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The pending tax bill., H. R. 4473, which the Finance Committee has r eported 
to the SeP~te, is one of the most important pieces of legislation to c orrB before the 
Congress durir:g this eventful year. The bill is of crucial importance to the 
def ense effor t and to the welfare of this country, and it is therefore essential 
thc:.t t ho soundest possible consideration be given i .ts provisions .• 

J"l;-f t. ,BifC the ecgnomic facts? Congressional appropriations will amount to 
about $94/bl~l1~n. Not ~11 of this sum will be spent this year. For the current 
fiscal year which ends June 30, 1952, expenditures will be roughly $70 billion. 
In the next f iscal year , expenditures will be between $80 billion and $90 billion. 

These are not theoretical expenditure figures. Thes e are f acts -- the 
result of deliber a te and mature action by the Gongress for which we cannot escape 
r esponsibility. The major appropriGtion bills ha ve passed both houses and the 
huge sums decided upon undor went s erious study and debate before we acted. We 
have voted lc.:rge sums for our military defens es , f or new weapons, to strengthen 
tho f r ee worl d, to run our government efficie ntly - and we have done so by our own 
votes. 1ile must now a s responsible members of Congress s eek to r .:~isc the money to 
pay the bills whi ch we have incurred. 

In deciding on the amount of our national bill, I be lieve the American 
people agreed vJi th us the. t the expendi tur s are ne coss ary. 

The citizens of this country are aware of the dangers t ha t beset us. 
Conununi s t aggr ession continues to threaten our security and t ho s l3 curi ty of the 
free irorld. It can be haltc;d in one of t wo vw.ys. The first Hay is to s t op the 
aggressor nhon he ventures to attack, as he was stopped in Korea . Tho s ocond way 
is to a r m ourselves and help build up the strength of our allios so that the 
aggressor -..ill know that he c annot succeed. li{o mu..;t show our de t er iJ"linati on to 
pr ot ect freedom all over t he world ·wherever it may b o attacked. 

Tho production progr am vrhich is noc ._ss c.ry to build t he free world's 
defenses agains t Communism i s a l Jrgo unde~taking. It is expensive . It requires 
the di v"'rsion of a large proportion of our human and phys i ca l r esources from 
production of peacetime goods to tho production of arms a nd munitions. It moans 
that -r;e r.rill t empor arily have fevmr automobiles, refrigerators and television 
sots, and tha t our wnge oarnors and farrors will have to work longer hours. 
Above all, it needs all t he courage a nd foresight which is characteristic of the 
Amcr ic&n p::;ople • 

. The genius of tho AmuricGn people to produce more in times of great stres: 
is al v;ays under-rat ed, but it has boon proved many times . I believe we can 
achieve tho production goals r e quired t o complete the military program and also 
to l ay tho groundwork for increasing living standards, not only in this country 
but also in t h e r est of tho free vvorld. We need only to harness s ome of ·tho 
tremendous potent ials which arc s till untapped her e and abroad to r eal ize those 
obj ecti vcs. 

The cold war is not a t emporary phenomenon. It is one of t ho practical 
political facts of our gen2r ation. In the present armistice talks in Korea, we 

nrc dealing wi th only on'- thrust of Coi!1'Junism. Eve n though one t~rust m y be 
sto!Jpod, thoro is no tolling when n s e c ond ·will strike in another corner of the 
globe . We ~-; ill not cope vlith Com..r.1unism unloss vvo f ace t ho cold, hard f act that 
wmmst build up our strength for a long pull. We cannot arm quickly to m0et one 
thr eat and the n disarm as soon as it h~.s boon averted . Such a course of action 
is wasteful c.nd inefficient. Moro i wportant, if we relax our guard even once , we 
nr c likel y t o l os e tho fight against tho enemies of freedom. 

The f act tha t the · cold war is likely to l as t a long tin1o makes it 
i mpl. r a.tivo t hat vre plan ahuad. Our economic system must be based on a strong 
foundation if we a r c to succeed in our res olve to stop Communi;:>m. Part of this 
foundation must be a strong and equitable tax system which will be adequate to 
pay thu cos t of r ear mament . 

Now that the Congressional action on appropria tions is compl<..- ted, it 
is clear tha t we mus t add subst.:mtially to our r cvenw:::s. Tho citizuns of this 
country are ·willing to undertake to pay for their defens e so long as tho tax 
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burden is distributed fairly ana 1n accordance with ability to pay,. Tho tax 
structure is a complicated me~hanism of necessity. Mo :0 t of the t echnical 
provisions of tho tax lavrs arc not understood by tho average ci tizon. The task 
before tho Congress in dist~ibuting the burde n fairly among individuals and 
corporations is therefore eepocially important. It is our obligation to our 
constituents to design true legislation in tho fairest manner possible. 

Wo should approach the problems of tax~tion on tho basis of a simple 
principle: our tax system should bo strong enough to m\oet our commitments and 
it should di.stribute tho burden fairly among tho people. 

Tho l egislation which is now before the Sonata docs not moo t tho 
specificati ons in this simple t est. It vall not r a ise enough rovonuo to balance 
tho budgo·t and will therefore invito inflation through dofici t financing . 
Moreover, t he money that tho tax bill docs raise is distributed unfairly. Tho 
tax burden on corporations whoso profits have soa r ed to tho $50 billion l evel 
h.:.s boon cut by almost $800 million below tho House bill . Taxes of individuals 
with incomes above $5,000 have boon cut by $351 million below tho House bill. 
Furthermore , sot1o of tho mos t import<mt loophole-closing provisions adopted by 
tho Hous e have boon s t ricken from the bill and a nunfuer of new loopholes have 
boon added. Tho r.1any excess profits tax amendments vrhich we are asked to adopt 
to 11 r olie ve hardship11 give $120 million of r elief, in most cases whore it is un­
warranted. 

Few· poople can comprehend tho broad scope of the loophole-opening 
provisions incl'ldod in the bill. Nonetheless, I bolicve thot it is tho duty of 
the Scm.:'. t e to scrutinize th0s e provisions ca r efully and to understa nd their 
implicJ.t ionso My objective in bringing these matters to your attention is to 
f amiliarize tho m2::.1bers of the Senate with det2.ils which they might ov0rlook 
in the rush to complete action on this one r .:;maining piece of major l egislation 
duri ng this s es s ion. ·when the tax s ystem already calls for over $60 billion a 
year and y,rhon we are asking the taxpayers to pay $5 to $7 billion more, wo must 
in good conscience ex.::uni ne carefull.y tho make-up of the cddi tional burden. 

An e.nalysis of tho bill before the Sona te vdll demonstra te that it is 
defect ive in three r espe cts: 

First, the r eductions macle below the House bill will go largely 
to corpora tions whose s wollen profits are anplc proof that they 
ar e able to pay tho a.dditional taxes imposed by tho House. 

Second, tho bill docs not close enough loopholes in tho present 
l awso 

Third, it extends unwarranted t 2x privileges and opens up now 
loophol-Js which will bo available to relatively few people at 
the expense of naDy. 

I . Comparison of House ;:~nd Senate bills 

According to the r eport by the Finance Committee on H. R. 4473, the 
House bill would collect i n a full yea r of oper ation about $7.. 2 billion of 
additional revenue . Thi s waount would be obtained from the following s ources: 
$2.8 billion from changes in the individual i ncome tax; $2.9 billion from 
changes in the corporation income a.nd excess profits taxes; $1.,3 billion from 
increases and revisions in the excise taxes; and a ne t increase of $245 IP.illion 
fr ow structural changes. 

As rovis cd ~nd a.r:endod by theFinance Conuni ttoe, t he bill would raise 
only $5.5 billiono Of this amount l ess than $2.4 billion would be r ais ed from 
the individual inc ome tax, or a lmost $1/2 billion l ess than tho House bill; 
$2.1 billion frcm corpor.::. tion taxes , or almost $800 million loss than the House 
bill; and $1.3 billion from excise taxes, or approxima.tely tho s ame increase 
th-:::.t the House bill provides in this area. Finally, tho so-called 11 structural 
ch<J.ngos 11 in t ho Finance ComBittee 1s bill will actually reduce revenues by $390 
million wher eas tho Hous e bill r aised $245 Dillion, r.1aking a difference of $635 
million. 

I should like to r epeat these differences: alnost one-half billion 
dollars of the reduction in the yield below the House bill vdll go to 
individuals; almo;::;t $800 million will go to corpora tions and $635 million vall 
be lost because of tho f~ilurc to close loopholes reco~~ended by the House and 
because of the addition of new loopholes in tho t ax laws. I wonder whether the 
members of the Sena te rea.lize that of t he total reducti on of $1.7 billion below 
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the Houso bill, $128 nillion wiJ.l go to f aniliGs with incomes below $.5,000. The 
renaining ~'; 1,.56.5 million 1,;rill go to corporations and to indi vidu.'J.ls in tne 
high-inccnio brackets who can tE\lco advantage of tho existing loopholes and the 
new loopholes that wE:re added. 

In view of the orle-sided nature of the reductions made in the House 
bill, I bolicve it is r;or thwhilo to r evi ew them c:!refully. 

A. Corpor ation I.11c omc Tax 

TI1c r eduction cf $800 million doll~s in tho increased c orpor.::.t ion 
taxes pc>ssed by t h. .:: Honse col-:lc s at a time when corpo:r :::~tion profits are a t the 
highes t point in history. The story is the s a;~ whether profits are taken 
before or after taxes . In the period 1946 through 1949 which is the base 
period for the excess pr ofits taxes, corpor~tion profits averaged $29 billion 
before te.:~os end $17 . 6 l··i lli on after truces . In tho first hnlf of this year, 
corpor:::ti on proft ts aver :J.ged $.50 billion c.t .nn annual rate before t axes and 
almos t $23 billion after taxes. Ev'-'n if tho incrc.:.sed taxes i~I1pos ed by the 
House vrere t o bo adoptL.d, co:-por:?.tion profits this year would be about ~20 
billion nfter tE~~s . This is higher than profits after t m>es in any year of the 
base period eAcopt the boom year 1948, and it is just about double tho highest 
profits L'l!lde by corpor <J. tions during World vi/<J.r II . 

Thur e is every indication th<J.t c orporat~ons have the ability to pay 
the taxes propos ed by the House . Markets for corpor :;.tions crre virtually assured 
by the defense oxpendi turcs ~ Five year c.mvrtization has boon allcv:<Jd on $6 
billion of fat;.lrc plant oxp::tasion, evcm though a high proportion of these 
facilities will be us eful to their o~'mcrs after the currGnt emerg.::.ncy is over. 
The excess profits tax provides generous r elict provisions for all corporations o 

It is net Slli"pr:i.sing w1dor the;sc circm.1StancGs, to find that the stock r:.arket 
has this yc.o.r r eached tho highest levels in the p ,'JSt tv.o docad.:., s. To ask 
corpor :-:tions to bear $2 .9 billi :m of additional taxes, ns provided in the House 
bil;L, is only fnir in times like these since it will still l eave them with 
rec ord profits .~ftcr taxes. 

The major part of the $800 million dollar reduction in the corporation 
tax increase made by tho Fino.nce Co~~ttee is due to the elimination of the 
incrvasc L'1 the excess profits tax proposed by the House and tho reducticn of 
the coiling r o.te from 70 to 69 percent . These two ch~ngos, which cost 2bout 
$600 million, ~~11 benefit the l~rgest and most profitable corporations . By 
contr o.s t the purpose of tho House provision v;as to reduce the impact of the 
higher taxes en corpor ::tions whose profits have fallen subste.nti:;.lly below their 
av~rc-cgo pr ofits in tho base period . 

The bill before us dev~e.te s i n one other ~nportant r ospect fron the 
House bill. Tho Hous e :rr2.do tho corporc;.tion tax increases eff ective January 1, 
1951. As r cpor t0d t o tho Sonate , the se incr~as~s are made effective April 1, 
19.51, r one quartor lo.t·~r. In thi s i"le.nn.:.:r, linbili tivs of corpor :::t ions f or 
calvndnr year 19.51 \;ill be r ;:;duced by over one-half billion dollEJ.rs . The 
differ ence in effective do.t tJs was r e ported by the ViALL S'IREET JOURNAL of September 
11, 19.51, to LlOQJl a r educti <)n ii1 th o tax of United Sta t e s Stc<2l by $23 million. 
O.o. tho basis of its r eported financial stat or:ront f er the first half of t he year, 
Gen~ral Mot ors ••ill save o.t least as much by thu change in the effective date . 

Corpor ,~tions have been formmrnod from the beginning of t his year thc.t 
they would be subject to additiunal taxes on all this year's profits . Except 
f or tho special situ<J.tion croat ed by Korea last year , changes in corporotion 
tax r aks -- whe t her up or down -- hove alnays been made cffecti vo beginning tho 
tho first of tho yuar during -,\"nich tho legislation was enacted . This is 
·necessary because c orpor ations arc not on a current te.x pc?.YJilGnt basis. If 
corporation tax increases wore to be pr ospoctivo only, tho lag in collc ctionswould 
post.pcno actuc:.l paYJ~onts of incr eased liabili tics by as much as t 'ilo yc.ars in some 
cas:>s. The argum~...;nt th~ t increased corporation t axes made effective the first 
Of th:i.<: year a rc retroacti VG and thus Und8Sirable 'is Tierely a pretense to enable 
c orpor .::J.tivns to escape their fair share of this year's tax burden. I an ccrt3.in 
tha~ corpor ations would insist that tax r eductions be ~ado effective beginning 
t .be first of the ye&r if profits fell and they would not call it a r etro<J.c.tive 
te~ reduction. There is no valid r eason for postponing the effective date of the 
incre.2se in taxes on corpor ations to a date later than J anuary 1 of this yoar. 

In the first quartor of .this year corporation profits were the highest in history. 
By delaying the cffect~ve date t o ~11 1 1 l 9.5li the Se~te Committee has exempted 
fro:u: incrc.:ts 3<i taxes the VE}ry profits tha"L shou d bear the heaviest load. 

For those reasons, I will join with a nu.r.1bor of rrr,Y coll eague s i n ~ging 
the Sen:J.t e to r estore the increase in excess profi ts tax made in the Hcusc b1ll 
and also to mo.ke the s e chc.nges effective beginning January 1, 1951. 

( 



B. Individual inco111e t ,::x 
-1.,.-

The Host equitable f ea ture of t he bill a s pas sed by the House ~ J<l S the 
defence tax rrhich increa sed every0o<ly 1 s t axes b~l 12) per cent, uith an e.djustr:1ent 
in t he hi ghast bra ckets to liu i t the topnost r o.te to a 111ax i r.n.n;1 of 94. 5 pe:;: cent. 
This L1etl.10c' of inc rea sine t axes f or lm ·e~c _.,,nd ; :i c".cUe-brac.~et ta1~x:ty0rs h c:.s been 
reta ined in the arnended bill 0efo1·e you, but the incre~.1.se is :.:co.uceC: f ran 12.;· to 
ll per cent. I n the highe1· l>r2.ckets 1 hm:ever, t he t ,:.x incre. ~s e \!as lirdted to 
8 per cent aft er present t e..xes. The eL.'ect ot thes-e chc:.nges e.t di.~.'i.'erent levels of 
inCOEle f or <..1. m:::.r r i ed ;_Jerson \lith t r o dependents is shorm i n t he follor:ing t c.ble: 

. Tax inc1·ea r3e Reduction 
..! 

·*Nd Income Houce f inance .Altio1.mt Percent 
bill :Co·. ::..ii t tee bill (1) - (2) (3)/(1) 

(1) (.'2 ) (3) (4) 
~~ 3~000 G 15 

,, 
13 ' . 2 l~cf 

.,p 
" 

-.; ) ,o 

5,000 65 57 8 12 
10,000 199 174 25 13 
25, 000 7G4 68G 96 12 
50,000 2, .361 2,0~0 281 12 

100,000 6,489 3,680 2,809 43 
500,000 29,571 7,787 21,781, ?L.,. 

1,ooo,ooo 4'2,544 11,287 Jl,257 74 

~*' net incor:1e <ti'tel' cJ.ec1ucti o;.ls ])ut befo:ce exeD:')tions. 

The revisions :m::.cle by the Finc.nce Con:. ,it t ee r educec1 t he House t az incre.:.'..s e by 12 
or 13 pel' cent for all levels of i n cone UjJ to ::~50, 000. Eoueve1·, t~1e rec~uction u2.s 
43 per cent ~-..t t he :::>100 ,000 level c:.nd 74 ~Je :· cent r.. 'uove t he -:>500, 000 level. St a ted 
in otll cj~ ter;,1s , the t a.x bill n.:o.s l~oclucec~ for t he 36 million t&xpv.yers Hi t ll a.(j us ted 
gros s incor.:es o1' les s t:l<.'-11 :.: _;5 ,000 ])y a totJ.l oi' ()128 uillion; but i'Ol' t he C L:ill ion 
tax::Jayers 11i t i'l i ncomes a bove ·:·,5 ,000 the r ecluction 1:c:.s :}351 1dllion . 

