or more are ontltled to a doublo
personnl exemption of $1,200. 'Thoey may beneflt from the tax credit for retive-
moent income provided by the 1054 Revenue Code. '1*hig generaliy allows eligible
retired people who have renched the age of 05 to tuke n credit against thelr tax
Hability at (he 20-pereent fiest bracket rate on up (o $1,200 of retireimnent income,
fneluding pensions, annuiticy, Intorest, rents, and dividends, People of 6 and
over are entitled to tanke modieat expense deductions without regard to the
Hmttation of such deductionns to medienl exponser In execess of 8 percent of ad-
Juated proxs income which generally applies to other taxpayers,  As o result of
the prexent, speelal provisions, people who have reached the age of 05 may re-
coelve considerable amounts of Income without fneurring tax iinbility, 1or ex-
amply, & husbad and wite both over the age of 66 who are eliglble under these
spectnl relier provisions and recetve thelr income from dividends may now goet
as mueh ay $6,100 ot inconme without payment of tax if they take the standard
dedurtion of 10 pereent of adjusted gross fncome,

Morcovor, the eapital gaing provistons of the code, which generally apply
on the dsposition of n residence where the tax deferment rule s not applicable,
alroady Involve a reduced rate of tax,  denerally speaking, hatf of the capltal
gain i oxeluded and the effective vate of tax tn no eaxse ean exceed 26 pereent of
the gain,  Por persony in the lower income brackets, the effective tax on even o
substantinl gain would generally not exeeed 10 or 11 percent,

In view of these considerations the 'reasury {8 opposed to the ndoption of 8.
26638, The Department is now studying the whole problem of the tax treatment
of capital gaing and logsey, including those arising from sale of 0 personal rest.
dence, ag part of our comprehensive review of the tax structure, The Preasury
believes that legislntion involving broad ixsues such as those involved in this
B should be deferred and conxidered in the context of the major program of
tax reform which the Prestdent infonds to submit to the Congress later this year.

The Burean of the Budget hag advised the Treasury Deparvtment that there 18
no ohjection from the standpoeint of the administration’s program to the presen-
tation of this veport,

Kincerely yours,
STANLEY 8. SURREY,
Agststant Secretary.

IxECUTIVE OFFICE OF THE PRESIDENT,
BurkAu or THE BUDGET,
Washington, D.C., May 10, 1962,
Hou, Hanry . BYrb,
Chairman, Committce on Finance,
U.8. Senate, Washinglon, D.C.

DEiAR MR. CirarMAN : This {8 in response to your letter of January 16, 1962, re-
questing the views of the Bureau of the Budget on 8, 2646, a bill to amend the
Internal Revenue Code of 1954 so as to exclude from gross income gain realized
from the sale of his principal residence by a taxpayer who has attained the age
of 60 years,

The Treasury Department, in a report being made to your committee on this
bill, opposes its enactment for the reasons stated therein.

'The Bureau of the Budge concurs with the views contained in that report and
opposes the enactment of S, 2666.

Sincerely yours,
Puirripe 8. Huanes,

Assistant Dircctor for Legislative Reference.
Senator Gore. This concludes the hearings on H.IRR. 10650.
{ Whereupon, at 5 :45 p.n., the committee adjourned.)
(The following statement by Senator Harry F. Byrd, Democrat, of
Virginia, relating to sections 2 and 19 of H.R. 10650 is made a part of
the record:)

STATEMENT BY SENATOR HARRY F. BYrp, DEMOCRAT, OF VIRGINIA, PREPARED FOR
DELIVERY OoN THE FLoorR oF THE SENATE, Moxpay, May 21, 1962

I have the honor of being chairman of the Senate Finance Committee. In
this position I usually refrain from announcing my position on legislation pending
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in the commitice until the committee has acted, T am now constroined by
current clrcumstances and long experience with Federal tax legislntion to make
thin statement at this timo; and I do 8o in my own right a8 un individual Senntor
from Virginiu,

I shall oppose ndministration proposals in the p(-mlln;: tax bill to withhold
20 pereent in porsonal Incomoe taxes on interest and divigends, apd to give a
7 or 8 percent tax credit to segiments of businens for Investment in new ma-
c¢hinery and equipment,

1 have (-ud cd this flrm position with respect to these two provislons in the
bill after fullest consideration of views exprossed by witnesses in exhaustive
hom'mgs, and- those set forth in thousands of (,OI'Illllllll('llﬂ()llN from the general
pub

1 hnve glven closest possible study to statements in behnlf of the administra-
tion’s recommondations including those by the President in hig press conferenco
of Muy 9, and thoxe made by the HBecretary of the T'reasury hefore tho Finance
Cotnimit{ee und elsewhere,

In addition, I have ealled on my own experlence, and knowledge of existing
authority and facitities which had better ho fully employed to curb tax evasion
and revise deprecintion eredit before we resort to the withholding and tax
credit legislation now proposed,