Tl:.cse f igm,es cle;10nst r a te the ,_,e ~, l ryur )Ose bel1i nC: t i1e :cevis ions ;:;D.L\e in 
the to.~c incr e<oo. ses ~·Ol. i ncl.i vidu..~ls. They '.rcre desi~11ed to s of t ei1 t b.e i J 1::_-:c.ct of the 
te.x bil l on lor:-incor,ie :ceci) ients by a fe~J dolJ.c.:;.·s i n o::..<".8l' to :.taLe Llo: .. c l_)a.l a t ;J.ble 
the very l Z'..T08 r€ductions ri:ac'.e in t he t c.xes of t he l .re,··.l'i:,hy. The u ~) er cent lini t a­
tion 1..rill benefit onl :r sinc;le i;)ersons \Ji th t dxc..ble incor.1es 2.bove :/ 2.7,000 o.nc~ 

;:n;:t:nied persons uith tc.zable incor.w s a bove ::!54,000. Those \iith lo1. e:;: i :nco .. ;es uill 
not se.ve a s in&;le cent f ro:.: t his liui t a tion. 

The staff of the Joi nt Co;::ni t tee on ·(.he Economic Repol~t :i:ecently ~Jublished 

the l a t est study o;':' t he clistri bution of' tot:1l Fecl.eral, Sta te, P.nc~ loca.l t .::.xes by 
incone levels . TheGe f i c;u:ces o.re no less t h.:.n sk .rtlinr:; nnc'L it is unf ortunJ.te that 
they he.ve not been given •no:ce nic~espreo.d ~;ublici t y . The fcJ. ctn 2.I"'e t:L t i n 19L,b , 
indivi duals anc1. fauilie s •.ri th :l.ncones unJ.e:c ::~1, 000 paic~ ~.3 .6 j_)Gl' cent of t~1eir 
i nco:.:.Je in t axes to a l l levels of govel'macnt. This coupu.r es '< .'i tll 20.3 pc:c cent 
bet1:een :::,l,COO 2nd ~: :.2,000 ; alLlos t 22 pe:c cent betueen ::;.2,000 2.n( .::.5, 000 ; 23. 1 
pe::c cent bct ;:reen -:-,5,000 ,:mcJ. ·::;7,500 ; c:.l:c.~. 31.7 in the classes <:.1JO,•e ::7,500. T~ms, 

the )eopl e • .. -iti.l incomes belo-:1 ,/1,000 a ctl.u lJ.y bear c h e . ..tvior tax loc.c~~ t:llen all 
t axes m:e t2.l~en into a ccount, t ll::.n o.ny c;roup up to the :.:;7 ,500 level. 

The need for reven11e is urgent .:.'.m: \ -:;; J.;ust i u:)ose h i :)1er t _,:J:es even on 
t hose i 1: t he laue!' inco;uG e,r ou:ps 1·ho c.: . .-e a.l Y·edly hecvily burdened. Du.t ~ie cn.m!ot 
give a~:r.y Et h<1l f'- billi on o:·: t .:.xes ,'.t ·t his t iue, especi ... . l l y .l:o;.1 ~he i·.::-clj o:;, sh..::.:ce 
goes to t he ·.rev.l thy. I, the1·ef ore , 1..1rge 1 :y co2.1e ... ~.::;ua s t o· l~ec .:;Ds ic:el' t~w rec~uctions 

raade by t he Fin.:>.nce Commi tt0e in the Ileus -J bill 2Jk t o :c·osto::e ·cl1e o1·igin ··.1 i nc:i vid­
ual i ncor:,e t c:x increa ses )CJ.Ssed b~r t l1e House. 

c. ca~itc..l gains 

The cn.·· )i t c..l gains rate is no\! limitec~ to a m<.'t:;~i; :u:.1 o:( 25 pm· cent v.nc~ 

:rr ofi t s fro' :: t he s c.le of "-ssets held :.:'o:c sL: :.;onths o:!: . .:or J ::'Te c;i ven t :1i s pr e­
:.:'arenti.:>.l tre['.t ;aent. So f c;.r as I lla ve boel1 a.ble to CteteEJi ns , t he six-c.1onth Loldine 
~)erioc.~ uccorn:._1lishes nothing except to l'educe tJ.1e t axes o:~ specu~ators ;r~1o ' :i ll l>e 
able i :·l one r:r...~r or anot h8r to hold tl~eir g~:dns :for .::. t l c,·,s t 6 L~onths i n order t o 
obt •. in y.Jref e: entia.l the r o.te on lone-tern co.~Jitdl gains. 

The lou r e.te of t o.x on cc?.;)i 'W.l gains sin[:,l es out f or specic.tl tre •. t nent 
incol!lcs <!hicl1 h. ·.ve no les s ,:: :Jili t .,r t o 1Jay t llc.n ot her t ;ypes of incoi!~E:G . Indcec~ c. t 
one time , en:u.1ed incOi :e rr.~s consi c1.e:;. eel to b8 entitlec~ to a SlJecio.l credit f or t .J.x 
pur:,1oses. Apparently , s::;cculating and coupon-cli~)ring hc~ve c..ttaincc~ a. l:lO:!.~ e 

prefe rential sta tus t ll.::w.1 incoue enrned by ~rage ect.I'ners a:..K1 evmc. sr.l8.ricc~ exccuti ves. 
Cal·1ital gains c'.:;:c he::'.vil7 concent r a t ed in t he hi0h-incoHle b1·ac~:ets a.ncJ. the 
preferentiG.l tre:: t ;o.ent accorc~ed thei~1 uill ".Je es1Jeci ally fv.vor0.'ule t o the ner,lthy. 
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At tho ·:\3 ,000 level, capit,:.l gains a;1ounted to less than one-ha l f of one por cent 
of tot'"'~l incoJi<e in 194B; but they nn ountoc1 to ~5 ~e:.: cent at the :::;500,000 level. 
Prefel~entic:.l trea t ;_:ent : or ce.pita l gains is, the:;.1 efo'!:'e, nothin;:; ;Less t h<'.n class 
legisL1 tion--legislation which reC:h.:ce s the tax blU1 den of the 1.•eal thy classes. 

Tl"e Secreto.ry of the Treasury urged tl1.:.1t the ca)ital galns tr:"..X be in­
cre::sed. He ~ointed out the.t the stu.rting rate Oj'l ordin<:.ry incorc.es ..... nd tho r <:. te on 
long- ter:.1 co.pito.l go.ins for individuals not subject to t ;le altern:.>.tive tax ~TOl'e 
increasec~ substJ.ntiall:r under the Revenue Act oi' 1950 and u:il1 also be incro~tsed 
again unc~e1· t l1is bill. His :ceco:.Ji18i1cb.tion v:as th,:.t the <.dtcrnc>.tive ta:{ r v. -i:,e be 
incre<.secl fro;: 25 to 37~ p ;;r cent. I ~roulc\ suggest a 35 per· cent r<2te to c..ccord 
ap~lroxiE:.c.tely uitl1 the r ,·.te 1ncre.::se in the Revenue Act of 1950 anu in t~lis bill. 

The House bill incre.:.s~c~ the ca:)i t a l gains ro.tc to 2G per cent fo:r· cor­
porations and individuals, or by o!'~Y one- fifth oi' t he inc:ce2.se l;ro:!OSGC.: by the 
Secretary . The bill before ;you does not conta in even t~1is s:·~·etll increc~.se . 

~ihy does t.he Finance Co!lDi ttee not believe in incre,'.sinc; tax buro.e;1s of 
of recipients oi' cari t .:tl ga.ins even in ·t.he slightest c~ et:;ree? The reaso~• given is 
tht:1.t an increa se of 3 pe:ccentage points uill discourr.[;e the r ea.l:i.z.::.tion o :~· gc.ins 
and presun<:.bly nould rec'l.uce ra thGr thrm increccSe revenue . On Po.ges 62 anc~ 63 of 
the re;_lort of the rJays and :Ie.:tns Con:.'71ittee, you will iim.1, hopever, that ':.;37 
!Jillion i7ill be lost ._,_r; a result of tl1e elimination of the cco.~1ital £pins ta~c in­
creo.s e provided by the House. Apparently, those i:ho Lmde the esti;··!atos f or the 
Hom;e do not ngr ee ui t!.-. the Finance CorJni ttee in its analysis oi· t he eZi'ects of ·t.he 
capital getins tax. 

The fact of the natter is tha t the yielt: :frou capital g2.ins llr'.s not 
de~~· ended on the CUlli t 'll gains r a te . Caj)i t al ge.ins reported on t ,.,_x r eturns lm ve 
increc secl ancl decreasecl ~~ s the stock mar~:et lu s gone up <Hld o.mm. L:trge CcliJi tal 
gaii.'}S 1i;e:re re)orted ' .. llec1 the r ,1.tes uere high a!1d low; anO. conversely, varying 
aii:.ounts ol' ca~)it0.l gains 1;ere re)ortec~ .:!1en the rate has rer,Jo.inec: unchanc_;e6. for a 
m.u,Jbe:..' of years. The bo.sic forces of t he :rur~~et are r.1o:..·c controllinc thEm the t ,::.x 
rate, r.nc1 it is erroneous to SUiJ~•ose tha t a relati vel~r s•.lall clnn~, e i:t1 the co.1,i t"1.l 
gains tax can U)set t~ e r.1artet. 

Accordinr; to the 1·ecol·cl of the open hen.rincs before ti1e Fine.nce Co.c:.i ttee, 
pages 119 and :334, o. report in ca:;:)ital gains tax0.tion n :'.s su'oi,litted by the Tree.sury 
Departr.:ent . l shoulJ like to ask tl18 Chairman, ox· u.ny otll-::r ;,:e;n'uor· o.:.· the Connittee: 
whether this rerJort substc.;.!'ltit'l. tes the conclusion th8. ·c a 3 pe:.:· cent incre:"se in the 
ca:tJi t a l gt>cins r;ill dis courage reali Zl:i. tion. trill the Chairr::e.n ual:e tllis re:Jort 
available to the Senate toC:.a7 so ti1~,t He can 2.ll c;ive this matter the c~1.reful study 
it c~eserves? 

Tl1e f c:.iluxe of botl1 the House o.nd the Finance Co;.u:~ ittee to lengtl1en tile 
holding perioc.l. f roEl six I;'Jonths to one year is 2.lso unrra.rranted . The holding :t:eriod 
tio.s originally desi:).1ecl to prevent t axation of c~1.pi k .l ~d.ins '. !~lich accrue over 
many years fron being taxed c.s n lump SUiJ :i,.n the yec r ;.'hen the ga ins arc re.:;.lized. 
The holting period wr~s originally t uo yee.rs, 'but it u,~s gretdually i.'hitt;Led dm:n 
1mtil, :Ln 1942, it ';c.s reduced to six 1:10nths. 

The:c·e is no justH'ication for taxin~ z. profit :.:·ror: u.n o.sset held for l ess 
than one year o:t. a pre:fe:·~entic.J, ro.t.e, any ;:ore th..::.n to gbre such t:re:·.tr·ient to a 
j eneler Ol' SOLie other merchant \:ho turns over his stocL of goOt~s onl:7 t u ice a ye::1r. 
Our incm.1e tex is on an c.nnua.l bJ.sis o..m1 thc1·e is no he.:-.x1ship i 1:_,osed on '_;rofi ts if 
assets are held for less th<'n a ye;;.r. The six ;:tonths holc.1in&:; :1eria<: ben.ef:~ ts r:licl.inly 
th.3 specula.tor; the genu..i .. ne investor i!ho hol•~.s his stocL for long perioc1 s for 
investnent ) ur) oses derive3 no benefit fro~-~ a sllort holdi ng i.J e1·iod . 

Jn1 incre,'.s e i:..1 tl1e capito.l r;ains t.;uc is :ce'~uL.·ed no-t, only on the ground 
that c.ll ot her incomes have bee11 SUbject to hi:;he:c te.X l'r::.. tes since !~orca, l)Ut also 
on the grotmd thc.t it is needed. to protect t he b::t.sic e(~uity o::':' ·0:1e im~.ivi0.ual income 
t 8.x . ·:alen t~~x r a t es '"j.'e hij'1 and one type o;: incor.1e is subject to a lon r a t e , it is 
r.ctural the.t in~..~i vidu.'lls 11ill try to convert o:cc~in2.ry incoi~e into th<: t ;rpo of iacome 
'.'lhicl: is gi van j_)referenti .. J.l treat,nent. The courts h::~ve ::.'or ye.J.rB nrE:;stlcd rrith 
this yrobleu but the cases of t ax 2.voidance keep incre,:.sin[,• 1 .11.: t is ·.•o:;:·e L ·!) ortc.nt, 
ordinary incoiites are convc~rtec.l into c2.pi tal guins by legisl<l ti ve ":1.ction. This bill 
is one of the best ex:n.1ples . 1.;hilo the t axes on o:.:-c~imc:c·;r i ncomes of in0.ivic~u:~ls 
anO. corpO:t"[\ tions ... :·~e incrc ... sed by o.linost (:;!;..5 bi llion, the unjusti.C'ied capital gnins 
treat raent :for proi'i t s fror;, the s <:~les of depreciable })r01)el~t:,· h,.G bee11 e~:t rmdeC'l to 
other orclin~n·y incones in this bill. I shall have L,o:,~e to sa:;- ,:.bout thes e ne1: 
loo:;ilioles later. It :i.s suf ficient to note at this point tl1<1.t, 1:-llen Fe La.il to nove 
up th:) ca)i t -:1 gains t -t7. 2.s the ta:: on orCtina17 incomes incre.tses, ' ;e 1~ tho :c·isl: 
of un~~el'iJining t he inc~i vic~ual income t ,'.X. 
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I shm.:ld lil:e to 2.sl: the c.1istinr;uisnec1. Ch:.:drraan OJ.. the Fim·.nce Co~TJ11i tt3e 
1!1lether he is not concer ned <.'. bout ·(.he g1·~·.C:.m.l ~:.rocer.;s by nhic:1 -~he inc01::e t'-'-~C bc.se 
i s 1)e~.nt; '.ihi ttled a:wc.y throu::;h the convE::;:·sion of' or(inc:.ry incoHe into czqi t e.l 
gains :..:ml. by legislating cn)i to.l gairw t1·e.:.tl.:ent f or t:Je orc.~in~ .l'Y incoues of 
sDecL:.l groups. 

Len~thening t he holc~ing pej,'ioc~ to six r.1onths r·.nc:. incr·ec.s in ~; the ca[Ji t a l 
£5D. ins r a te fo:c inL1iYi.du.?.ls a:.HJ. cor1::-or2tions to 35 )'3I' cent ·.:oulc.'. pro--~uce :::,300 
r:.i.J.lion oi revenue. In th~es li1:e these , \!e c,i.nnot ai'lm:c~ ·to give u::-' t~1is nuch 
revenue · .. '1en the ca.s0 for the tc::~x i.ncrcz.se is so st1·ong. 

II. Suggc;stecl loophoJ,e-closinr: ··)rovisions 

'l'he chaw~es in the bill ':rhich I have su;:;gestot this fc-'.1~ r;oulc.l r u.ise a 
toL.l oi' alr:ost ·:.1.1+ billion, ~'.m". no1.1.ld increJ.sc t he ;1ielC:l of" t~·le bill to 
::?6.9 billion. This s·i:.ill i':.1.lls :1:'<1-r short of t h.:'! o.;-~om1t oi :cev.:muc n2eCi.ed to 
balance t;v~ buC::.£:~:!'1:,. I submit th;·.t bil::dmis more cov.ld 1):; l~aisec.~. b:'J7 2. deter; 1ined 
effort to close loo=lhol8S. 

I believe you uill agr,.:::e nith r.1e tha t the ::.m.n in the street, llorrever 
U11SO)hiE)tic.::,te( he nay be , enc:or.ses D. pay-as-•:e-go !)Olicy. he is uillil1g to be 
t ecxecl to pt.y f or Lis orm cl.o.t:mse. But he insists th ·.t t 2..xes be levied f<~irly, 
that eve~·y!)oO.::T sl10ulcl.er tJ.1e bur·tlen accordinc; to his a'bili t~r to ~)ay . 

I 1_,,_.,_nt to ej:J:)hasize this point becu.use I l.Jelieve it is LJ)orto.nt. q1en 
ne increc·.se t~1e t .. ·.x burc' e:·1 of n tlarrj.ec..~ m~m ·, .ri tl! t~ ro chilc".ren <em1 11i th 2.!.1 incor.1e 
of ~:;,6o a uee:~ by '\1 a •.reek, ·. ie D.i'e de21ying hiD the use o; a dolla.1~ , ,~1ich uoclcJ. 
otlv3!"'.:i s e go :for J:ooc~ , clothinG , o:.:· lodging. Thel~e is little roo:.t for anything 
else in his bud.c;et . This SP.cri:i.'ice CD.n ''.11(. v1ill 1)e borne by oul~ F:1c c em·ners 
and :.:'c.rmers i :!: t~J.ey a1 e assure(J. t llc:.t othc. :;.~s .: . .!.·e l;d:rinr:; t~1eh· :;:·ai.r sh2.:ce. 

~ :·e cannot in gocc~ fai t h a::>~: t ho r.::-.1~. : ::mr<. iile to ;,;.:-2,:e a subst,.,_ntis.lly 
b.rgel · t e.x contribution :i.'o:c -t.~,e c~e:.:lnse ei'.Lort 1:hcm o. chosen fe1 : c<·.n t ake 
aCvanto.::;e of e;lo.:;.~inr; loopL.oles in the t2.x la•.Js . H. '.Joule;. viol:..:te every test 
of e(.1_ua1 S8.crif ice to ::tslc the r,1a.n in the street to pay hic;hcr e:;:cis e c:nc~ income 
t~.Jcec \!lien the riel! becoEle richel~ through OU1n f 2.ilm.'e to close loopholes. 



First, the unbelievably generous depletion prov~s~ons hand the oil 
and mining interests about three quarters of a billion dollars each year. Last 
year, the President called this loophole the most glaring in the tax laws. 
Congress did nothing about it., This year with tax rates going still higher, 
this loophole becomes more intolerable. 

Second, the income-splitting provisions enacted by the 80th Congress 
confer unwarranted tax benefits on the well-to-do 0 People in the lowest ~ 
bracket ' gained nothing from this provision. At the $~00,000 level~ it reduced 
taxes of a married person by $25,000., ·we cannot afford to give such large tax 
reductions to the higher income classes in tL~es like these~ 

'rhird9 at the same time that wage earners are paying every last cent of 
their taxes because it is withheld from their pay envelopes; billions of dollars 
of interest and divide::1ds are evacjng t~"'Ces., Th:l.s critical evasion must be stopped. 
The best way to do this is to witPJ1old the tax from interest and dividends just 
like we do on wages aLd salaries o 

Fourth; the estate and gift taxes are in a pitiful state, It is un­
believable that, in a country as wealthy as ours, these taxes raise little more 
than three.-quarters of a billion dollars. The Secretary of the Treasury presented 
a plan to the Congress last year for tightening up these taxes but nothing was 
done. The estate and gift taxes should be made to contribute substantially more 
than they do now. A ta~: bill of the size being considered here would be de­
ficient without a thorough revision of ~~ese taxes. 

These four i terns alone add up to al.1'J1ost ~: 4 billion~ I have not mentioned 
others, such as the loopholes in the capital gains pro·visions, the weak tax pro­
v~s~ons for life insurance companiea, and ~he tax hand-outs to the large corpor­
ations through the accelerated amurtization provisions. A determined effort to 
close all the loopholes could therefore be made to yield billions moreo I realize 
that the need for speed will preclude the adoption of all of these loophole­
closing provisions. Nonetheless, there is more than enough to choose from to 
raise the yield in the bill now before you substantially, and I eXPect to offer 
some of them as amendments to the bill before you. 

Again, I should like to ask the distinguished Chairman of the Finance 
Committee why it ~s that the Committee has not seen fit to re.ise revenue by 
closing some or all of these loopholes, and how much ~oney has been raised since 
the invasion of Korea by a loophole closing program? 

A. Percentage depletion 
. -

The first and most important loophole which should be corrected is 
percentage depletion., At present rates and income levels, percentage depletion 
saves oil and mining interests at least $750 million a year and 85¢ out of every 
$1 goes to an oil company. S~ch tax relief cannot be j~stified either on equity 
grounds or on economic grounds. It is no wonder that the profits of the oil 
industry are expected to exceed ~;2 billion this year and that the stocks of oil 
companies have been in the lead of this year's bull stock market .. 

Real depletion to an oil r<ell or mine is simply what 
machinery or buildings used in a busiDess. The theory is that 
exhausted in the process of working them and producing income, 
part of every dollar received :i,s not taxed because it is only a 
money originally invested. This kind of depletion, however, is 
covered by Section 23 of the Internal Revenue Code. 

depreciation is to 
oil wells are 
Consequently 
return of the 
already fully 

Percentage depletion of oil and gas wells was first allowed ~n 1925. 
The Treasury has been pointing out the L~equity and pointlessness of this subsidy 
to the oil industry for at least thirteen years. 

Percentage depletion, as applied to oil and gas, simply means an 
income tax deduction of 27t percent -- over one-fourth -- of the ~ross income 
from the property, or one-half of the net income, whichever is smaller .. 

This bonus has nothing to do with the cost the o1vner is entitled to 
recover, and continues as long as the oil or gas well is in operation. The 
owner may recover the cost of his investment a hundredfold) through these so~ 
called depletion allowances ~ 
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Still more taxes are lost through excessive depletion deductions of 
individual oil well owners. The Treasury r ecently cited a number of cases 
where wealthy individuals, with annual incomes averaging over a million dollars 
a year, paid an average income tax of only 22i percent. (See page 59 of hearings 
before Committee on vlays and Means, Revenue Revision 1950.) 

Again the Treasury has shown that in 1947 the oil companies worth over 
a $100 million dollars claimed percentage depletion of more than 13 times actual 
depletion on an original cost basis. In plain language, that is practically 
equivalent to allovdng a busines~man to recover the cost of his plant 13 times 
through tax-free "depletion" or depreciation deductions. As long as we are going 
to play that game I suppose it is only fair to allow taxicab drivers to qeduct 
the cost o! their cab 13 t~~es for income tax purposes. The cab drivers certainly 
need it and probably deserve it just as much as the oil companies. 

Percentage depletion doesn't end there. Special provisions allow oil 
companies to deduct development costs, costs of a kind that can't currently be 
deducted by other businesses for tax purposes. Their percentage depletion is 
allowed on the same expenses in the same year. As the Secretary of the Treasury 
has said, this is "a double deduction for the same costs, once when they are 
incurred,and again under percentage <;lepletion." 

The following statement of President Truman is of ~nterest here. 
In his 1950 tax message, he said, "I know of no loophole in the tax laws so 
inequitable as the excessive depletion exemptions now enjoyed by oil and mining 
interests." And the Pres:Ldent documented his charges as follows: 

11For example, during the five years 1943-47, during which it was · 
necessary to collect an i ncome tax from people earning less than ~20 a week, 
one oil operator was ab1e, because of these loopholes, to develop properties 
yielding nearly ~~5,000,000 in a single year without payment of any income tax. 
In addition to escaping the payment of tax on his large income from oil opera­
tions~ he was also able through the use of his oil-tax exemptions to escape 
payment of tax on most of his income from other sources. For the 5 years his 
income taxes totaled ·less than ~100,000 although his income from non-oil sources 
alone averaged almost f;l,OOO,OOO each year. 

"This is a shocking example of how present tax loopholes permit a few 
to gain enormous wealth wi~1out paying their fair share of taxes. 

"I am well aware that these tax privileges are sometimes defended on 
the ground that they encourage the production of strategic minerals. It is 
true that we wish to encourage such production. But the tax bounties distri­
buted under the- present law bear only a haphazard relationship to our real need 
for proper incentives to encourage the exploration, development, and conservation 
of our mineral resources. A fonvard-looking resources program does not require 
that we give hundreds of millions of doliars annually in the tax exemptions to 
a favored few at the expense of the many.n' 

The examples given above could and have been repeated and expanded 
indefinitely. Presidents, Secretaries of the Treasury, General Coun$els of the 
Treasury, and dozens of others have given you the real facts time and time again. 
Unchallengeable statements ~gainst percentage depletion in the printed reports 
of many ~earings before the House and Senate would fill volumes. 

All the arguments for percentage depletion have been refuted again 
and again, while the arguments against it rema~n almo~t unanswered and un­
answerable. 

A dean of tax experts and former Counsel of the Treasury has well 
summed up the case against percentage depletion and oil and gas: "(subsidies) 
are inexcusable when they serve no public purpose and indiscriminately favor 
entire industries which are in an established financial position far beyond 
need of special government help. For then their effect is to shift part of the 
tax burden to the shoulders of others who are less able to bear that burden. A 
sound tax system will permit no one segment of business to ride roughshod over 

others •" 1J 
!/ Randolph Paul - Taxation for Prosperity (1947) P• 307 
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I sincerely and devoutly hope that this Chamber will find the 
conscience -- and the courage -- to dispense equal justice to the oil company 
and the taxicab driver. 

The Secretary of the Treasury outiines; during the hearings on the 
Revenue Act of 1950, the adjustments which can be made as a first step toward 
eliminating this loophole, His proposal was to reduce percentage depletion for 
oil, gas, and sulfur to l5 percent of gross income and for non-metallic minerals 
to 5 percent. He also proposed that oil and gas operators who elect to expense 
intangible drilling and development costs be required .to reduce ~ncome from the 
property by the amount of such expensed costs in computing their depletion 
allowance. 'l'hese changes would increase revenues by ~~350 miilion, and I intend 
to offer them as amendments to this bill. 

B. Income-splitting 

The income-splittiqg provision which was adopted in 1948 was intended 
to equalize the tax burdens of married persons throughout the I-Jation; but it 
gave very substantial tax reductions to wealthy taxpayers. A married man vvith 
two children receiving wages o£ ~,4,000 gains absolutely nothing from this pro­
VJ.SJ.on. If he receives ~s5,000, he gains all of ~-2. If he receives ~~,1o,ooo, he 
gains ~\168. Howe;rer, a married taxpayer receiving a salary of ~~500~000 gains 
~25,000. 

To put it another way, 97% of the tax relief from this provision went 
to people under $5,000. No wonde~ President Truman so successfully stumped the 
country in 1948 with the Republican rich-relief tax bill as his theme, And I 
predict that he will go to the country '~th equal success in 1952 with this tax 
bill as his text ~ess it is substanti~lly amended before final passage. 

This discriminatory provision was adopted because residents of 
community-property States were enjoying the privilege of splitting their incomes 
by virtue of local property laws- The tax advantages of these laws were so great _ 
that a number of States adopted them to obtainthe benefits for their citizens·. 
The solution devised by the 80th Congress was to universalize income splitting 
for the residents of non-community property States, r.~ore equitable solutions ­
were considered for many years by the Congress, but they were never adopted 
because of the deterffiined opposition of representatives and Senators from com­
munity-property States. It is noteworthy that _all of the States th~t had adopted 
community-property laws to get their tax advantages repealed them soon after the 
Revenue Act of 1948 was enacted. 

Aside from the fact that income~splitting benefits only high-income 
people, it can be criticized on the ground that it discri~inates against all 
single people, The Bill. before you will actually raise the taxes of some single 
people in the upper brackets above vrorld Har II levels, but married couples in 
these brackets will pay substantially lower taxes because of the advantage of 
income splitting. H. R, 4473 not only does not remove this inequality but 
actually increases the tax differential between single persons and married persons. 

The House was well aware of these inequalities. In order to relieve 
hardship for widows and widower~ who are denied incorr~ splitting after the death 
of the husbands or Wives, it extended half of the advantage of income splitting 
to single persons who are "heads of households"• "Heads of households" · are defined 
in the bill as single persons who maintain in their household children or their 
descendents whether or not they can support themselves, or v~o maintain any 
relative for whom they claim ru;t exemption under present law.- The Finance Com­
mittee adopted the principle of head-of-household, but gave them only one-quarter 
rather than one-half the benefit of income splitti~g. 

Extending a small part of the benefits of income splitting to heads of 
households does not cure the disease. It merely adds another group of favored 
taxpayers precisely at a time when the burdens of all other taxpayers are being 
increased in the interest of the defense effort.- It is my conviction that the 
differential in tax liabilities _between married persons arid single persons should 
be reduced not by extending the regressive feature of income splitting to a new 
category of taxpayers but on the contrary by eliminating tnis privilege for all 
the high-bracket taxpayers. ·' 

The splitt'j:ng of inc·ome in community and. non-community property States 
now costs a 'bout $i2 .5 billion. All. of this · revenue could be -ra-ised by adjusting 
the rates for married couples. If the Senate had the courage to adopt this . 
suggestion, it could eliininate a.ll of the individual income tax rate increases 
from the bill and st~ll raise some a;;~oo pdllion more than the bill as it is now 
written, 
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I should like to submit for the record a table which compares the 
House bill, the Finane~ Commit tee bill and my proposal to eliminate the benefits 
of income splitting. 

The table sh~ws tha t fo r everybody with incomes up to about ·: .. 10, ooo, 
my proposal would r equ1re a smaller contribution in increased taxes than the 
b~ll be~ore you. Stated differently, eliminating the benefits of income splitting 
rn.ll ra1se more r evenue t han the Finance Committee bill and yet would require 
practically no inc~eas e on t he fa-milies ·with incomes below ~,5,000, and would be 
much less of' "l. burcen on families with incomes between ~:.5,000 and ·:,lo,ooo. 
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-\:hen tax r ates are high and burdens on all groups of taxpayers must 
i·e increased, it is necessary to provide the Bureau of Internal TI.Pvenue with the 
means to enforce the tax laws in the best possible ITlanner. It is acknowledged 
that in many areas of tax enforcement the cost of collecting all of the addi­
tional taxes due from reQalcitrant taxpayers would be exorbitant . For this 
reason the Treasury ])3partment has been recommending for the past two years that 

a withholding system be adopted on dividends in order to assist the Bureau of 
Int ernal Revenue in its tax enforcement efforts. 

Last year, the House adopted a dividend withholding provision which was 
eliminated in t ~e Senate primarily on the gTound that it would have created sub­
stantial compliance problems for corporations, since it would have reqpired 
corporations to ~ubmi t to eve·cy stockholder a statement showing the amount of 
dividends paid and the tax withhe~d. This year the pr011ision adopted by the 
House is much simpler and it is my und~rstanding that it would involve relatively 
little additional work on the part of corporations. All the corporations would 



- 11 -

be required to do is to withhold 20;6 fran each dividend payment and to pay this 
total amount ~arterly to the Bureau of Internal Revenue. No statement would be 
re«JPired to be submitted to the stockholder. The stockholder would be able to 
take credit f'O'l.' the tax wi th."'leld on his tax return as in the cases of wages and 
salaries. 

I cannot understand why a simple proVJ..s~on like this one, which involves 
very little additional paper vrork on the part of the corporations and which is 
estimc.ted to raise over ,,.JOO million in revenue, can be objectionable~ As I 
pointed out to the Senate last year, the amount of underreporting of dividends on 
individual income tax returns is substantial. For the calendar year 1951, unde~ 

reporting of dividends will amount to over ~1 billion. In view of these facts , it 
is clear t hat evasion is widespread whether it is due to inadvertence or careless­
ness or ·willful failure on the part of the taxpa.yer to evade taxes. 

It is, of course, argued that the dividend withholding system is not 
needed. It is said t !':lat the Bureau of Internal Revenue should use tre information 
returns supplied by corporations on dividends paid to stockholders to check the 
individual income tax returns. Hm·rever, tlm Treasury 1}3pa.rtment Ja st year stated 
th,.t the cost of collecting the a dditional revenue from dividends without a with­
holding system 11muld be pro hi bi ti ve. 

Another argtunent that is often leveled against a dividend withholding 
system is th&t there would be over-withholding on nontaxable individuals. Tears 
are shed for those who would be eligi ble for refuru s for taxes withheld on 
dividends but nothing is said about the present over-withholding on wages . In 
1948, nontaxable income recipients received tax refunds amounting to over ~. ,,590 

million. ~ ·!age earners have considered t his as necessary and theJ7 have not complain• 
ed. 'l'he re is no r eason why there s hould be any more complaints from dividend 
recipients. 

'"'xperience with the wage withholding system indicates conclusively that 
individuals pr e fer to have their ta:ces collected currently. Familiarity vJi. th 
withholding on wages vdll make tl:e transit i on to the new dividend withholding 
system rela t ively simple. I should like to :.. sk t lce distinguish.ed CrlB.irman of the 
Finance t;om:rittee the following <llPestion: ;.'!ould not the majority of the people 

who r eceive dividends prefe2· to have a wi thhold:i ng system t han to allow the 
minority ·;1ho e scape their f air share of taxes to continue to g:et away '\1\':i..th it? 
~~hen income tax rates are increased, must vre not make every e f fort to collect the 
taxes v;hich are duP at a minimum of cost? 

The reasons for a dopting a withholding s ystem on dividends apply also 
to corporate bond interest. The wi thholding system devised by thP Louse can be 
applied in this · area as well as in the area of dividends without any additional 
complications . I vdll, tJ·eref ore, join with a number of my colJe a gues in proposing 
an amendment to the bill which would restore wi,thholding on dividends and corporate 
bond interest. 