Members of Congress have been placed under tremendous pressure by repre-
sentatives of tho administration pressing for enactment of these proposals, nand
by cltizens throughout the Natlon overwheliningly urging thelr rejection,

The henrlngs on the bill—which started April 2 and continued until May 11—
have now been concluded. And at this point, under circumstances outlined, I
am making this statemoent nt this length to state my individual position with
respect to the withholding and tax credit provisions in the bill, and describe in
somo detall the conslderation lending to them,

Generally, the reasons for the conclusions I have reached may be sumiarized
in a measure, and this I have attermpted to do. But in view of the extraordinary
interest demonstrated with respect to these two proposals, I shall Include also
additional detail for further consideration if it is desired by those who may be
interested In this legistation,

I oppose enactment of the withholding proposul at this time for numerous
reasons fncluding :

1. Withholding taxes on interest and dividends cannot be compared with
withholding taxes on salarles and wages; its administration would be
terribly complex, {f not impracticable and unworkable.

2, It would, by Ity inherent deflclencies, overtax people for extended
periods, and fmpose hardship or fnconvenience not only on taxpaying citi-
zens but also on institutlony and businesses used by the Government to
colleet the tuxes.

8. Respect for our tax system must be maintained. It i8 necessarily com-
plex enough. Unnecessary confusion must he avolded. ‘The agitating charac-
toristies of this proposal are already clear from public reaction. ‘Tax
evasion eannot be condoned, but this withholding proposal should be enacted
only as a last resort.

4. An alternative is available, and it should first be given full trial. The
Internal Revenue Service s now assigning numbers to taxpayers to elimi-
nate identification difficulties, and at the same time it i{s installing com-
puters to show currently what taxpayers owe the Government and vice
versa, This combination should and will provide information for effective
curtailment of tax evasion.

When the so-called identifying numbers bill was presented to the Senate by
the Senator from Virginia and passed late on the night that Congress adjourned
last September, Treasury officlals advised me that the following statement could
be made with accuracy on the floor of -the Senate:

“This would be the biggest loophole closing bill in history; that it would in-
crease Federal revenue by $5 billion; and that when used in the computers, those
avolding taxes could be ldentified and compelled to pay.”

in response to questions during his testimony on the pending bill, Secretary of
the Treasury Douglas Dillon, on May 10, confirmed the fact that:

With identifying numbers and the computer systems, the Internal Revenue
Sexrvice could obtain information necessary to levy proper taxes on interest and
dividends, and with that information the Government’s remaining job was to

82190—62—pt. 10——11
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colloet tho taxes,  Boeretaey DHlon's only mubmtantial eenervation wan that gddls
tonal agenta wonld be headed,

T am convineed that in the Intereat of goud government the wumbaes-copntor
avatonma khonld be thoroughly teted botore we voanet to the ndimindat tattou’s plan
gor withholding tuxea on ntovest aud dividends, whieh s cortaln to be accom-
panted by widespread confurton und conntderuble hnvduhiyp,

1€ there In nevd to have more completo reporting - by hunks and bustnenses - -
of information on theome from aterort. nnd dividends, and hoavior pounltios for
tax avoltiines tn those avoun, b alall offor amewdmenta providing for both,

Under tvrnin of the ponding bl thin withholding provision woulid not be
eftective untdl January 1, HKE The comploxtties lnvolved make 1 doubtful ne
tv whoethier thin \\-milmm\ng plan contd e put into operation before 1K, Hhe
Reoratary of the 'Ceoasury han toatiled that the numberecomputor systoms would
b B full operation dueing 1065 46 aud oy Judgmont, 1€ the eftort were made,
thoy coutd be in effective oporation by g,

19 aftor veasonubie trinl in full operation, 1t e found that the unmboers:
compater syatoma do not elore the loophote through whdeh taxen on interest. aopd
divtdends ave bt ovaded, avolded, o ovorlooked, withholding enn he ndopted,
But the number-computer ayatoms should have o thovough telal,

1 oppose enaetinont of the (ax-ersdit proposnt fn the pondiug bl atuo for na-
WMBPOUR ooy, inelading the faeta that -

fIC B wrong I prineiple, 1 iR in the nnture of a Government. pryment
botore the ot ngtead of a credit for nn accomptinhied fact,

20Tt fa o aubabdy o the aatave of o widfall o be glven to bustnougen
which cotply with n Government putley,

q. It I3 dizevbuatuatory in ita applieation wiwong varlous bustnessey, even
among thoxe stmtlar in kinde Ineentve na stated pucporo of the proposal,
Dt i world e retvonetive to lasg danuavy §, and it s dificalt to under-
stand how the provistons wonld be an tneonthve for inveatments made hefore
& iz endeteds HOwould tie'a honanxa tor certain corporations which could
roack SO00 wittion,

4 Aun atternative fz avntlable The Qovorntent has the authorlty, and
Dolatodly ta now takinge action to wmodernige internal rovenue rogulations to
provide reatiatie deprectation eredit foe plant and equipment,

Thowe obwervationa ave oxpanded, and othors are sot. torth, in the followlng
seetions of this statowment,

WEITHIOLDING ON DIVIDBNDN AND INTERRET

AN taspayers shonld bear thete fale shave of the fax burden,  Over the yenrs
woe have searched for feasible means of withholding on intereat and dividends, I
had hoped the pending admintstration proposal weuld moeet the difilcultlos, Thia
has not bhoen dotyy, and I have coneluded that the legistation should not bo
adoptad at this tiae,

My presont. vlew s atteibutable primarily to two facta,  Wlrst, the Treasury
Dopartuemit has not come up with a workable system of withholding, Tho pro-
pasal neither removes the hardships for the small sharcholder or depositor who
awes little or no tax, nor is it a workable system for the banks and covporations
pying the interest and dividends,  Second, I am convinced that the Mreasury
nas not as yot made fall use of the new soelal securlty numbering bilt weo passed’
last year nor automatic data processing, which is so closely interrvelated with the
numbering Bitl.  As I point out, I heliove that with an extenston of the applica-
tion of information returnsg, there is a goad possibility of collecting the tax on
the presently nonreported dividends and interest without imposing the burdens
apparently in a withholding system,

The Peesident in his recent news conference has satd that this i8 not a new
tax and. of course, it i{s not—but it would be a new way of collecting it. And
naless refuands are promptly made it could result in a tax inerease. The Presi-
Jdent 8aid that it will not take money unjustly from honest taxpayers--but it will
unless they have no tax lHability and file exemption cortificates,  (If they have
tax liakilily and can file quarterly refund claims, they ave deprived of the use
of their owin money for anywhere from 1 to 4 months.) IHe has said that it
wonld not. ereate & mountain of redtape—baut. I helieve he will change hig mind
when the Internal Revenue Service undertakes the job of processing 8 million
er more exempion certificates and millions of quarterly refunds. The President
raid it will not harm the elderly, the widows and orphans, and others of low
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feome -but there ure the very groups which owe Httle or no tex amd mist
choone between the exemption nnd refund provisfons,  Eyen i they elioose cor-
reetly, they nre Hkely to he deprived of the use of thelt tieome for o tine,
Unfortunntely, they are Hkely nlao to e Che onen who through laelk of Infornmtion
Wil ot got el whit the Goverimoent Justly owes theas,

Tmpracticablo or uneorkable

Withholding on dividends and Interest s been roprosoited to us ar bolig
0 whnpe mystem for hoth (e taxpuyer nnd the payor of dividends or interest,
Weo huve been told that the problems of the wged, the ehtfdren, and the others
who owe e or no tax hiuve been provided for, with the vesult thint there nre
no havdships undor the bl We alko have been told that wage aud snlary
onehers e withhield apon and thevefore why shionldn't swithholding also apply
for those who recetve dividendy nind interest,

Tho very subriantinl opposttion which individunls throughion! the country
have exprossed withholding on dividends nud foterest, through thonsands sipon
thotmndn of letters to thelr Congressmen and Sonntors, shonld Be ample ovi-
deneo that. thete imuat be komething wrong with the sdministration proposal.
The ferthnony bofore the Hennte Flugnes Commlitee s convineed me that whint
I wrong with the peoposat I8 that 1t I8 nefther stagple 10 operation nor free of
Nubrtantinl havdship for brond groups of taxpiyers, 1 alto nm convineed that the
Hystom proporgd containg mnny nvoldnneo poxedtitities which have been glousod
over by the adminluteation,

The exemption cortifleates provided under the B bave been edd ot g hedng
the mnJor menng by whieh hardship s removed under the 1L hese exemption
cortitienton, howover, niny he fled only by those who have no tax Habidty whint-
noover,  Thig meanu that exemption cortifieatos mny be filed by most youniguters
and nlso by the elderly who had no tax Hability,  However, tany others, hoth
In the olderly entegory and amoug younger people whi tee focod with substanting
hnrdslilp undor the biN heenuse of oveswithholding on dividends and (nterest,
liven thoxo who ean fito exemption eertificates, however (unless they are under
nge 18) munt state undor penalty of poerjiry, thit they expect to owe ne tax
for the coming yenre,  Won't matny conselentions perkons wlio elther in faet tavn
out {o owo o tax, or Hitlo (ax, feot that they cannot sign sueh s atatement hetore
the year ovon comtnences nnd therefore won't, they effectively e deprived of the
use of the exemption cortifente?