D. ES'l'r•TE AN.U GIET TAXIS 

Except for the estate and gift splitting provisions which were enacted 
in 1948, the estate and gift taxes have remained untouched since 1942. The 
opportunities to avoid hieP transfer taxes by placing property in trust or making 
c;ifts still remain open for t ; ose who have skilled legal counsel. The 1948 pro­
visions , moreover , urd ercut substantially the effectiveness of the already weakened 
rate structures of these taxes. In their present state, tl~ estate and gift taxes 
are no more t r a n a mere appendage of t he tax system -- t hey raise less than a 
billion dollars out of d total of $61 billion this year during a period wlmn income 
taxes have increased 18 fold since 1939. 

The weakness of the present estate taxes is due to the f act thlt, while 
all other taxes were increased very substantially in the 1940 1 s, the estate and 
gift tax rates and exemptions remained the same. The exemption for estates re­
mains ~.60,000 and the lifetime exemption for gifts remains :,30,000. In addition, 
t he 194e c.rrendments permitted married persons to exclude one-half of their gifts 
from the tax base and tr.e estates of decedents w·ho were married at death are al­
lowed deductions for one-half of the total estate if it is transferred to a 
spouse, thus in effect doubling the exemption. These splitting provisions gutted 
whatever effectiveness the estate tax may have had e ven at t he lovv rates that 
applied at that time. 'I'heir effect was to decrease the total estate tax yield by 
a third. Before the 1948 amendments a $10-million estate of a decedent who was 
married at death paid an estate tax of $5 million. As a result of the 1948 amend­
ments that tax was reduced to ~·2 million if one-half the estate was transferred to 
the spouse, a reduction of 60 percent. 
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Keeping t he estate and gift taxes ineffective at a time vmen we must 
increase the burdens on low and fixed income groups who are barely able to make 
ends meet is unconscionable. The primary objective of the gift and death taxes is 
to prevent accumulation of vast estates and to reduce the tremendous ine~ality of 
wealth. Although vre have had an estate tax since 1916 and a gift tax since 1932, 
there has been little a pparent reduction in the vast fortunes and in the concentra­
tion of control of private wealth in the United States. This demonstrates how 
ineffective a tax can be when loopholes are provided to escape from it. 

It is disappoint~ng that tP£ Finance ~omnittee did not see fit to look 
into the estate and gift taxes a s a means of raising revenue at this time. I be­
lie ve t hat we s hould not allow a tax bill to go t hrough v'lithout an adjustment in 
this area. I intend to introduce amendments which would (a) repeal amendments of 
the Revenue hct of 1948; (b) increase t he tax on estates and gif ts by 15 percent; 
and (c) cut the exemptions in one ha l f . In tot al t hese amendments 'ifould raise 

:,600 million whic h a re vitally needed at this time to pay for defense commitments. 

Tlns figure is about half of the re serve w)1ich the Committee has recom­
mended be raised by excise taxes-- burdens which fall r.ainly on low and moderate 
income groups. Closing these loophole s would more t han make up for the ~~488 million 
to be raised through manufactur er excise taxes. 

I a sk t i'a t a tahle fund on pa ~.=e 96 of Senate Finance Committee Report 
No. 781 be incorporated at t his point in the record. It describes the effect of 
t he manuf acturers excise tax in speci f ics. I likewise bring to the attention of 
Senate t hat incl uded in the consumer items on rhich additional excise taxes are to 
be l evied under t he Comr ittee bill are the f ollowing 18 items: 

l, El ectric vacuum cleaners. 
2. El ectric vrashing machine s. 
3. El e ctric garbage disposal units. 
4. Exhaust blowers 
5. EJ.e ctri c belt-dr iven f ans. 
6. Electric or gas clothes drier s. 
?. Electric door-chi mes. 
8. El ectric dehumidifiers. 
9. El ectric dishwas hers. 

10 . El ectric floor polishers and waxers. 
11. El ectric food choppers and grinders. 
12. El ectric hed8e tri ~rr-ers. 
13. El e ctric ice c :..·eam freezers. 
14. El ectric mangl es. 
15. Electric motion- or still-picture projectors. 
16. Elect ric pants p r essers. 
17 . Pmrer lavm mowers. 
18. El e ct ric sheets and spreads. 

I again repeat, Il!ir . President, t ha t at a time when the Jmtel'ican Congress 
is placing heavie r tax burdens on the American consumer t hr ough heavy excise taxes 
and on t te illlleri can working rran, far mer and small business man, the bill b e f ore us 
would gr ant spe cial tax pr ivi leges to the few in the form of estate and gift tax 
loophole s. I s ee no jus tice in this. 

E. MULTIPLT EXEMPTIONS FDI MULTIPLf CORPOihTI ONS 

I n order to tax individuals and corporations on the basis of t heir ability 
to pay, the income tax lav1s have always made some exemptions for people and corpora­
tions with ver y small or rela tively small income s. Each individual is exempt from 
tax on the first ~~600 of his income . Thus, a person whose income is only 1)600 pays 
no tax. This is simple equity. 

The same principle of alleviating the tax on the very small corporati on 
from tax has al ways been followed urrler the income tax laws. Lll corporations are 
subj ect to a normal tax of 25 percent, but those with profits of J.e ss than ~.o25,000 
are exempt f!Dm the surtax of 22 percent. The purpose is to avoid making small and 
new corporations pay t he general r at e of 4? percent which is applicable to large 
corporations. In addition, a minimum of ~?25,000 of the income of each corporation 
is exempt f rom the excess profits tax. 

Suppose, however, that a corporat i on earning ::~250,000 wants to e scape 
the inc orne and excess pr' ofi ts tax. If the corporation 1 s business can be subdivided 
into ten components, the corporation can divid e lik e an amoeba, into ten new 
corporations. Eac h o:f the new corporations t han has an 
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income of only $25,000. None of the complex of corl?orations pays any surtax 
or exc ess profits tax. 

To take an example, l imagine that the Atlantic and Pacific Tea Company 
has 5,000 different stores throughout the country. Under existing la"r, A & P 
might be able to incorporate into separate subsidiaries each of its stores. 
After all, a grocery store is a separate entity in a sense. Many individual 
grocery stores are separate corporations. A & P might be able to make a good 
case for the proposition that it 1.1as entitled to incorporate each of the 5,000 
stores. And thereby A & P could ,multiply the $25,000 exemption 5,000 times and 
theoretically at least exemnt income of $125,000,000 from the surtax and excess 
1_)rofits tax. 

I kno1.1 thnt under existing law, nassed in 1944 (Section 129 of the Internal 
Reven~e Code), the Congress has authori zed the Commissioner to disallow exemptions 
"mere cor1_)ora tions are spawned p~rely for tax avoidance purposes. However, 
'''here the business can sho''' even some minor business purpose or reasonable 
justification for splitting its business into several corporations, the ~ax 
Court has stol)p eQ. the Commissioner from disallO\·ring these exem'l!tions. /Alcorn 
't'lholesale Com"Jan,v et al. v. Commissioner, 16 T. C. 1To. 10 (1951); (grocery chain 
O!J erating in five different tot-ms in l.UnsissiplJi split into five different 
co~orations);_]Lerland 1 s Inc. of South Bend , 16 T.C. No. 24 (1951), (chain of 
retail shoe stores consisting of 5l existing bua.nches; twenty-t~·TO of the branches 
,.,.ere sery§;rately incorporated and tNenty-t\oro sevarate exemptions ,.,.ere thereby ob­
t ainec1.l1 

I understand that a number of these multiple qorporations were created for 
good business rea sons, and have existed in divided form for a long time. Long 
before there \-Tas any tax advantage in dividing a business into a vast netNork 
of senarate co~orations, l kn0\·1 that '"e have had the problem of giant chains 
a.."ld giant interlocking cori1orations. I do not say that the tax :)..aws should be 
invoked to nrohibit such cor::>orations from spa\ming ne1.1 corporati,.?8s110tAll I say 
is that the tax J.aws should be corrected. to the extent that they/encourage or ·· 
give enormous tax advantage to these multiple, multi~headed giants. Among the 
principal beneficiaries of th;i..s practice \dll be the tax lmzyer "rho can split 
corporations at the d;rop of a fee. . 

The House has recommended and adopted a provision \>Thereby only one exemp­
tion 1.1ould be allO\•Ted to a chain of corporations l.·rhere they '1.-rere all controlled 
to the extent of 95 percent oy the same parent company, or the same individuals. 

The House bill does not prevent the multiplication of corporations. It 
merely makes the tax system neutral as to ~-rhether the corporation should or 
should not s:9lit up. As a matter of fact, as the la"' exists no'"'• I don't see ho\or 
a business can resist the temptation to multiply itself into as many separate 
COT??orat~ons as there is any basis for forming, in terms of business functions. 
I recomTTJend that the Senate approve the House provision. I do not think that '"e 
should sanction the e~dsting lool?hole, and. I believe particularly in the context 
of t:!lis bill i·rhich contains so many statutory loopholes anY'>TaY, that ,.,e should 
endeavor at least to close this one. 

F. CAPI~AL GADiS QlT SALES TO RbJ:.ATEU T.AXPAYIF..S 

Section 310 of the House bill was directed against an abuse of the ca~ital 
gains rules which has gained considerable po1Jularity during the past decade of 
rising prices. This is the realization of a capital gain on a technical transfer 
of depreciable prol?erties in order to enjoy increased depreciation allo1~ces 
against ordinary income. The House pronosed to prevent the co~tinuation of this 
Practice . The Committee on Finance voted to ignore it, and struck this section 
from the bill. 

Let me state an !3Xample of the type of thing "'hich the Finance Committee 
action condones. Suppose John Smith constructed an al?artment house in 1931 at 
the cost of $1 ,000, 000. We \dll say that this building is subject to de~recia­
tion over a forty year period, so that in the intervening 20 years, half the 
cost has been "~itten off against Smith1 s income and half remains to be deducted 
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in the next t\'l'enty years. :But this system of amortization for tax purposes 
doesn 1 t reflect '"hat has actually hap-pened to the value of that building. 
Rather than having been reduced. in half, its actual value is noH double the 
original cost -- or $2,000,000. So John Smith, after seeing a tax la~zyer, 
decides that he will sell the building to his \~fife. She borrows most of the 
purchase price, and the deal is consummated. 

The result: first, the Smiths still have the apartment house; second, 
even considering them seuarately, neither ~!r. Smith nor I•irs. Smith is a:ny richer 
or -poorer than before the transfer -- the sale \•ras at current market value; 
third, I-ir. Smith must -pay a capital gains tax at a 25 percent rate, and this 
would amount to $375,000; fourth, Mrs . Smith has a $2,000,000 basis to deduct 
over the next t,,renty years instead of a $500,000 basis, "'hich means a $75,000 
a year grea ter deduction against ordinary income-- this means (i~ the Smith's 
tax bracket) income tax savings of $50 ,000 a year for t·vrenty years, or $1,000 ,000; 
and, finallJ"• at the end of the t1·renty years, they can sell t):le property 1·rith 
its stevned-up baBis at much less tax cost than if the transfer to Mrs.Srnith had 
not occurred. 

This sort of thing is possible for t,. .. o reasons. One is that a husband 
can sell to his ,,rife, 0;1;1 to his 't'i'holly-o,.,med corporation \'ri thou t l?o.rt ing with 
hj,s investment in a nractical sense. This reason Has recognized by the Congress 
as far back as 1934, -Nhen it denied deductions for losses on :such sales. Condi­
tions have changed some\\fhat since the early thirties, ?.nd fortunately "'e are no\'1 
callecL on to legislate with respect to gains rather than losses, but 1:1e should 
be no less realistic in our assumT,>tions than ~-rere our brethren 17 years ago. 

The otner reason is that capital gains tax rates have been allo-red to 
continue at a leveJ so far out of line Nith the rates a:oplicable to ordinary 
income. This is the root of the evil. If it is not to be dealt . \•Tith directly , 
the least ,_,re can do '"ould be to accept the House measure uhich cures one of 
its 1·rorst man if est at ions. 

G. LOOPEO:L..:SS CLOSED BY TH~ :SILL 

I ,.rould be remiss if I die: not call attention to the fact that this 
bill does close t\·ro im:porta.nt loopholes in the tax bill. 

The most iJ'll'Dortant of these is the elimination of the so ... called 11 t,·ro-for­
one11 effset of short-ter'Tl ca-pital losses against long-term capital gains. In 
non-tecP~ical terms, the problem is this: If an individual mruces a loss on an 
asset held for less than six months, he is given a full deduction for that 
loss; on the other hand 1 if he makes a g~in on an asset held for more than six 
months, that gain is cut in half before it is taken into account for tax pur­
poses. The re~mlt is that an individual Hith a $1 ,000 short-..term ca-oital loss 
can of:Cset complei;ely a lang.-term canital gain, of $2 , 000, Thus, even though he 
makes $1 ,000 in a given year, he ,.rould not be subject under present la\'1 to 
any tax. 

The closing of this loovhole ,,rill be esnecially important in ke ~"'ping 

sveculators from avoiding their fair share of the tax and I should like to 
congratulate the Senate Finance Committee for the courage it has displayed 
in closing this loo~hole. 

Another avenue of tax avoidance that the Finance Committee closed was 
the loo:::>hole by ,,rhich dealers in securities shift securities from their o"m 
account to their business accotu1t and vice versa in oraer to obtain the 
maximum tax benefits. If the dealer makes a capital gain on the investment, 
he reports it as his o1m income and gets the preferential capi tai gains 
treatment, which means that he is subject to a maximum rate of 25 ~ercent. 
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If he makes a loss on the investment, he reports it as his busu1ess loss and 
gets full deduction for it• the value of \•rhich may be as high as 91 percent 
if he is in the top most surtax bracket. To forestall this practice, the bill 
provides that in the case of a dealer in sureties, cap ital gains treatment 
will be available only under certain restricted conditions 'I:Thich \vill prevent 
them from shifting their assets from their own accounts to business accounts. 

In total these hro items ,,rill nqt raise a great deal of revenue. 
HoNe"~rer, even though it is a small amount, it is nonetheless a good start. 
Unfor tw1ately the Committee has more than made up for this revenue gain by 
i ncluding in the bill a large nUr.1ber of n eH loo"()holes \•1hich cost much more 
thi:m the revenue raised by these neN provisions. 

I should like to turn no\<r to an examination of these neN loophole-opening 
provisions. 

III. NEtt" :OO?ROL-:.;s AD:!:>~ BY TH3 BILL :·JHICF. SHOUIJ) BE :!<.:LII1I1T.ATED 

The bill o efore you is 349 pages long and conta ins 131 different 
sections. Of these, 52 sections relate to the changes in rates of individual, 
corporation and excise taxes. The remaining 79 sections are t echnically ,.1orded 
provisions '.·rhich cannot be understood Nithout diligent and intensive study. 
I do not clai~ to understand all of them, nor do I intend to bore you ~ith 

all of the minutiae. I do ,.,ant to state, hm·rever, that behind the facade of 
lega l lang1..1.age, a number of important loopholes have been opened. These new 
loopholes c~nnot be tolerated and I propose to join my colleagues in offering 
amendments to eliminate them from the bill 

The loophole-opening provisions are of t\<ro kinds. First, there are 
several \<rhich expand the scope of t\•10 important loopholes already in the 
present tax la'\orS -- the cn.pital gains §revisions and percentage depletion. 
As I have already indicated, these :9rovisions are not of the 11 p eanut 11 variety -­
they cost the taxpayer hundreds of millions of dollars. Unless they are 
eliminated . taxpayers \<Tho do not nou benefit from them can argue on the 
basis of equity that they ar e being discriminated against or ar e put in a 
bad competitive position rela tive to those who do benefit. The danger of ex­
tending these loo~holes is that the structure of the income and excess profits 
taxes b ecomes punched full of holes through Nhich the chosen fe,·1 can avoid 
the high tax rates \•rhile the many ,.,ho \-rork on the f a rms or in the factories 
rill have to ~ay for the cost of running the government. 