Por Andividuale expecting fo have any tax Habllity, quarterly clafms for
refunds munt e fed 1f they expect to iave the overwithlicld amonnts retorned
durlng the yenr Ju which the withholding occurs,  ‘1hoso whe file these quarterly
clnima can oxpect o delay of at lennt 3 or 4 weeks before they recelve back the
ovorwlthlield amounts, and niny have to watt as mueh as 3 or 4 months hefore
the withheld mmounts are returnced, This deprives them of the use of these
funds e Hving oxpenses or an sources of investment during the Interval, 1
bolleve 1€ I8 thik aspect of the proposed withholding systern which makes so
many individunla consider that. withholding on dividends and Interest in ¢ffoct
constitutes a now tax,

Thix quarterly refund cluim which must be flled (or verified) by the individuat
four timos a year is far from & simple caleulatfon. The complexities of this are
shown on page 91 of the House committee report on this tax bi)l, YHowever, in
addition to the 19 fteoms listed In that caleulation, the taxpayer must st in
dotall the source of each sepurate amount of dividend or interext Income which
he recelves. . Finally, he must also 1ist all of the same material all over again
in a tax return filed at the end of the year, In order to recelve his refund for
the fourth quarter. Although the taxpayer may have to fill out the refund
clatm only once and then merely verify the figures sent to him in the two suhse-
quent quarters, this will only be true If his dividend or Interest income and other
Income remaing exactly as anticlpated. Otherwise, new calculations must be
made each quarter.

It should also be noted that the quarterly refund provided by the bill, as
passed by the Mouse of Representatives, does not allow for all cases under
which overwithholding may arige. It does not, for example, make any allow-
ance for the $50 dividend exclusion (8100 exclusion on many joint returns), for
tho 4-percent dividend credit, and for the excess of ttemized deductions over &
standard deduction. Moreover, no quarterly refund at all mgy be filed by a
single individual witll more than' $5,000° of .gtoss  ihcome or & mavried conple
with inore than $10,000 of gross income. :
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Whitle the exemptlon cortiticntes and gquarterly refunds do not resolve the
havdship problems for the shaveholder or depositor, they nevortheless will prosont
many complance problems for the corpornte and bank payers of the dividends
and intevest,  T'he corporations and banks will have to malntain two files of
stockholders ov depoultors.  In the case of stoek, the corporation must alko he
preparved to shift sfockholdings baek and forth between these two files aws Bt
s purchaged and gold or nx exemption cevtifienten nrve lesued,  Moreover, speelnl
probloms will avlze whore stoek {8 gold just before a dividend date by someone
who has fited an exemption cortifleate to someone who hine not, 1f the stock cortin-
ente hag not ncfually bheen delivered to the corporation before the dividend date,
Morcover, In order to use exemption cevtiflenter at all, taxpayers will have to
foreuo the conventonee of tenving stoek in thelr brokers® nnmoes,

Although not touched upon by the I'rensury Depnrtment tn s oxplanation of
withholding before the Pinance Committee, there alsko will e serfous ndmindstea-
tive problems for the Tnternal Rovenue Service ns a rosult of the uke of exemption
cortifleates and quavterly rvefunds, These, it not polieed very closely by the
Norviee, can tead {o substantial tax evasion, 'There 4 no assurance, for exnmple,
that oaly those who “reasonably expecet no tax Uablity"” will flle oxemption cor.
tiftenzes unless these cortifientos, ropresenting at least; 8 million taxpnyers, arve
checked by the Internal Revenue Sorvice, Morcover, theso will not. be easy to
cheek hecttuze many of them will ropresent persons not required to flle tax re-
turns go there frequently will e ne-voeturns to mateh them -against,

Similarly, since the individual when he flles a quarterly vefund need submit
no proof of the receipt of dividend or Interest payments, here too there 18 nmple
opportunity for tax evasion and fraud as well ns unintenttonal mistnkes, These
also must he checked in detafl and compared with the amount. shown on flnal
returns if the purpose of the legislation ts to be fully accomplished, In faet, it
i entirely possible that gome taxpayers might file exetption certificates, flle
quarterly refund clndimg, and atill elaim refunds on thetr final returns at the end
of the year, all with respect to the snme dividend or interest. pnyvment or with
rvespect to no dividend or interest payment at all.  While the Internal Revenue
Service through sample auditing may he able to control this form of tax evasion
and uniuntentional ervors, T belleve it will require no small enforeoment effort,

Another source of confusion under the "Treasury proposal {8 the so-called
“grosgs-up”’ procedure the Service intends to follow, We ave told that it is possible
to do away with the necessity of giving receipts to the intevest or dividend recip-
fents under the proposal because {axpayers can “gross-up” thelr dividends and
interest on their t-+ returns,  Although the arvithmetie of “gross-up” may be
correct, it is likely 1o lead to many problems. Taxpayers will almost certainly
get mixed up between the inferest and dividend payments which they are re-
quired to “gross-up” and those which they are not, with the result that this will
constitute a substantial source of errors on tax returns,

This omission of some forms of interest from a withholding syastem not only
will lead to confuslon on the part of the taxpayers as to how to treat interest on
thelr tax returns but will algo create favored categories of Investment—thore not
subject to-withholding, Under the bill withholding does not apply, for example,
to interest on mortgages, interest on debt held by individualg, and interest puld
in the form of discounts. This means that such forms of Investment will become
more attractive than other forms of investment which are subjeet to withhotdl.
such as bank account interest and Government bonds.

I have denlt here only with the problems of withholding on dividends and
Interest for individuals. Many more are involved in getting up a withholding
system for dividend and interest payments going to corporations, This clearly
18 useless since the withheld amounts are lmmediately refunded to the cor-
porations without regard to their tax liability. Similarly, problems arve raised in
connection with the application of the dividend and interest withholding system
in the case of trusts, partnership investment clubs, mutual funds, ete.

Comparison twith wages and salaries

Much has been said to the effect that wages and salaries are subject to with-
holding and therefore why shouldn’t dividend and interest income be subject to
withholding. 1If a workable aystem could be devised for dividends and interest,
I would certainly agree with this conclusion. However, as indicated above, I
do not believe the Treasury or the Flouse of Representatives has been.able to
solve the difficalt problems .of: withholdiig on dividends and interest.

The problems in connection with withholding on dividends and interest are
much greater than those faced in connection with wage and salary withbolding.
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Mout employees hiive only one etuployer (as contrasted with many sources of
Alvidond and Intorest income), and beciause of thelr closo assoclation with their
employers, 1t v possible for them to flle omployees’ withholding exemptton
cortifientes with thelr employors, ‘I'his makes allownnco for the nuinber of thelr
exemptions, ns well as the 10 percent standard dedietlon.  As a result, with-
holding in the case of wages and salary ln netunl practico may varvy from zero up
{o 18 percent, but 1n no eass does {t reach the 20 pereent rato which would apply
neross the boavd undor the admintstration's proposals for dividonds and intoroest,
The pending proposul, therofore, 18 much more Hkely to result in overwithhold-
ing in the enxe of dividends and Interest than present law in the case of wago and
snlnvy withholding, Desplte this there 18 overwithholding on wages and salories
on a very Inrge number of refurns at tho present thne,

Phin suggests ovon more overwithiholding in connection with dividends and
interest,  Moreover, while much of tho ovorwithholding in the caso of wages
und sntarles s relutivoly small, the overwlthholding on dividends and interest
could bo expected to be quito large on a per return basly,  For example, for a
rotired couple, with hoth hughand and wife over ago 45 and recelving half of
thelr Income from dividends und half from interest, there may he some over-
withholding for incomo lovels up to $20,000. Tho overwithholding on such a
couplo at. the $5,000 Incomo level would ¢qunl 19 percent of the Income after tax,
all of which would have to bo recovered by quarterly refunds,

Alternative to withholding

I want to mnke it elear that in my view everyone should pay every dollar of
tnx they owe. I am not In any senso of the word Justifying the undereeporting
of Incomo In the case of dividends and interest, However, hecause of what 1
bolieve Iy the Impracticabliity of the withholding legislntion proposed by the
administentlon, I do not bellove that. leglslation of thig type shonld he enneted
until every other means of collecting that tax has been exhnusted,

With the development of computers for antomatie data procossing, T belleve
the uxo of Information yeturns to collecl the tux on dividends and Interest shounld
bo glven a reat (rlal before going to the extreme of adopting a complicated
withholding system for dividemds and {futerest,  I'he I'veasury Department has
Inthunted that an Information return system would be more complicated for the
dividend and Interest payors than withholding, but in my opinton this s ade-
quately rebutted by the testimony hefore the Finance Committee,  Most payors
who testified expressed a declded preference for the extension of the informution
returng over the inltiation of n withholding system,

It must be remembered that withholding of 20 percent wonld not deterinine
the tax Uabitity of any payee, Only the fHing of the payee's tax return, and s
awdit by the Service, wounld determine his HabiHty, The tax he owes would
always be lesy or more than that amount, depending upon his other incoms,
personat exemptions, deductlons, and credits,  Without adequate information,
siteh as is made available for salaries and wages, the income tax system eannot
operate as it 14 intended. We must bend every effort to hnprovement of the
fnformational reporting system for dividends, interest, and other types of in-
come, ns tho account number leglslation and the data processing machines are
desfgned to do.

Information returns in the case of dividends are already required down to a
level of annunl panyments of $10 per sharcholder., At present, interest. payments
are reported only when they amount to §300 or more. Information could be
required down to the same $10 level presently applicable in the case of dividends.

Likewlse, a longer stutute of limitations could he provided with respect to any
onmitted income including dividends or interest. Under present lnws the general
statute of limitations during which a return may be examined is 3 years after
the return is filed, although where 25 percent or more I8 omitted from gross
income there presently is a G-year perfod of limitation, ‘This G-year perlod of
limitation could be made to apply with respect to any single source of income
which is entirely omitted from a taxpayer's return.