The second type of provision \'Thich is objectionable is the variety 
'"rhich are obviously designed to give relief to .individual taxoayers. In 
the 2600 pages of testimony t eJ::en by the Senate Finance Committee on this 
bill, you \·rill find hundreds of r equests that these taxes be reduced. Evcry­
body1s taxes are high and the load is admittedly burdensome. But there is no 
justification for pinpointing relief tailored to one taxpayer. The relief 
accorded to individual firms in this bill under the excess profits tax bill 
exemnt many co:rnorations from taxes on profits ,.rhich this Congress, at t he 
insistence of the peo~le, defined as excess profits. The fact that a firm 
is required to u~ a large excess profits tax is usually evidence that t hat 
firm is earning exorbitant profits, not that the la\r is defective. The 
relief nrovisions in the original la,:r are overly generous and 1t1e should be 
now engaged in tightening them rather than extending them. 
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The provisions which are objectionable can be spotted easily in the bill 
even by the layman. Where a secti on r efers to capital gains, percentage depletion 
or exempti ons , the likelihood is that one taxpayer or a small group of taxpayers 
is ueing allow~d to convert ordinary inc ome into capital gains, or is being 
per mitted a double deduction for depletion, or is being exempt from his f air 
share of the tax l oad . We cannot afford to i ndulge in this practice . Experience 
in foreign countries provides ample evidence that a tax system will q~ckly 
beco1m discredited and wholesale non-compliance and tax evasion will be invited. 
This is the r oad to inflation nnd national bankruptcy. 

A. CAPITAL GAINS FOR COAL ROYALTIES 

One example of the special r elief provisions is s ection 325 of the 
bill. The dom£mds of the private owners of one of tho country's natural r es ources 
was made in t he name of the divine right of capital gains, and this combination, 
of course, vms irresiqtible -- even in the House of Representatives . The result 
was a provisi on which would s omewhat lighten the tax burden of s ome of our 
people - not of wage earners_, to be sure; not even of those iYho direct the 
development of the r es ource in question. In this case the beneficiar i os would be 
the recipients of royalties. The provision is one t o tax at capital gains 
rates royalties r eceived on coal production. 

In r ocomrnending this provision, the Ways and Means Committee offer ed 
the expl anat i on that timber owners now have capital gain treatment on their 
cuttmg e--n tracts, and have had s ince 1943. How could one justify denying to 
coal what is accepted in tho case of timber? 

Thi s , of course , is always the argument made on behalf of one special 
interest from a privilege granted to another . Instead of demanding that the 
hole be closed, the cry is to open it a little wider s o we can get through too. 
It was opened f _r timber partly because t imber ge ts no percentage depletion . Now 
that j _s f orgotten, arrl the only thought is not to discrimin.1.te in favor of 

timber and against coal. If this measure passes , next year we will be asked to 
do tho s aF.D for other mineral interest, particul~ly oil and gas , and then our 
def enses agains t the in-oil payment provisions , thr ov<n out in conference last 
year , will be down, and an entir e major segr;1ent of our economy will have squeezed 
itself into the capital gain area . One year ago, nzy c olleagues and I stood on 
the Senate floor exposing a similar pr ovision with regard t o 11 in-oil 11 paYJ!lents 
vrith the result that i t vvas rejected in Conference . In truth, if this measure 
is t o pass f or coal, how c~ any of the other m:iner als - - oil, gas, iron, or 
limest one -- be dcniod it, and hmv can vrrit crs, c cmpos 0rs, and inventors any 
longer be t axed at ordinary rates ? 

I wish J; could say that our own Finance Committee had alerted us to this 
probleo. On the contrary, it not only approved the House action; it extended 
it. So that no royalty oHnc..rs will be denied the benefit, it virtually knocked 
out the six-raonths holding pcricd req.uirement by permitting the holding peri od to 
be computed by reference to the date the tiober or mineral is cut or mined, 
r ather th~ t o the date of the cutting or mining contr act. 

This is an cx~ple of the type of r elief provision which cannot be 
tolerated ~n thes e tines . 

B. MINE DEVELOPMENT AND EXPLORATION EXPENDITURES 

Existing law perm ts mining companies to capitalize expenditures f or 
development and expl oration purpos es , and ivrite them off against income as the 
minural i s produced and sold . After the developoent s tage is passed, further 
developnent expcndi tures nr c si!:}ilarJ.y "spr ead" and charged agains t subsequent, 
benefitted production, but those latter expenditures ar e not deemed t o be 
capitalized, and thvr cf ore are not char ged to the c os t depletion account. 
Therefore, they can be deducted even if the company el ects to use percentage 
instead of cos t depleti on. Now, the companies want to treat pre-production 
development and exploration expenditures in the same way, so that f or them, as 
f or the l a ter expenditures , percent age depletion becomes not n substitute 
allowance, but substantially a free and clear subsidy on top of most of the 
cos t deductions for which cos t depletion is traditionally allo·wable. 

The Hous e agreed that this should be permitted for development expendi­
tures and the Finance Committee has both approved this proposal (Section 309) 
a~ a further proposal to give an option as t o when the deduction for development 
expenditures should be taken. It also added a deduction for expl oration 
expenditures up t o $75,000 (Section 341) • . 
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These actions r aise two questions. One is provoked by the fact that the 
ordinary business concern is strictly supervis ed as t o the yr.;ar in mich its 
depreciation deductions and its expense deductions may be taken. Perhaps this 
supervision is more strict than it should be, but if it did not exist t o s ume 
extant, taxpayers would acquire a great control over the degree t o which increases 
in tax rates would be effective against them on the date enacted. But it i s hard 
to sec why a colllpany which puts its money into plants and machinery should be 
subjected to a mor e rigid tax amortization system than mining companies. 

But oven if this discrimination in favor of the mining companies is 
justified, t he double deduction is not. The importance of the proposal really 
lies in the 11 expensing11 of costs as a means of enhancing the value of the 
percent age depleti on allowance. 

It is true that the deduction for development costs would give to mining 
companh:s only vrha t was l ong ago given to oil and gas concerns. But that criterion 
wculd justify amendments which would leave little in tho way of an income base 
for the tax r at as to apply to. 

It may bo argued Ghat these provlslons are necessa ry to give the little 
fellow a break and to provide him with additional incentives to explore and develop 
mines, H~revGr, no limitaticn on the double deduction for development expenses 
was placed in the bill. The double deduction for exploration expenses is limited 
to $75,000. If these provisions are not entirely eliminat ed, I shall move to 
place the $75,000 limitatiJl on devel opment expens ~s as well as exploration 
expenses . 

C. EXTEi%I ON OF PERCENTAGE DEPLETION 

Over and over again both President Roosevelt and President Truman have 
dir ected attention a t percentage depletion as the most costly and most unjustifi­
able t nx subsidy in t he Revenue Qode . Over and over again the Congress has 
responded by enlGrging the privilege, making it mor e costly and less justifiable 
than it was before. Once percentage depl8tion was the prerogative of oil and 
gas, supposedly &n allowance to cope with the hazards of exploration and drilling. 
Befor e tho war it was extended to ccal, sulphur, and the metallic minerals. 
During the w_r it was extended to many non-metallics. In Section 319 of the 
present bill, bosides r ais ing the r nte of sever al minor als already in the law, 
it is pr opos ed to add about 25 new minerals. If there is any substance f ound in 
a natural state which has been omitted from this most recent list, I cannot think 
of it. If t here is one , I ca~Dot conceive of why it should be denied a privilege 
vrhich is to be granted s and, gravel, stone, clay, oyster and clam shell, and salt. 

Let me r 0ad a lis t of the new minerals t o which percentage depletion is 
applicable. Both Section 319 of the committee 's bill and s ection 304 of the 
H0use bill set up a new group of minerals t o which percentage depletion is avail­
able at t he rat e ~f 5 percent. Both bills cxtond this r ate to sand, gravel, 
slate , stone (including pumice a~d scoria ), brick and tile clay, shale, oyster 
shell, clam shell, granite, and marble. 

In addition, the committee added t o this category entitled t o the 5-
percent r ate: s odium chloride, and, if from brine wells, calcium chloride, 
magnesium chloride, potassium chloride , and bromine. 

The House bill als o included asbestos at tho new 5-pcrcent r ate . The 
senate co~ittee allowed asbestos a 10-percont rate. Both bills increase coal 
fr om its present 5-purcent r ate t o 10 percent. 

The House bill added t o the list of nonmetallic minerals, t o which 
percent age depletion is available at a 15-percent rate, borax, fuller's earth, 
tripoli, r efractory ru1d fire clay, quartzite, perlite, diatomaceous earth, and 
me t allurgical and chemical grade limestones. The committee's bill, on the other 
hand, provides that these items added by the House are t o r eceive percentage 
depletion at the same 10-percent r at e accorded coal and asbestos. In addition 
t o these items, tho committee added a 10-percent rate f or wollastonite, which is 
inportant as an insulating and fireproofing material and thus competitive with 
other itens presently accorded simil.::r treatment, e.nd the magnesium compounds 
magnesite, dolomite , and brucite. 

The committee's bill adds t o the nonmet allic minerals presently r eceiv­
ing 15-percent depletion, a!.lite. This maerial is closely r e l a ted t o feldspar, 
which already r ec _ives a 15-porcent depletion. 
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Again, as before, the c .ntention is tha t these new minerals are all 
competitive with s ome already enjoying the privilege. I am not prepared to 
confirm or deny this assertion. I do know tha t it is a contention which must 
eventually lead, if accepted, to percentage depletion for every element and 
compound known to the chemical l aboratory. 

As I hc.ve indicated, the annual revenue cost of percentage depletion 
f or oil and gas al one has been estimated at three-quarters of a billion. The 
increases and additions in this bill would cost another $77 million each year. 

metals , 
mmended 
little. 

Those figures do not acc ount for the cost as t o sulphur, coal, the 
and the non-mJt allics vmich are already in the law. The changes r eco­
by tho Finance Committee altered the r osult of the House action but 

Another half-dozen minerals, more or less, would be added, but the 
r ates on a f ew added by the House would be s omewhat reduced. 

Again and again, various excuses are made f or percentage depletion, 
and as s oon as one is run dvwn and exposed, another has been pr~pared. If 
this debate could lead to a full underst~ding of the percentage depletion 
issue, this body would be amply rewarded f or the entire time devoted to the bill, 
but I will assure you that much time would be required. 

The l a test excuse is the necessity of stimulating exploration for 
and development of miner2ls of strategic i mportance. This s ounds fine for 
oil and gas. vfua t it means for sand, gravel, stone, and oyster shells, I do 
not know. For coal, everybody knows th~t it is nonsense, s o the argument is 
turned upside down and coal is s aid to be a depressed industry, and requires 
the stimulus of the depletion subsidy. If subsidization is the r eal 
justification of the privilege, we could not only eliminate half of those 
minerals entitled to it -- we could take the program entirely out of the tax 
laws an:i put it where an administrator could handle it s o as t o got the maximum 
r esults for the cost t o the government. I am sure that it won't be 
difficult to find an administrator who could stimulate a great deal of 
exploration with a fund of three-quarters of a billion to a billion a year. 

Percentage depletion is already overdone in present ~aw. It should 
not be ext ended. 

D. FAMILY PARTNERSHIPS 

A special provision for family partnerships was adopted by the 
Sencle l ast year with a clause which made it r etroactive back to 1939 but it 
f ell by the wayside in the conference. 

It is back again in this bill in Section 339. The House bill 
includes the provision, but m~kes it effective only for the future; the bill 
as reported t o the Senate was amended to include last year•s retroactive 
feature. 

The bill allmrs a father who runs a business to reduce his taxes 
by making gifts to each of his children of an interest in his business. The 
children need not work. An infant 6 months or 6 days old can be a p2rtner. 
If the father wants to be technical, he can cfeate a trust f or his 
children, make himself trustee, and in that capacity bocome his ovvn partner. 

Ordinarily a nan would not seriously consider making his infant 
children partners in his business or becoming an imaginary p~rtner with 
himself as trustee. For the past ten years, howevor, our country has lived 
in mortal peril. To meet that peril Congress has reluctantly f elt 
obliged to r aise everybody's taxes. We have tried generally to impose 
those increased t~cs on the principal of eaoh inc ome producer's ability 
t o pay. Pers ons making a larger amount of money have been called upon 
t o pay taxes at higher rates than those who make less. 

' 
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I believe that many of the family partnerships formed during World 
War II were motivated and used primarily, if not entirely, by h~gh bracket 
taxpayers -- many of whose incomes are directly or indirectly multiplied by 
war-connected inflat~on -- to escape paying what the Congress has decided is 
a fair share of the tax burden to be borne by people receiving a certain amount 
of income. Most of the family partnerships which would be sqnctioned by the 
bill would be motivated in the same way. 

If a man's business earns a net income of $100,0001 he should pay the 
tax at the r ates the Congress has prescribed for $100,000 incomes. lf he wan)s 
to give some of his money to his children, or set it aside in trust for their 
benefit~ that is fine. That is what a man should de, But first he ought to pay 
his taxes on money that he earns and continues to control, He should not be al­
lowed to take his two children into partnership with him, and pay a reduced tax 
on part of his income as if the children or the cnildrenls capital earned a half 
or a third of his income. 

Without income splitting a married man with two children earning 
$100,000 net would pay an income tax of $65,232, As the law is now his tax is 
$51,912~ By the fiction of income splitttng, he saves in taxes $13,320-- almost 
the .amount of a Senator's entire salary. 

Now let our $1001000 income man take advantage of the new bill and 
form a partnership with his two babies, Let us ass~e that he keeps cne-half 
of the income himself because he does all the work, and that he gives each of 
his children a one-quarter interest in his business, Then the taxable income 
of the husband and wife is artificially reduced to $50,000, The income of the 
child partners is assumed to be $25,000. The family tax bill is reduced still 
further, The husband-father files a joint return with his wife and pays a tax 
of $19,592~ Each baby has a tax paid for him of $9,796. The family tax bill 
on exactly the same income of $100,000 earned in exactly the same way as before 
is $39,184. Our~nerosity by first giving split income in 1948 and now by 
l egalizing family partnerships would save our $1001 000 businessman $261 048 in 
taxes, 

If the increased rates become law,. the tax saving from split income 
and family partnerships will be even greater -- in dollars and percentage-wise, 
I don't see how anybody running a business as an individual could afford not to 
take advantage of the loophole here proposed. I wish that the times were such 
that we could r educe everybodyls taxes that much. I see no r eason why a man in 
a position to take his children into his partnership should be singled out for 
specially privileged treatmeqt, · 

That is what the House bill does. That is bad enough if only for the 
future. But there arc a lot of people who tried this tax avoidance scheme during 
World War II when taxes were also pretty high for the same reason they are now ~ 
because w~ were trying to pay for our detense by taxing people according to their 
ability to pay. This bill w~uld fix thos e World War II cases. The bill goes 
back to 1939. 

During all that time many businessmen and high-bracket taxpayers suc­
cumbed to the suggestion ~f smart lawyers and accountants, or figUl' ed out for 
themselves, that they might avoid a lot of taxes by taking their wives and 
children into so-called partnership. To get the tax advantage under the law 
as it is now and was then, they had to claim that the wives and children were 
r eal partners in the legal s ense that they intended to work together and invest 
their money togethur as bona fide partners. 

Those who farmed valid partnerships in a bona fide way have been 
allowed to split their incomes by the Bureau of Internal Revenue and the Courts. 
Many had a little, but not enough, evidence that their wives or children contri­
buted money of their o~m which didn't come straight from papa, Gr who could 
provE: that they did some work f<'r the income they claimed was theirs for tax 
purposes , They have generally settled their cases and gotten some tax advantage 
not all they claimed. 

But there are obviously many cases in which nothing happened except 
that the husband purported to make a gift to his wife and children. Theae 
cases the Government r efused to settle, The pe"ple inv6llved in these classes 
of cases ar e trying to make the new loophole which the House has opened for 
the future retroactive to minor cases all the way back to 1939. 
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Ther e was a time when the Congr ess \vas making a studious effort to close 
loopholes -- to make people pay t axes on t hei r r eal income at the r at es the 
Congress purported to fix. 

An a l arming t endency is developing to open loopholes for the future 
principally by l etting people split incomes an.d enlarging and eDtt ending the 
privilege of paytng capital gain r at es on half of t he income a person gets from 
certain kinds of transactions. It is bad enough to creat e a loophole by act 
of Congr ess. This partnership provision r eaches a new high - or lmv~ It opens 
a l~ophole ~ of dubious merit -- for the future , r etroactively ext ending t hat 
loophole back thirteen ;years into the past. 

I r ecommend t hat t he Senate del et e the family partnership provisi on . 
The Tr easury est i mat es t hat it will cost $100 million annually in the future 
and $200 million for past r e!unds. vfe cannot afford to give tax handouts like 
these, I strenuously urge that the Senat e r efus e to enact a bill f or the 
privat e and unwarrn.nt ed r elief of lll1!lamed and unnumber ed indivi duals who 
formed family partnerships in the past thirteen years for tax avoidance purposes. 

If the Bureau of Internal Hevenue has t aken tax money from some of 
the people -- for example, wh '3r e soldiers wer e made partn,ars Md then went 
away to war - perhaps a private bill for their r elief might be in order. 
Even if some o~ these people have l dst their cases in court, they can be helped 
by a privat e bill. I suspect that some of the most des erving cases involve 
p~ple who b elieved in the bona fide nature of t heir partner ship, took their 
cases to court and lost, This bi ll weuld give t hem no r elief. The measure 
before the Senat e is a comprehensive r evenue bill --~ it is a war measure . The 
procedures and safeguards which we have established for privat e bills have not 
been followed wher e we have focus ed on the complex and difficult fiscal and 
l egal problems involved in a. r evenue measure , 

Let us not enact privat e r el ief measures for high brqcket t axpayers 
in a bill like t his, 

On this provision I should like to obtain some information from the 
distinguished members of the Committee . 