Use of automatio data processing

I believe that the matching by the Government of information returns against
tax returns will provide essentially the same check on interest and dividend
reporting as a withholding system, with one exception: The informntion returns
will be more effective in that they will indicate the missing tax above the first
bracket rate. 'The 20-percent withholding system proposed in the pending bill
does not provide for recelpts, and therefore would not point out this missing
income above the amount withheld.
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As the antomatie datn processing facilities becomo effective it ehould he poust.
hle to mateh o large propovtion of the Information returns against tax returns,
A statemoent by Internnl Rovenue Qommirstoner Morttmer Caplin before tho Now
York State Bar Assoclation on Junuary 28 of this yoar indleates that by 1068
nil of the nine reglons of the Internnl Revenue Service in the country will bo
affectoad by automantie data processing, 1o sald by that time:

“Wao will be well on our way to comploting our master tuxpayer flle of gome 78
mitlon conroltdated tax aecounts recorded on 500 miles of magnetie tapo.”

“Ad 0 oresalt, with the longer perlod of Himttations which I have suggested for
omitted ronreen of ineome, tt should by possible to use the automntice data provess-
inge myatem to mateh the information returns and tax veturny, even for what will
then he the bnek yeara 1962 and 1063, While this matehing 1s o large job, it
shonld he woell within the vealm of the possible when we remember that, aecording
to Commirgtoner Caplin, the machines :

“Reading nt a speed of over 634 milllon letters or numbors a minute * * *
will revenl any digeropaneies o nnusual charactoriatles suggostive of the need for
further examination, mnd will then Hst thig information ut the remarkably high
print-out spesd of over 600 lines por minute,”

The "'reasury hns smphastzed that although automatte datn processing, through
the matehing of fnformution returns and tax returns, diseloses dlserepancies,
there (il remaing the job of colleeting the taxes, TIowoever, I belleve the
Tronzury tx underrating thele new systom in not pointing out the job that nuto-
mutic datn processing can alzo do in alding in the colleeting of taxes. Ifor
oxample, Assistant eerotary of the Preasury Surrey, in an article in the Janu-
ary tssue of ''ax Review of New York University in commenting on antomatle
datn processing aud tax adminiatration, statox:

“Also, separate tapey, representing bills or refunds, can be produced as an ont-
put of thix srme operation, to he followed in turn by high-speed printing of ap-
propriate communieations to taxpayers,  "'o go fuvther, another parvt of the name
program can boe designed to fdentify taxpayoers nccounts requiring other forms of
action, such as fssunnee of delinguency notlees, the notliication to audit personnel
of possible need to exnmine the voturn, the preparation of taxpayoers reglsters of
vnri‘nn§ kindg, and the accumulation of speelfle information for management
needs! . ‘

Asststant Qeeretary Surrey, in the same avticle, continues:

“The maintenance of a consolidated necount under an antomatie data process.
ing system provides the means for fssuing net billa covering tabilities for mul-
tiple taxes * * = hilling can be prompt and aceuvate,  Farthermore, the machine-
prepaved bill permits more defalled and expliett information for the taxpayer
than iz cconomieally feasible under a nonmechanieal system,”

T vecognive that to do a thorough job of colleeting the tax attributable to
dividend and interest Income may require some inerease in personnel for the
Interanl Revenne Service. ITowever, since it ig posaible to use automatic data
provessing for billing and carvying on inttinl correspondence with taxpayers, thia
inercase in personnel need not he ag large as it is sometimes arsumed. Morve-
over, the glternative, namely, the witholding system proposed by the administra-
tion, wonld also be costly, This system attempts to collect the tax not only on
dividend and interest payments above $10 but also the tax on smaller amounts
as well. The witholding at 20 percent even on $10 is only §2, only slightly above
the &1 minimun used in tax computations on the tax return. I believe it is also
clear that if extensive tax evasion and mistakes ave to be prevented, a sizable
auditing group must be assigmead to valldating the proposed exemption certificates
and quarterly refund systems. This is true even though the amounts involved in
many cases will be very small. Also, the payor's costs for a withholding system
involving exemption certificates cannot be ignored. This cost will, of course,
through the deduction of business expenses, be reflected in a decrease in govern-
mental revenues.

Conelusion on withholding

I believe that the numbers-computer systems such as outlined here should be
given a fall and complete trial before further consideration is given to a with-
holding system on interest and dividends. I base this primarily on the hardship
and confusion that a withholding system on dividends and interest will cause for
those who either have no tax liabllity, or only a relatively swall tax liability
which in any case i5 likely to be offset at least in part by excess withholding on
wages and salaries. ' .

.
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Our tax systom year by yenr is getting more and more complcated, and the,
harassment, of the tuxpayer {8 Increasing almost with each change made, Re-.
spect for our tax system must be mainfained, Unnecessary complexities and
burdens must be avolded. The withholding systetn on dividends and intercst
proposed by the adminfstration would bo u substantial step to the contravy.

withholding on interest and dlvidends has been before the Hengtte on four pre-
vious occasslons—4n 1942, 1060, 1051, and 1060, It has been overwheliningly
defented ench time because of its Inheront complexities, The present proposal,
oceupies somo 40 pages in the pending bill, filled with techniealities and excop-
tlons. IHaving walted through this long period of time, spanning much of my.
gervico In the Senante, I have concluded that we should glve the systems I have
outlined, using the account number leglslation nnd the new oleetronic machines, an
opportunlty to cope with the problem before adopting a proposal which the
Honate has for obvious reagons 5o often rojected,

INVESTMENT OREDIT

I must strongly oppose the investment credit proposal in the pending bill,

I'he I'reasury estimates that tho verslon of the credit which passed the House
(7 percent) will result in an aununl revenue loss of about $1.2 billfon but the
tdministration prefers an 8-percent credit which the Preasury estlinates will
result in an annual revenue loss of nearly $1.4 bitlion,

Under present conditions—when we are faced with the prospect of a defleit in
the current year of $7 to $10 billlon and tho likelihood of another defleit of $8
to §4 billlon next year—1I could only view it as an act of flscal irresponsibility
were we to ndopt o $1.4 billlon investment credit, and this I prediet would be
merely the beginning, It does not include credit on bulldings which could be
oxpected to come later,

We are all concerned about the rate of growth of investment in capital in the
Amerlean economy,  Jlowever, I belleve that the investment credit is digcrim-
inntory, wrong In principle, and would do great harm to our tax structure,
In addition, 1 belleve it would be ineffective in achleving the growth in {nvest-
ment sought and I8 not needed under present conditions,

Wrong tn principle and disoriminatory

I view the Investment credit as a subsidy—as a payment, through a speclal
tax reduction, for taking a particular action sought by the Government, When
tax reductions are possible, I belleve they should take the form of removing
restrahnts,  In thig manner we can obtain a more reallstic and natural growth
in Investments, one which matches investments with the demands and needs of
the economy rather than with benefits derived from an arbitrary tux reductlon,

I'hat the investment credit 18 wrong in principle was rcecognized by the great
majority of the witnesses before the Henate Finance Committee. Fully two-
thirds of the witnesses referring to the credit in their appearances before the
committee opposed it.

It 1s difficult for me to see why the administration so strongly advocates this
lnvcstn}(t)nt credit when the leaders of industry, labor and farmers specifically
oppose it,

Stanley H. Ruttenberg, director of research of the A¥I~-CIO, with reference to
the investment credit, urged the committee to '“* * * delete this provision from
tho bil], because we think it is a multibillion-dollar windfall that will not really
contribute anything to our national goals and will not relieve our balance-of-
payments problem as it is claimed to be.”

Mr. Walter Slowinskl, appearing on behalf of the chamber of commerce with
respect to the investment credit, said:

- “The chamber again recommends against the adoption of this novel and untried
preferential tax credit subsidy for business. It is also unnecessarily complex
and it will be difficult to administer * * *+."

Mr. Harold H. Scaff, chairman, Tax Committee, National Assoclation of
Manufacturers, said of the investment credit:

“It would simply provide reduction in effective tax rates for taxpayers who
use thelr income, or other funds, as the Government thinks is best for the
économy at a particular time.

' “There hds been a téndency to promote and discuss the investment tax credit
apart from the price which it would exact in terms of other changes in the tox
Iaw. Even without the exaction of such a price, we would oppose the eredit for
the reasona set forth in the appendix attached hereto. .Very simply, we belleva
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that tax reductions shoutl he afforited by dircet means. Wo would tako this
poattion oven 1f, in onr opinion, ull of the othor provislons of LR, 10060 con.
alitnted sounit tax polley.”

My, Uharles B, Bhumnn, prestdent of tho Amerlean Warm Burenu Federatlon,
Indicated that the Farm Bureaun opposed the investment crodit, He stated:

“Thette provistons are both unround and tkely to have n number of undesirable
offects, Tt wonld bo far botter {o Hbhorallze the treatment of deprectntion and
to work toward n goneral reduction In ihecoma tax ratea,

“The proposed investivent credit 18 n elective forin of tax rellef, in venlity a
subxltdy ® * * Pho result would bo to give some taxpayors a compotitive ad-
vantage at the expensgo of others,”

Although the fnrmers’ unton Al not teatity beforo the Winanca Committes, n
communleation signed by James (¢, Patton, prostdent, Nattonal Favmoers' Unton,
fnsorted in the Congresslonnl Record on Maveh 20, 1002 (p. 4084) atates ns
followa: “* * ¢ yrgo your influence to detete proviston glving hugoe privatoe cor-
porations operating at leaxs than full capaclty over $13¢ bitlion and private elee-
teical power monopoly over 100 million fn tax sabsldies which would result
fn the ght of capital ovevsons and fuarther aggravato the dollae evislg,”

Thoe Investment credit 18 wrong in prineiple beeause it, conpled with deprecla.
tion, veturna to the fnvestor more than 100 percent of what he paid for an anset,
T other words, the investmoent eredit allowed tg over nnd ahove regulary deprecine.
tlon.  Thus, it vepresents a gift, or subsldy, to a selected group of taxpuyers,