( 1) "'iould it be of any benefit to taxpayers under $51 000? If so, 
how much? 

(2) Is it true that t he principal support for this provision comes 
from t ax l awyers who gave bad advice to clients that they could set up tax 
avoidance schemes to duck the higher income t ax r at es during \tlorld War . II and 
then had them ups et by the Courts? 

(3) Does it appear r easonable that at a time when we a r e r aising 
taxes for the many to meet the costs of an emergency, we should enact a provi­
sion which loses r evenu0 for the benefit of a f ew? 

E. Tax-free r edemption of stock to pay estat e tax 

In t he Revenue Act of 1950 the Hous e proposed to permit the tax-free 
r edemption of t he stock of a closel y held corporation wher e t he proc eeds of 
the r edemption were needed to pay t he e st~t e t ax of a stockholder. The House 
bill lL~t ed t he privilege of t ax-free r edemption to cases wher e stock of the 
closely-held corporation constituted 70 perc ent of the decedent's t axable 
estat e. 

The Finance Cornrnittee amended t he Hous e bill to del et e ~he 70 per­
cent limitation ther ein. We debat ed t he provision on the floor l ast year. 
Ther eaft er the confer ence committee limited the provision to those cases wher e 
stock of a closely-held corporation constituted 50 percent of a decedent's 
estat e . 

The Finance Commit tee has now come forward wit h a proposal in 
Section 339 of the bill to r educe the 50 percent limitation to a 25 percent 
limitc.tion. 
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As we pointed out in last ye ar•s c1e~ate, the problem for which the tax­
free redemption feature vras enacted would not arise in cases -rrhere a closely held 
corporation regularly distributed its profits in dividends, instead of constantly 
accumulating those profits. T~e reason these closely held corporations accumulated 
the profits was usually in order to protect the stockholders from the ordinary 
income tax ~posed on dividends. 

This purposeful failure to declare dividends means that nhen theprincipal ormer of 
a closely hel d corporation di. es, he has -no cash outside of his corporation ui th 
nhich his estate can pay the est-ate tax~ The only way the estate can Td thdra'1il the 
cash necessary to pay the estate tax is b,y liquidating a portion of the stock­
holders' interest in his corporation, And a partial liquidation of a stockholder's 
inter est is t axed as it should be, asa dividend at ordinary income tax rates~ 

Stockholders of closed corporations having put themselves into this jam, came to 
Congress last year, andare back this year, to get relief fram it • 

.... 
Ther e may te some justification for tax-free redemption vhere an individual stock­
holder has all of his property tied up in a single corporation. There is some, but 
less, jus t ification for aliening tax-free redenption Tihere the stockholder cf a 
closely hel d corporation has half of his property tied up in a dosed corporation. 
Ue see no justification for giving tax-free redemption relief to those estates of 
thos e ~ have only one-fourth of their property tied up in a closely held corpora­
tion. If they have to pay an income tax on the distributions necessary to pay the 
estate tax, that is only because they have escaped the true on dividends by cutting 
close to the corner of section 102 of the Internal Revenue Code~ 

The Senate should reject the Senate Finance Committee's request and leave the quali­
fying IB rcentage at 50~ 

F, Section 117(j) 

The bill conta ins another chapter in the old story about conferring capital gains 
treatment on p;roperty useq ~n a business. 

The s t ory start ed in 1942- the first year t hat capital gains on this type of pro­
perty rras ever allm-red .., Yd.th the enactment of sectimn 117(j) of the Code . Section 
117(j) nas not only unprecedented in that it alloTled capital gcii..n treatment on the 
Si!..e of land, buildings, a nd other poperties used in a business. It uas also the 
first provision of lm7 ever to declare as to certain properties that if sold at a 
gain 1-rould be capital gain, hlt if sold at a loss v.'Ould be ordinary loss~ In other 
1iiords, heads I win, tails you lose~ No YTonder Uncle Sam comes out on the short end 
and doesn't have enough left to pay his bills~ 

HoTr many members of this body have ever thoujlt of the fantastic consequences of 
this provision? Take the case of tTTo firms operating fleets of delivery trucks 
uhich have been fully depreciated against ordina~J business income, but rnich are 
still in use. They sell t hEir trucks to each other. Each pays a capital gal n, but 
each also acquires a nmr cost basis to uti te off agcinst cr dinary business income, 
onc e more. This is merely one illustration of the result of making capital gains 
treatment available f or ordinary business properties, nhose cost is of course 
char ged a gainst or cinaw income as long a s they are in use. 

The livestock problem nas inevitable, once this irrationals ection 117(j) system 
uas adopted. The question uhether taxpayers uho ormed draft, breeding, or dairy 
animals, and vrho from time to · time make sales ,from the herd, were disposing of 
property used in the ~Jusiness, or rather of property heJ.d for sale, which "lvas not 
entitled to section 117(j) treatment, uas a difficult one in many cases~ After an­
t esting many of these cases n:ith no success, the Bureru of Int ernal Revenue earlier 
this year issued a rulinG that section 117(j) treatment uould be accorded such 
animals uhere sold afte r their full period of usefulness for draft, breoGing or 
dairJ purposes. The House hasproposed to substit ute for the Bureau 1s rule merely 
the requir~ent that the animals sold shall have been held for 12 months or more in 
order to come rrithin section ll7(j )~ In section 324 of the bill, the Committee 
on Finance approved this :rr oposal, ·:recommended that it be ma.ch retroactive to 
January 1~ :I-942, and, included turkeys along v-rith draft, breeding and dairy aniJIJa.ls~ 
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Our basic problem in taxation is equality of treatment of those 
similarly situat-ed.. The fa rmer vrho disposes of property used in his business 
whould not be taxed different-ly from the manufacturer or the merchant who does 
the same thing~4 Ther e is no doubt that dra.ft·, breeding, and dairy animals ar e 
property us ed in the business of the farmer. 

But this does not j~tify the r et ention of s ection ll7(j) as a whole. __ 
Special capital gains treatment, if proper at allt is proper for investment 
properties and investment properties only. Properties used in the business must 
reguL~r.ly be acquired, r egularly used, and r egularly sold or junked in order for 
t he busines s to continue ,. Ther e is not the same problem of the 11 bunching11 of 
i ncome , _, nor t he same problem of discouraging the conversion of investments, 
which arise in connection with investment properties •. 

Unless the r at e structure for ordinary income is to be junked by 
mak~ capital gains rat es of universal application, section 117(j) should be 
repeal ed and we a r e offering an amendment to that effect. 

Go Corporat 0 Spin-offs 

Sect ion 317 of t he bill deals with the t ax free distribution of common 
stock in connection with a r eorganization. This is commonly r ef erred to as 
t he "spin-off11 provision. Its g ener al eff ect is to allow the business conducted 
by one corporation to be conducted by two. And unless strictly safeguarded it 
can r esult in a loophole which will enable a corporation to distribute earn!ngs 
and profits to · stockholders without payment of the usual income taxes. This 
provision was in l ast year's bill, but was eliminat ed in conference . 

As I indicat ed in my stat ement l ast year, if corporation. A conducts 
a lock and k e;{ business it may, under- this provision, transfer the key business 
t o new corpor:-ation X in exchange for X ''s common stock and then distribute to 
the Corporation A stockholders all the stock of X, free of t ax. At present 
the Treasury would attempt to impose a tax upon the stockholders of A based 
upon the r ecei pt of X stock_. The value of t he X stock would ordinarily be 
t axed as di vidend.,, 

If the A stockholders mer el y wish to divide t.he two businesses for 
good business r easons and oper at e t hem by means of two corpor ations,. the provi­
sions of s ection 317 allowing the tax free distribution. of the X stock do not 
r esult in t ax avoidance ; the stockholders mer ely continue to oper at e the same 
busines s through two r at her than one entity. 

Clauses (A) and (B) of Section 317 provide v.ery important saf eguards 
ag.s.inst the t ax avoidanc e which would b e possible if Section 317 wer e adopted 
without Clauses (A) and (B).. To illustrat e -- assume that Corporation A has a 
f actory and a very l a rge amount _of cash and government bonds which it does not 
particular ly r equire in its business~ If the corporation declar es a dividend 
~-f the cash and bonds, the shar eholders ar e t axable on the f ull value of the 
cash an~ bonds at ordinary surtax r at es. However, if the protection afforded 
the revenu~ by par agr aphs A and B wer e r emoved, the stockholders ~ght obtain 
t he cash and bonds at lmv capital gain rat -es in t he f ollowing manner.. Corpora­
t ion .A, claiming some trump8d .... up business purpos e, would transfer the cash and 
bonds to n~w Corpor ation X in exchange of X1s stock and distribute X's stock 
to the stockholders of Corporation A~ Aft er permitting a decent interval to 
el apse, Corporation X- would be liquidat ed •. The st.ockholdors would r eceive the 
cash and bonds in liquidation --. which transaction gives rise to capital gain 
r at her t han ordina ry income .... - or the stockholders could mer ely s ell their 
stock and 11 casl;l in" on their dividend at capital gain rat es •. 

Par agr aphs (A) and (B) prevent this type of avoidance by r equiring 
t ha.t in order for t he distribution of stock in Corporati-on X to · be t-ax free , _ 
both Corporations A and X a r e intended to carry on active business af~er the 
r eorganization and by providing t-hat - Corporation X was not- us ed as a device to 
distribut ~ the earnings and profits of either corporation~, 

Ther e is one type of tax avoidance possible under the spin-off which 
is not pr evented by par agraphs (A) and (B), namely, a corporate t ax on appre­
ciat .ed c:.ssets and a tax upon the proceeds of a sale of these assets. Going 
back to the lock and key .business owned by Corporation A, l et us assume that 
Corporation .A wants to get out of the lock business and .;r eceives a very advan­
t ageous offer for the lock asset·s~ . I-f Corporation A sells the lock assets the 

--



-23-

prof it will be t axable income to Corporation A and then when t he profit is dis­
tributed as dividends to the stockholders, the dividend is taxable to them as 
ordinary income . Under Section 317 RS it now stands it might be possible for 
Cor poration A to transfer t he lock assets to Corporation X in exchange for X's 
stock and t hen distribute X1 s stock to the A stockholders. (In all these 
corpor~t e exchanges no gain or loss is recognized or taxed under the reorganiza­
tion sections.) 

The stockholders would t hen s ell the stock of X Corporation and would 
r eceive t he proc eeds as capital g ain. Accordingly, both the corporate tax and 
the t ax upon th~ distribution a s a dividepd uould be avoided if the transaction 
wor e properly handled. 

I f the section is to r emain -- and the prov~s~on is not without merit 
in 8ffectuating bona fide business adjustments ~ a ful~her saf eguard should be 
added t o meet the h~st example . This s af eguard might be a provision to the 
effect that the distribution of X Corporation stock (in the example) would be 
t ax fr ee only i f t her e wer e no int ention to s ell the stock at the time of its 
distribution and i f t her e wer e in f act no sale for a period of three years 
ther eaft er. vJithout this saf eguard, I believe t he provision is undesirable and 
should be eliminat edv 

Now, I ask t he distinguished Chairman of the Finance Committee, if 
the purpose of t his runondment isnot to afford capital gain treatment for an 
otherwise taxable dividend, what objection can there be to the saf eguard I 
propose? 

Ho Other Income Tax Loopholes 

Let us turn now t o the minor loophole provisions. Over all, they are 
much too involved, and too numerous, to warrant a det ailed analysis her e . It 
is important, however, t hat we be able to identify some of t hese s ections and 
know what in gener al they do. You will recall t he earlier simpl e t ests I men­
tioned. The most f avorable r esult t hat can b e attained by a taxpayer is to have 
his income exempted from tax ~ and sections 302 and 303 do that - for those t ax­
payers lucky enough to fit the specifications, The next best thing tax-wise is 
to turn ordinary income into capital gains, taxable at a maximum r at e of 25 per­
cent, ~nd sections 323, 324, 328 and 330 do that - again, not for you, or for me, 
or fo r the f actory worker, but for a particul~r taxpayer, or a narrow group of 
t axpayers. Another desirable achievement is to cut down the amount s of certain 
penalty t axes, and s ections 315 and 316 do that - again, not for you or the man 
next door, but for t hos e corporations improperly accumulating surpluses and for 
t axpayer s owning personal holding companies. 

All t he se specia;L provisions should be considered in their proper 
cont ext. This bil;L is not the Internal Revenue Code - to understand the full 
ef f ect of loopholes you need to look not only at this bill, but at the Internal 
Revenue Code , a s it has been amended in the past f ew years, A host of loopholes 
in this bill, others added last year, several t he year bef or e that - together, 
tl}ey mean thnt in a f ew short year s perhaps, the only person who will be affected 
by the gener al proyisions without a special r elief gadget will be the wage earner. 
For the wage earner, this bill r aises his taxes - with the only generous gadget 
one which will l et him agree with his employer to withhold more t axes from his 
pay envelope . It ml..\st be possible to r everse this trend, to r esist the pleas 
for special treatment t o subject one and all to taxes which a r e r eally equal, 
not just deceptively so in a rate schedule. 

Take , for example, s ection 323. That section provides that where l and 
is sold with an unharvested crop, the gain attributable to the crops is to be 
treat ed as a capital gain and that expenses attributable to r aising the crop are 
to be added to basis. Now you might suppos e that a working f armer selling his 
crops, with a profit of $5,000, would be taxed the same as a fruit grower selling 
his orchard for a profit of $5,000. Not so, if this provision i~ enacted, for 
what ever part of that $5,000 profit of the working farmer is taxed to him as ordi­
nary income - while the same type of profit attributable to growing crops is 
t axable as capital gains. This is directly contrary to present law, which properly 
says that growing crops ar e produced for sale to customers in the ordinary course 
of business and so are not capital assets or assets used in the trade or business. 
Moreover, many f ancy schemes might be rigged up and attempted under this provision. 
Ther e would b o many sal es in name only, for example, a "traveling" fruit grower 
might s ell land apd a crop each year to a willing canner, with a purchase back 
of l and on the other side of town. The Bureau caqnot possibly catch up with 
all the schemes~ 1 
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Or take section 328. Thc:t provision would provide capital gains treat­
ment f or amvunts received by an employee upon terminatioo of emp~oyment in 
exchcnge f or his r elease of a right to receive a percentage of future profits, 
if -- the taxpayer had been an employee f or more than 20 years ru1d has held the 
rights t o future profits far 12 years. Now, this is a patently discriminatory and 
unjustifiable provision. The particulGr conditions of 20 and 14 years ~ttached 

t o the section obviously h~ve no relation to any general principle -- except the 
fac ts of a particular case undoubtedly in the mind of t he u. s. Chamber of 
Coli1J1ercc r t;;pr _sent ati ve, Mr. Alvord, who suggested it on page 1478 of the 
hearings, along with a nUi;1bcr of other suggestions found in the bill. The 
amounts t o be receiv~d are of course sums paid in lieu of compensation taxable 
at ordinary r ates. This is not a profit on the sale of a capltal asset, 
because t ho taxpayer here had no asset -- merely a contractual right t o future 
inc ooe . The provisions of secti on 165(b) of the Code are far from a precedent, 
since tha t section deals with a broad group of exe~pt pension plans which must 
be nondiscrimi natory and cover a high percentage of all employees. This 
proposal j_n tho bill has neit her r estri ction. Hovr many persons can possibly 
benefit fro1:1 this pr ovision -- how many can ther e be who today fit its 
particular limitati ons? I know of none -- but there must be at least one, or 
Mr. Alvor d would not h:lVe s ugges t ed it. I wonder if the committee can tell 
us how m.::my taxpayers arc affected by this and how many taxpayers under $25,000 
would be affected by it? Aver aging of income for all pars ons might in t heory 
be desirable ., but its cost would be pr ohibitive . Ther e is no special nerit 
f or this one exception. 

Then th~re is section 330. This proVlS1on would, for the purpos e of 
deter~ining whether a parti cuL.r stock option met the r equirements f or r eceiving 
the special capital gains troaunont provi ded in the 1950 Act, treat the option as 
granted vrhen appr oved by tho Board of Directors even though a l at er r atification 
by stockholders is r equired. 

Tho provisions of t he 1950 Act provided a l oophol e wher eby corpor ate 
executivGs ~ght r eceive comp8nsation at capi tal gains r at es . The amondnent\ 
while not highly impor tant by its elf, i l lustrat es how l oopholes grow by treating 
f or tax_ purposes a~ being legally granted that which cannot be lav~ully granted 
with·;;ut stockholder s 2.~jproval. My predictions of last year are coming true 
when I opposed the stock opti on pr oposal. One loophol e leads t ,J another und 
this one i s be i ng enl ar ged. furthernore, as l warned, it haspr oved inflationary, 
as evidenced by recent ~ction of the Salary .Stabilization Boar d. 

It would be possible t o spend hours analyzing the l anguage of these 
t echnical provisions and showing how each of them grants special r elief in 
nar r ow i nst2.nces f or the benef i t of a special few. However, it is necessary t o 
pas s on -- but in passing I must COTh~ent on one other, which in the bill's 
technical l anguage is at bost confusing. 

Not ice section 315 on page 148 of the bil l. Its heading r eads "Surtax 
on c orpor :~ti ons not properly accumulating surplus" -- and the rest of the 
sect i on r elates t o l ong-term capital gains. Now you might suppose tha t this 
provision possibl y has s or.1e ef fect i n tightening up on corporations nhich 
accumulate surplus in or der to avoi d payi ng dividends t o their stockhol de rs, 
which would be subject t o the ordinary pors onal i ncome tax r ates . Just the 
opposite -- as we might guess from the f act tha t this is anot her U. s. Chamber 
of Comne:rrco sugges tion appe2ring on page 1477 of the hearings. This provis;i.on 
of the bill would exempt -- I r ~peat -- exempt capital gains f or income subject 
t o the penalty tax on ~~reas onable corpor ate accumulations . 

Ther e is a provision in tho Internal Revenue Code (Section 102) which 
is designed to penalize t he f ailure t o distribute business profits t o the share­
hol dGrs. The nature of a corpor ation's income is i~naterio.l i ns of ar as 
avoidance of surtax on its shar eholders is concerned -- its character is l ost 
in its dividends which are taxable at ordillit ry rat es. Mor eover, capital gains 
of business corpor ations are usually from sal es of property us ed in the 
bus iness and thus are closely akin t o its r Ggular bus iness pr ofits. Thus, 
an acctlmulation of capital gains has tho same effect of avoiding a sharehol der's 
dividend tax as any other accumulation of business profits. 

These pr ovisions and others should be eliminated from the bill, and I 
will s o move . 
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I. Estate o.ncl. Gift Ta.c loopholes 

The bill contains eic;ht a.~.1enc~::~ents to the esk .. te <:.~n cl e:;i i't tJ.~es. One of 
these, section 60.::;, closes ~ J.oophole b~· te.:;~ine:. Unit ed Sta t r;s Gove:L·nn ent 0onl~S 

hel(,_ o:r non-:.:-·0si0.ent u.li enn if si tuatec~ r:ithin the Uni tecl Sta t '3s . Threo othE.:rG, 
sections 602, 6043 <.md 605 h8.ve ap) arent !aerit, p:rovic~ing a Cl"•.K~it against tl:.e 
estate tax for fore:i.3n est:::. te tu.:;ms 1 exem~Jtiug uorks of art loanec1 to k.leric..:J..n 
museum by non-resident -1liens ~ ncl exc:..l)ting f ro.;: t ax est<·:i:.es o~· C>. l'i..J ec~ ::.·orcc 
member s dying i n service. 

The other fom~ sections, 606 through 609, inclusive, scei,l object.wn~'.ble 
enbloc. :_; i thout analyzillg each in t1et._ .. il, they all cle.:>..l y;it,h th~ p:roble:.: m. 
tr::msfers int ·:mded to t nl;:e effect at cleatl: 3 including l i ,Z'e insurc-~nce, "'::lli.cll in 
gene1·al h._we been alr!ays includible in t.l1e gross este,te. An~~ ea ch section attenpts 
to r;;et its ::x:.r·ticuJ.o..r bit of such tro..nsfers out of ·u~e gross estate , ·chus f reeing 
it :from t he estJ.t.e tax, eo.ch section c.~Jl)arently fo:c -1 particul,:r c.J.Se. 'l'o tl1e 
extent th~.t t he estc.te tax ho.o <.~.ny I.leri"l:,, these a.ri:en& ents t•.re iJithout ".1erit. 

I ,1sk t il '.:: l~inance Co . .u:;it tee: Ho·· .- Lkmy inCi vic.1uo.ls T:ill benefit :fro:·.! this 
provision? Hill i t r aise r evenue at a t.lne ., h en '.'re neec~ r evenue? Flh,.t 1·icht clo 

Y!e ho..ve to c;ive ~_)ecial rebates to the feu , uhile Fe incre .. se the lo2..C: Ol"'! the buU.: 
of tho Ar.1eric.:m people??? 

J. Excess Proi'i t s 'I'ax UeJ.ief 

The bill conta.ins 20..-some provi-s ions aE1enL:.inG the e::ce s s profi t s t .:.1..x, 
ena cted less t h -·.n a year ,__.c;o. Th e cost of t hese p::covisions is ;::a20 ;.1illion . It 
~7,..J. s generally agi·~?ed l ast yea r t ha.t a:-.:emt.1ents '. TOulC:. hu ve to ':;e •. !o.cl.e after ouff'i­
cient r.ctuo.l e)..--pe::·ience ho.c.1 s hmm the pro bleHs . Here, nine r~o;.1ths after enact­
ment of tho bn.sic lo.n, l.Jef ore nest o:f the regt.;lc:-tions ll, •.ve becone f :i.n,:tl, be:loJ.~e 

most of the returns ha·;e been filec~ c.nrl ~Jefo J.·o .. :my sizeable collections unc:.er t he 
t ax have been no.L1e, aa1enc1Jents a :.:e t o go into et:i."ect nhicll ir: tJ.1e mai n ,,:,:·e lie signed 
to relieve payr:1.e11ts under the tax 8.ncl t o benefit l)articul ar t ci.::-pt:>.jrers. 

Here, agc.in , '.:e find tech:::1iques for arrc:.nging to relieve fKtrt iculm· t .:;.x­
payers :froB e:;::cess :;_Jrof its t .:tx. Since th. ~t t c-cx is CJ._._nliec: only to e.-:-..rnins;s Hhich 
e.:L' e in e~~cess o? a crec1i t bD.sec\ on nver~:;e ec..,_r nings , ol~ on e_ cerb.in l'eturn on 
inves t ed ca;!it:1.l, it is possible to lo'.:ex· e;~cess l)::t:ol'its t c• :::es siNl>ly by incre;; sing 
the cr::Jdit i n one m'!::./ or arrothel", s:Lnce tha t nill t;i ve h L1 less :;:-rof its subject to 
the excass prof':i.ts t ax . Or, you ce.n lo~:er e~cess ) ro:.Lits t .:tx by e::c!l/c.ing ce:ctain 
inco .. . e f'ro· .! excess ~)rofitG income or by gr c1.ntinc; S)ecinl c~ecluctions . 5oth cenero.l 
techniclues ('.l' a found in t his bill. 

Gl ..... ncin~ t hrouch the eDenc1"Jents co fin.:.~ specia l r elief ~:revisions tailored 
to ~'nrticul2r cases--such ctS sections 513 o.nd 519, i.'hich gr~:nt discJ.•in inatory 
benef its to television nncl rac~io o.ncl !Jroac.:co.otine c~.nd the publishint; indust:des. 
' .. lhe:.·e t he c.va:.'age cor:.)oro.t.o t :u::xtye:c h~·.s several different t~r1)e s o:~· bt~siYleS S o~era­

tions, on-:: or t-t.·o o;~ \:hi c~l oyerJ:i:.e a t ., losn, his e.-. l~nin~ s ~reC:it is b'.scd on the 
aver~tge ea1·ninr:;s of all hi s operr,·t-im~s. Section 519 fm· particul:·.r seguents of the 
television ~·.nd :·:<·.o.io- bror~dc ... ,_stintZ inclustr·y ~Ihicl:. ce.i.! (1u.:.1.l ify, allo':.s the;.. in 
effect to i gnore the lo cs parts of t heir business in cm:.:;utin:::; th-J c.vs:cur:e e:--.rninf::s 
crec~i t. 

TlliS speci:..l gro tt~') of t ,:.Xp.J.yers in given t '."O r.-.V01'2,bl~ <.!.ltorn.:tives fol" 
cor,,~mtinc its c:. vere.:~e er.rnin~s Ci:>edi t. Tho i:'i::..·st al t c:mati ve i s o.:.:-ri vec1 a t l~y 

~pplyin::; to the "Cotc;;.l o:C' 1;ot!l television .nc~ :radio D.s:-::ets t:·"e ftlvm·able l':J."i:.o of 
return O!'c 1~.~.C:.io ass :.~ts .:-.lone, i e;noring co;:::_:-lctely t:t s I act tl1o..t t :1e1. o n :..s u loss 
on t he television business. Th e s econd <.1.ltern .. ~ti7e gives to . :e".:0ers of t h is 
ir.dust~c;~ alo:nc ..:,ll ilK1ustl'f 1·:· tc o:f 1·eturn on ·ci1e tot.:-.1 o:[ o..ll e.::; sets, evea t~!on.;h 
t hey do not othe:;:.:is c .:H:, t !D gene:i.'C l ca tegories of t.:.::~;o.y3rc no : (Dtitlcd to use 
o..n industr-y :r.\·.te of r ettu'll H:w;1 it is · .o1·e favorable t:l<"..l1 t ::cir or,11 o.ctu:·.l cJV.Jrall 
ea.rnin :;s C:i."ec~i t. 

Tl1is is the Ltost discii;1ino.tor::r t Y!_)e o.L o.pp1·oach to buil<'.inc.; u:.' o. cr.:'C::.it, 
a patch• .. orL quilt of (1) et~1·ninzs unreduced by losses, i:'.n(~ (2 ) .1 special reiie::' 
i uC::.ustr ,/ rc. t e , :itl1 the .tmcp.:cyer I)ickin~ t !12 p.:rticuL·.r s:.1u.a1:e lllost L.vo:c.':'.blo to 
h i h1. L.' this <l:?~~roa. c:.--1 ·:e:.:e n~pliec1 cenerQll~r , the excess j_Ji:o.::'its t o.x ~;oul·, be 
a t ccX in :1 . . ! .1e only. 
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Section 503 is ·a similar e::ample of discli m:Lnation on a. broader and more 
expensive saie. Certain fiscal year corporations contended they were disc~ted 
against because computation of their earnings credit required use of low ~uarters 
in 1945 and 1946. Horrever this may be, the cure proposed in the bill causes 
greater discrimination than ii;. set out to cure, since it vd.ll not allovr these tax­
payers to '00 among the favored ferr vlho may use the lrl,.ghly profitable early months 
of 1950 in computing the cre:Iit, while the great mass of taxpayers must ignore :1950. 

Another amendment, Section 5171 apparently is designed to give special 
relief to the multi-million dollar Uonsanto ·Chemical Company for the situation des­
cribed on page 1652 and ff. of the hearings • The present lav1 pro:vides a method 
of relief for taxpayers in general suf!ering "abnormalities", such as fires, strikes 
etc., during the base period. These taxpayers 1 ·in lieu of theactual earnings 
credit for thoperlod covered by the abnormality, may use the industry rate of"re­
turn as applied to the average total assets of the taxpayer during such years~ 
Monsanto suffered an e.A-plosion in 1947 nhioh affected its production. It clearly 
comes Tr.ithin the abnormality provision- but is not satisfied vrith the relief 
generally available to other taxpayers; since that uoul.d only give it a ~:i28~~ 
million tax-free excess profits credit, when it should have .. so the companY 
states - rrhat it vrould have made if the explosion had not occurred. The bill 
gives a sort of oompromise, which is still higher than the relief available to 
other tn.xpayers uith abnormalities. It gives Monsanto for each month of the ab­
normality year, the monthly average o£ its earnings for the preceding years. 

Discussion of one more section appears rrarranted before leaving the ex­
cess profits tax sections~ The Conmuttee bill decides that purchasers in taxable 
exchanges should be allo,·,red to e:arry over the earnings experience of predecessors. 
Perhaps this is a correct decision, at least Ylhere the permission is generallY 
available, nhere it is limited to cases involving the sale of all the assets, rhere 
the old corporation is liqui~ated and goes out of business, vrhere new money of the 
purchaser (i.e., assets not previously in the bus~ness) is used to make the pur­
chase, o.nd Tlhere only puroha.s.es prior to the excess profits lan come within the 
privilege. 

Section 52) 1 on p·. 526, would grant to a purdhasing corporation the earn­
ings base of its predecessor even thbugh an important source of earnings of -the 
tr edecessor corporation, a franchise, had to be obtained from another source~ This 
:tr ovision violates two of thoa.bove concepts: first, it is tailored to a particu­
lar case, and second, it grants a full credit even though all the earning assets 
uere not purchased. The particular case the provision is apparently drafted for 
appears on page 1615 of Vol. 3 of the hearings - a Cadillac· dealer nho wants a 
credit of ~: :,247,000 when his credit under present larr is ~:>30,000. iji.s problem is 
that he could not buy the most important earning asset of the preceding company -
its sale franchise ~ but ~-rants its full earnings credit despite that. · Without 
that franchise the other assets arc a shell, usable only for a garage. If the 
prior company had been able to sell its franchise (Hhich was not transferable) 
the purchase price of its assets Hould have been much higher. The purpose of the 
excess profits credit in such cases is to allovr a fair return on the investment 
of the taxpayer~ Under this section the taxpayer vrill receive many times more 
than a fair return on his investment prior to being subject to c.:t ~ess profits 
and it is likely that he uill receive each year "rr,i.thout pay;i.ng anything in excess 
profits · tax a'lOO% return on his investment. (Gross sales, ~3 million; 10% 
profits, $300,000; credit, .,:;247 ,ooo.) 
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It is my belief that the foregoing discussion illustrates that we are 

moving too rapidly to amend the technical ,.,or .kings of the excess profits law. 

If there are difficulties in the relief provisions, if computations of the 

credit produce anomalous results, if taxp~ers as a group - find particular pro­

visions burdensome, then let us ~~proach the problem with a view to finding 

sa tisfactory cl1<.9I1ges \othich "rill grant the relief to all taxpayers - not by 

tailoring a. special provision to a particular taxpayer 't'rhiqh leaves others out 

in the cold. It seems unreasonable to suppose that in these brief months since 
. \ 

enactment of the lm·r ,.,e could kno'l-7 enough of its operations to make changes 

"torhich cut equitably across the board. As the distinguished Chairman of the 

Finance Committee said, in guiding t he Act through this Chamber in December 

of 19.50. 

11 • • • \•re have taken the extraordinary step of providing for the 
re"'l'i ting of this bill~ the end .2f December , ~ in order 
that ue may meet the problems \·thich, through experience (and I 
emphasize these t\>ro \•rords, th;rough experience) are then presented 
to us in a clearer light ... 11 (Congr. Rec. Dec. 20, 1950, p. 16944). 

I remind the members of the Senate that we are now being asked to hand $120 

million of relief 14 months before '"e \vere to have gained the experience 

necessary to arrpraise the operation of the excess profits tax la\'7. 

For each excess -profits tax relief '?rovision, I should like to request 

the distinguished Chairman of the Finance Conunittee to SU']?ply the follo'I!Ting 

information: (1) ho\-r many tax uayers are involved; (2) '\tthat '"ill be the cost 

of each "!)rovision; (J) "'~' is it necessary to enact these provisions before 

we have the results of the study of 1950 excess profits tax returns. 

Mr. President, I have taken the time to analyze this tax bill -- not 

out of any particular love or talents that I have for the subject -- but 
because the b:!.ll determines ·Nho shall pay the cost of running the Government 

and how much, This vitally affects every man, \\fOman, and child in this 
country. 

i~orkers find thei+ cost of living izlcreases overshaclo\·red by the impact 

of higher income and excise taxes. Ti].ose ''~ho haven't received such increases 
t-rill be hit both by inflation and higher taxes. 

For mnny families this ~ts into the bacon, eggs, and milk on the break­
fast table. 

It's all right to say that everyone must sacrifice for the defense effort. 

But let's see that everyone pays his fair share of the additional tax load. 

At the very least. let's not increase the load on taxpayers in the 

bottom brackets by shifting to them the cost of legalizing the loopholes t'lhich 

the bill nO'!.'l provides, as well as the relatively higher increase in tax rates 

under the Committee bill! 

The bill does not raise enough money for a sound fiscal program. It 

imposes the higher t axes without nro~er regard for consideration of ability to 

pay. It increases the inequities of existing law by widening existing loopholes 

and adding ne,·r ones. 