The investment eredit s also wrong in prineiple beenuse it Is dlgerlminantory,
For oxamply, the United States Rteol Covp, advises me (hat thetr mnximum
coredit for 1962 would he no more than $5 or §6 wmiltion, while the Amerlean
Telephione & Molograph Co,, on a T-pereent rate, would recelve v 1 year $350
mitlion,  The vory fact that the fuvestment evedit seleets those who make in-
vostments an the reciptents of the speelnl tax veduction means that 3t dis-
criminates agatnst those who for any veason cannot make the investments, 'his
meany, for example, that those who made substantinl investments Inst year or
the year before, and thovefore cannot make investments in 1002 or 1003, ave
diseriminnted against,  This g also trae of those who cannot obtnln the funds to
wmake investments, and of those who eannot afford to make Investments bheenuse
of alveady oxisting oxecess eapaelty in their industry. A second major type of
diserfmination exists in the case of those whose tncome 1s velatively small in the
current year, beeatise the investment credit allowed under the House bilt or the
adwministration proposal is Hmited to 20 or 50 pereent of tax Habitty in excess
of 3,000, A thivd type of dlserimination under {he bl exists in the ease of
cortain types of investments,  For example, the investment evedit {8 not. avatlable
for huildtugs or structural components, for inerease in inventory, or for increases
in accounts receivable, or under the administration proposal for investments in
public utllitics.  (The House Ml provided a 4-percent tax credit for publie
utilittes.)

Revistons made in our vevenue structure must not be atlowed to create now
dizerimination and artificial distinetions among taxpayers, Instead, our atten-
tion should be djrected toward lessening, rather than inereasing, such factors,

Ineficetive and questionable

Serious questions avise as to the efliciency of a device designed to sthmulate
new invesiments which indiseriminately awards tax rebates for all new invest-
ments, even though most of them would be made without investment credit.
Moreover, if the purpose of this credit is to stimulate investment, I cannot seo
why the administration would make the provision retroactive to the first of this
year. This retroactive feature could produce a windfail of as much as $600 mil-
lion over the period from January 1962 to the date the bill could become effective.
There has been teo much uncertainty as to the passage of this measure for anyone
to be sure the investment credit would apply to investments made to date. The
tetroactive application of the provision therefore is completely wasted as far
as any stimulative effect is concerned.

Another factor apparently overlooked by the administration is that invest-
menta made now will not be eligible for the investment credit in many cases for
a period of 2 to 3 years. Mr. R. C. 'Tyson, chairman of the Finance Committee
of the United States Steel Corp., for example, indicated in a letter to me that in
the case of the steel industry a period from 24 to 80 months on the average
will elapse between the date the project is begun and the date the expenditures
are eligible for the credit.
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The now MeGraw-HL suevey anked Industey how much it would Inerenso In-
ventment plans 1f an nvestment evedit were to be provided, T'he nanswer was that
the eroedit would hoost, 1082 Invertiments by only 1 percent, or 8300 million, 1hig
I hdlentive of the relatlve fneffectiveness of the nvestinent evedit as s sthinuiant
for ncreased vestiment,

Mony of the wltnesses who appeared hefore the RFlunnee Commlites also
doubted the effeetiveness of the fnvestment ervedit,  Wor example, Augustus W,
Kelley, ropresenting the Proprietary Ansoclatlon unlbd ;

CPhe theory of the tnx Incentive in our opinton Is baked on the falue premise
that business juvestments are motlvited submstantinlly by tax conslderations, In
our Industey, and woe belleve 1t in typlent of others, the declslon whether or not
to Invest. in new macehlnery and equipment. ix based prhmarily on pure huslness
vonslderatlon,  Rhmply stated, we are not golng to spend 81 Just becaise the
Governmoent gives us 7 contw,”

M, Oty L BRI, speaking for the Nationa) Jobbers Councll, said

“Phin tax eredlt. will not he enongh to Induce o #ingle jobber to buy one item
more than what he would otherwise have purchased,”

"The MeUGraw-HU survey, nlvendy veferrved to, antfelpates that even without
thoe Investment. eredit, business investments In plont gnd equipment this year arve
expected to amount, to $48 billlon, or §1 bllllon above the previous record set in
67, Phis 18 $3.06 biillon, or 11 porcent, more than was spent, lnst yenr, More.
over, the survey Indleates that existing plans point to a high level of Investiment
for the perfod 1964 - 65,

Thin antleipnted rise in business Investinents, coupled with the fact that the
Neeretary of the Treasury has already annonnced firm ‘Preasury plans to sub-
stantinlly revise allowable deprecintion schedules under Bulletin F, in my view
indleates that this s not the time for still further so-called afds to lasiness
investment,  The depreciation provislon nlone, necording to testimony of the
Heeretary of the Treasury (May 10-11 before the Finanee Committee) 18 likely
to resull In o revenuo loss of 1.2 billlon, I eanuot believe that we should add
another $1.4 billlon to this without first secing the effect of the depreciation
revislon on Investments, o