Hr. President, this is another tax bill for the greedy -~ not for the 

needy. It should not pass without drastic revision. 
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TAXES k~D @{ALL BUSINESS 

I want t o talk to you today about taxes and how they affect 

the small businessman . In the past two years, I have made a special 

effort to understand a few of the intricacies of our ta:x law·s . This 

is not an easy job for a person who is not a technician . I have tackled 

this difficult subject because it became apparent to me within a short 

time after I entered the Senate that knowledge about how our tax system 

works is essential for an understanding of what makes our economy tick • . 
This has been a difficult job and I want to assure you that there is 

still a great deal to learn . Nonetheless , my experience in the debates 

over three tax bills has been invaluable and I believe that I am 

beginning to see through some ~f the rest . 

.... 
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PRINCIPLES OF T .AXATION 

The requirements of a good tax system are easy to state. First 

and foremost, taxes should be high enough to pay for the cost of Govern­

ment services . There may be differences of opinion about the scope and 

nature of 1 Government activities. Hm·rever, once the people , through 

their duly elected representatives in Congress , have decided on a given 

amount of expenditures , it is our duty to provide the revenues to finance 

those expenditures. Only in this way can we hope to keep the economy on an 

even keel . Continuing large deficitt - will inevitably lead to inflation 

and all its terrible consequences . Inflation is a tax, but it is one of the 

worst taxes man has contrived . It strikes hardest at people and businesses 

that need the most help; it distorts management decisions; it reduces 

productivity and must inevitably lead to lower standards of living. "We 

must levy sufficient taxes to pay for government expenditures in order to 

avoid unbalanced budgets and inflation . 

The second requirement of a good tax system is that the structure 

must be designed to interfere as little as possible with economic growth 

and stability . It cannot be denied that taxation is intended to reduce 

incomes in the hands of private individuals and businesses . They are 

levied for that purpose . However, a properly designed tax system will 

minimize restraints on the economy and will maximize, so far as possible , 

the opportunities for growth and achievement . 

• 



- 3-

The third requirement is that taxes must be levied equitably. 

We must be sure that everybody shares the burden of paying for the 

cost of government in proportion to his ability to pay. These are 

not empty words . There are numerous instances in history when the 

wrong kind of taxes have not only hindered growth, but also created 

revolutionary upheava5 which have ripped apart the very foundations 

of society. Inadequate taxes can result in such upheavals by bringing 

on inflation. Inequitable and oppressive taxes can do the same thing; 

There is no easy way to design a tax system which will conform 

with all of these requirements . The tax structure is a delicate 

instrument; it balances many different elements, any one of which may 

upset the equilibrium of the economy. As times change, as the economy 

grows, as new industries are formed and other industries disappear, 

we must be alert to change the tax system to meet the needs of changing 

conditions. A democracy makes such changes and even experimentation 

possible. When there is free interchange of opinion and public aware­

ness of the issues at stake, there the correct decisions will be made . 

Progress may appear to be slow, but progress is inevitable if the 

people have a voice in the making of economic policy. 

Let me illustrate this by the recent history of the tax bills 

to finance the defense program. As soon as it became clear that the 

country was to embark on a vastly expanded security program, there 

was immediate recognition on the part of the public that effective 

stabilization policies would be needed. 
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Part of this stabilization program, which the country approved, 

was a tax system which would be adequate to finance these increased 

expenditures . In the space of about a year, Congress approved 

higher taxes amounting to almost $16 billion in a full year. There 

is no question that these higher taxes meant sacrifices to us all . 

But there is also no question that t hese higher taxes are one of 

the major reasons for the stabil ity of prices during the past 

twelve months . Common sense dictated that we follow the prudent, 

sound course of financing the defense program on a current basis . 

The people demanded prompt action on taxes and they got it. We 

need have no fear about the stability of our political and economic 

institutions if the people continue to exercise such sound judgement. 
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EVIDENCE OF ECONOMIC PROGBFSS 

There are, of course, defeatists amQng us who deny these basic 

principles. They argue that the country is going to ruin, that the 

end is in sight. What are the facts? Have our economic policies helped 

or hindered progress? Has the standard of living increased or decreased? 

Have profits of business risen or fallen? Is our productive capacity 

larger or smaller? 

The figures are, of course, well kno"WD. to all of you. 

Production has risen to peace time records since the end of the 

war. In 1939, the Federal Reserve Board index stood at 109; now it is 

around 220. 

Despite higher taxes, the per capita income left after direct tax-

es have risen in real terms -- that is, after correction for price changes.­

b.r over 40 per cent since 1939. 

Corporate profits after taxes have risen b,r 260 per cent since 1939; 

there is no good index to correct this figure for price changes, but I 

have no doubt that the increase is at least 50 per cent in terms of con­

stant dollars. 

Finally, our productive capacity is at an all-time high. Since the 

end of the war, industry has invested over $100 billion in plant and equip­

ment, and it is continuing to invest at record rates even now. To me, 

this is proof positive that business has faith in the future of our econ-

oro:y. 

In the midst of all this progress , all segments of our society have 

prospered. We are now better equipped, better-fed, better-housed than 

ever before. And we still look forward to greater prosperity. 



The small businessman has also shared in this prosperity. There 

is no group in the connnunity whose economic health and vigor is more 

vi tal to continued progress. The history of our country is the history 

of the small businessman, who starts with modest means, and creates l arge 

and successful enterprises. Without the stimulation, the drive and the 

competition of the small businessman, our econo~ would quickly lose its 

forward motion. Are we sure that small business has grown along with the 

rest _of the econo~. I believe that the facts show that it has. 

In 1939, the income of non-farm entrepreneurs amounted to only $7 

Billion; in 1951, it wasl24 Billion. Figures on the small corporation 

demonstrate -the same growth. In 1939, 172,000 corporations with assets 

of less than $1,000,000 reported profits. In 1948, the latest year for 

which data are available, 336,000 corporations with assets of $1,000,000 

or less reported profits. The net income after corporate taxes of corp-

prations with assets under $1,000,000 increased from $435 million in 1939 

to $3.3 Billion in 1948, a seven-fold increase. 
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Congressional Interest in Small Business 

I do not exaggerate when I say that every Congressman, 

regardless of party affiliation, is keenly aware of the importance 

of the small businessman in the economy and of the need to design 

policies which will help him not only to exist, but also to expand . 

Few pieces of legislation involving econo.ric policies pass through 

the Congress before a searching inquiry is made by the committees to 

make certain that the interest of the small businessman will be pro­

tected . ;.hether the legislation involves price controls, appropria­

tions, regulatioh of interstate commerce , defense production, or 

taxes, the role of the small businessman is never forgotten . To be 

sure, more needs to be done, but I believe the record indicates 

conclusively that Congress is determined to provide all the 

protection and encouragement that it is practical for the small 

businessman. 

Tax Provisions f or Small Business 

Taxation is an example of the kind of protection that I 

have in wind . Few people realize how much of the basic structure of 

our tax system is designed specifically to aid the small businessman . 

From the time our income tax was adopted, Congres s has sought to 

write provisions into the tax laws to mitigate the effect of the ordinary 

tax rates on 5mall business . Now, after almost f orty years of experience 

with income taxation, t he Internal Revenue Code is liberally sprinkled 

with such helpful provisions . We may take them for granted now, but 

they represent solid progress in a field which is fraught with diffi­

culties . It i s to the credit of the Con~~ress, the tax writing 



committees, the Treasury Department, and the Joint Committee on 

Internal Revenue Taxation that these provisions have been devised, 

enacted and put into effect with a minimum of controversy and 

with little or no fanfare and publicity. 

I should like to discuss some of these provisions briefly 

and to indicate the reasons for their enactment . 

The "Notch 11rate 

TJ::e first and most obvious concession to small business 

is the elim'nation of the so- called 11notch 11 rate under the 

corporation incorn tax . Now that the 11notch" rate is no longer in 

the luw, we may wonder hem it was ever permitted to cr eep in . The 

histOI'iJ of it is relatively simple . 

Y'ihen the corporation income tax rate was increased during 

the early 1930 ' s , Congress atte~pted to provide a lower rate for 

small corporations . However , graduation in the sense that we know 

it under the individual income tax cannot be applied in the 

corporation area . 1'1hile we can be sure t hat an individual with an 

income of ~60 , 000 has more ability to pay tham another individual 

with ,.p5, 000, we cannot be sure that a corporation with a ;,,500, 000 

income has more ability to pay than one vd th a ·.P56, 000 incon:e • 



The $5001 000 income may represent a return on an invest-

ment made by 20 stockholders, while the $50,000 incane may 

represent the income of only one stockholder. In the first case 

the average income per stockholder is only $25,000; in the second 

case .it is $50,000. I believe there are good reasons for levying 

a separate corporate tax, but the case for graduation is weak. 

Despite this theoretical weakness, Congress felt that 

the small corporation, especially if it is new and growing, 

deserves special treatment. To square the two objectives, it was 

decided to lev,r a flat rate on the most profitable corporations 

but to provide a lower rate on those with profits below $50,000. 

Technically, it is impossible to levy a flat rate above a certain 

level if there is f'ul1 graduation below that level. This can be 

easily demonstrated by simple arithmetic, but it can perhaps best 

be understood by explaining the "notch" rate. 

Under the rates which were levied in the years 1946 through 

1949, there were five brackets and the rates in these brackets were 

as follows: 

Bracket ~ Cuml.lltive Tax 

Under $5,000 21% $1,050 
5,000 - 20,000 23 4,500 
20,000 - 25,000 25 5,750 
25,000 - 50,000 53 19,000 
501 000 and over .38 

The so-called "notch" was the $25,000-$50,000 bracket where the rate 

jumped from 25 to 53 percent. What did this accomplish? The purpose 



was to make the transition from the 14 percent rate at the $25,000 

level to the 38 percent rate which was desired exactly at the 

$50,000 level. (As can be seen from the above table, it was 

necessary to make up $13,250 in tax - $19,250 less $5,750 - over 

a $25,000 income range, which gave 53 percent.) The 53 percent 

rate was the only rate which would do this exactly. 

It was soon found, however, that while we accomplished 

our objective of levying a flat rate of tax on most corporation 

profits, we had put a ver,y heavy penalty on any business which was 

in the $25,000-$50,000 bracket. As soon as any corporation earned 

a dollar of profits above $25,000, it was "socked" by a 53 percent 

rate on that dollar of income. By c ontra_st, the largest corporations 

were subject only to a 38 percent rate on each dollar of additional 

profits. Instead of helping small business, the "notch" provision 

actually penalized it. Small companies had great difficulty 

getting through the $25,000-$50,000 bracket. Once beyond $50,000, 

they had the advantage of a lower r ate. 

All of this was changed by the Revenue Act of 1950. \{e 

forgot about our qualms over graduation and adopted a simple two­

rate system: one rate for profits up to $25,000 and another for 

the amount of profits over $25,000. The rate up to $25,000 is now 

30 percent, and above $25,000, 52 percent. This is one of the most 

outstanding examples of tax revision made specifically to ease the 

tax burden on small business. 
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Averaging of profits and losses 

Another important provision which is of assistance to small 

business is the allowance in the Internal Revenue Code for 

business losses . Under our annual income accounting concept, if 

it were strictly followed, a business would be taxed during those 

years when it earned profits but would not be permitted to deduct 

any losses from such profits when it incurred them. As a result 

it is conceivable that without an allowance for losses a business 

could break even over 5 years and yet pay Federal income tax. The 

method used in the tax laws to prevent this from happening is 

called carry back and carry forward of business losses. Thus, 

if a business makes a loss in one year it can carry back that loss 

against profits in the preceding years or, if there were no profits 

in the preceding years, carry it forward against profits in the 

succeeding years . In this way profits and losses are averaged 

out for tax purposes . 

Before the Revenue Act of 1950, businesses were allowed to 

carry back losses to the two preceding years or to the two succeeding 

years . Including the current year, this provided in effect a five­

year averaging period for business incomes. In the post war period, 
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maPY representatives of business, especially those from the small 

business sector, pointed out that a five-year period is not 

sufficient to average out profits and losses . Consequently, in the 

Revenue Act of 1950, the averaging period was changed to seven 

years and the method of computing the carry-back and carry-forward 

was altered to be especially beneficial to new and growing businesses~ 

The 1950 provision permits business to carry back losses in any 

~ year against the income of the prior year and against income in 

the five succeeding years . Emphasis was placed on the carry-forward 

rather than the carry-back because it was found that the carry-fo~nard 

is of greater assistance to the expanding firm . Ordinarily when 

a firm starts operations it takes several years before the business 

is profitable. For such firms the carry-backs are not very useful , 

because there is no income history in the past against which losses 

can be offset. The carry-forward on the other hand gives the business 

a five-year opportunity to offset losses against profits . 

We have not yet had a good opportunity to det~rmine how t his 

provision is working out . In the first place the provision became 

effective first for calendar year 1950 incomes and we do not yet 

have any statistics for that year . In the second place, incomes 

since the adoption of the provision have been generally high and 

l osses relatively infrequent. I have no doubt that the Congress 

will adjust these provisions further if they prove to be inadequate . 
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Excess Profits Tax Relief 

The excess profits tax passed in 1950 is an excellent 

example of legislation which protects small business . Most of the 

provisions in the law are of a technical nature and are too detailed 

to discuss here . However, three of these provisions are worth 

mentioning . 

First is the minimum credit which exempts all corporations 

with profits of less than $25 , 000 from excess profits tax . Excess 

profits are computed by subtracting from current income a credit which 

is based either on average earnings in the three best years of the 

v base period, 1946- 49 , or/%~e basis of a predetermined rate of return 

on capital . However, corporations wi~n profits of less than $25 , 000 

are not required to pay excess profits tax even though their current 

income exceeds the "earnings" or "invested capital" credits . 

Second, for those corporations whose earnings are in 

excess of $25 , 000 , the law provides what is known as the "growth" 

formula in computing the earnings credit . This formula bases the 

credit not on the average of the three best years in the base period, 

but on either (1) the average of profits in 1948 and 1949, (2) 1949 

profits , or (3)" a weighed average of profits in 1949 and 1950. Not 

all corporations can qualify for this formula . It is restricted only 

to corporations with assets of less than $20 , 000 , 000 at the beginning 

J of 1946 which had substantial increases in sales and payrolls between 

1946 and 1949 . In effect , this provision recognizes that small 

corporations grow. Accordingly, part of the increase in their profits 

since the base period is not considered "excess", but is attributable 
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to growth and is , therefore, tax exempt . 

Third, businesses which started operating some time in 

the base period are allowed to compute their credit on the basis of 

the growth formula; or, if they started after the base period on the 

basis of the average rate of return of the other established firms in 

t;he same industry during the base period. 

These and other provisions in the l aw exempt the large 

bulk of corporations from excess profits tax. Over 600,000 corporations 

file returns at the present time , and it has been estimated that only 

75,000 pay excess profits tax. Most of the exempt corporations are , 

of course, the smaller ones . This is appropriate because the excess 

profits tax is not intended to impede the growth of the smaller 

corporations . 
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A PROGRAM FOR SMALL BUSINESS 

As I indicated earlier, the provisions I have outlined are only 

a few examples of the prot.ection afforded to the small businessman via the 

tax laws . We intend to do more, if that is possible. I believe that 

there are at least two important considerations which we must keep in 

mind in discussing further protective measures . 

First , the most important protection we can give to small business 

is a full-employment , growing economy. No matter how many gadgets we add 

to the tax laws, they ~~11 be insufficient unless we provide the environ­

ment for the combined expansion of business . History proves that the fate 

of small business depends on the health and vigor of our economy. 

Second, small business has a vital stake in the development of 

tax laws which are fair and equitable for all. As you know, I have 

devoted a great deal of my energies to uncovering loopholes in the tax 

laws which are costing billions of dollars of tax revenue . The benefit 

of many of these provisions are not shared by all, but are restricted to a 

few special groups . When these special groups get tax relief , all other 

groups - the laborer, the farmer, and the small businessman - - are taxed 

more to make up the difference. Elimination of loopholes is a measure which 

can eventually provide the basis for easing the tax burden on the majority 

of taxpayers and businessmen . I wonder how many small business men realize 

that the excessive percentage depletion allowances which are now costing 

the government about three-quarters of a billion dollars in tax revenue 

actually exceeds last year's entire tax increase on all corporations with 
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net incomes below $100 , 000 . I believe it is unconscionable to require 

small corporations to pay taxes on their entire income at the same time 

that the giant oil companies are handed tax benefits of these magnitudes . 

Many tax proposals for assisting small business have been made . 

They range from outright exemptions to technical provisions regarding 

depreciation allowances and the treatment of dividends . Most of these 

proposals raise difficult equity, revenue , and economic issues . Nonethe­

less, I have no doubt that we will continue to find ways and means to refine 

our tax structure , as we have in the past, so that the interests of small 

business· will be protected . Members of Congress can be guided in making 

these decisions only if they lmow what the problens of small business are . 

I , for one , would welcome any suggestions you may have on legislative 

matters relating to taxation or any other economic policies l.Jb.ich affect 

the operation of your business . 
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