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to pledge that we will increase our ef-
forts to achieve the goals of Robert F.
Kennedy, even as we find ourselves miss-
ing his leadership and strength more
each passing month,

CONGRESS HAS SPOKEN CLEARLY
TO DISTRICT ON SUBWAYS AND
HIGHWAYS

HON. LAWRENCE J. HOGAN

OF MARYLAND
IN THE HOUSE OF REPRESENTATIVES
Wednesday, August 6, 1969

Mr. HOGAN. Mr. Speaker, there exists
in this Capital City the sad and intoler-
able situation of a public body, the Dis-
triet of Columbia Council, which, while
appointed to be broadly representative of
the District of Columbia community,
continues to take a position on highways
and rapid transit that is not only con-
trary to the best interests of the residents
of the District of Columbia but as evi-
denced by a recent poll commissioned by
the chairman of this body is also contrary
to the wishes and desires of those resi-
dents.

The Congress directed in clear and un-
equivocal terms in the 1968 Highway Act
that the District of Columbia build road-
ways required for the Washington met-
ropolitan area, and on two subsequent
occasions reemphasized its position that
Three Sisters must be built by refusing
to appropriate subway funds to the Dis-
trict until it proceeded with the highway
construction, However, notwithstanding
directives from Congress, the District of
Columbia City Council continues to
ignore those wishes because, in their view,
people of the District of Columbia do not
want more highways. And how does the
Council obtain its enlightenment on this
question?

From a small but vocal anti-highway
group whose main power of persuasion
comes from its ability to take over with
impunity the proceecings of the Council
and then to threaten further public dis-
turbances and possible riots if their un-
reasonable demands were not granted. In
brief, in reaching a decision of this ques-
tion of such great importance to the
whole community, the District of Colum-
bia Council has, in the main, followed
the unreasoned direction of a small but
vocal group of activists.

There has finally come to light two
polls, taken in an orderly and profes-
sional manner, which indicate that the
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majority of the District’s citizens agree
with the Congress on the need for addi-
tional highways. Both of these polls, one
commissioned by the chairman of the
Council and reluctantly released by him,
make it abundantly clear that the people
want these highway projects. With such
evidence before it, I fail to see how the
Distriet government can now continue
its refusal to comply with the wishes of
both the Congress and the citizens of the
District of Columbia. If they continue
to do so, grave doubts must be raised as
to the ability of the District to function
under the present form of government.

FREEDOM BECOMES ILLEGAL—VIII

HON. JOHN R. RARICK

OF LOUISIANA
IN THE HOUSE OF REPRESENTATIVES
Wednesday, August 6, 1969

Mr. RARICEK. Mr. Speaker, the tragic
denial of freedom to parents and chil-
dren continues to kindle repercussions in
my distriet, and rightfully so, for what
thinking American foday can conceive
of our Government callously denying
freedom to a segment of our people—of
all races.

The empassioned disenchantment of
taxpaying American citizens who are the
parents of little children is best evi-
denced by a petition directed to all con-
stituted authority by thousands of citi-
zens of Washington Parish, La.

The question is no longer, “How far
will you be pushed, Mr. and Mrs. Ameri-
ca?”’—it is now, “How long will the
American people tolerate tyranny such
as this from their own Government”—
and that under perversion of the very
Constitution adopted to prevent exactly
such tyranny.

And to our colleagues who still live
in areas of relative freedom, I can but
remind you that if our bureaucrats can
take such extreme action against the
children of my area, it is only a matter
of time until your parents and children
also will be affected by this erosion of
individual liberty—and will ery to you
for help.

Mr. Speaker, I include a copy of the
petition from citizens from one school
district in Louisiana:

A PETITION TO ALL CONSTITUTED AUTHORITY

We, the undersigned citizens of Washing-
ton Parish, Louisiana, urge our officials, ap-
pointive and elective, local, state and na-
tional, in the executive, legislative, and ju-
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dicial branches of our Government, to hear
and to consider our plea for help as we ap-
proach a time of desperation and impending
chaos in the problem of public education.
We employ the simple petition as the right
of citizens to “petition for redress of griev-
ances” for it seems to embody the spirit
that motivated the early founders of this
nation. It is respectfully urged that it be
received and considered in the spirit that it
is submitted.

In the passing of time and the ultimate
easing and settling of the current imposing
social and racial problems, history will note
that we inherited and did not create the
dilemma with which we are confronted. In
spite of past history, our heritage and en-
vironment, we do believe that all races and
creeds are equal in the eyes of God, and
further that all children are entitled to the
best education available in institutions sup-
ported by the public treasury. However, we
believe that student placement should be
the right of the parent, subject to reasonable
and necessary regulation by local school
authority.

QOur parents, our children and our teachers
are bewildered; they are burdened and
grieved beyond words in anticipation of the
chaotic conditions expected at the beginning
of the school year, just a few weeks hence.
Our children weep because of the burdens
and frustrations imposed on them in the
closing of their schools, the prospect of their
dally transportation to schools distant from
their homes, and in the prospect of being
dealt with as displaced persons. They cannot
understand; nor can we.

We love our country, some of us have
fought for it; some have lost family members
as they fought under our Flag; we are dedi-
cated to the obedlence of the laws of our
land, even though we cannot understand the
enforcement practices and policles as cur-
rently applied in certain areas.

We love our homes and our environment.
We love and cherish our system of public ed-
ucation, and reflect upon the fact that it
has brought instruction and a yearning for
knowledge to many who would have been
denied opportunity. It seems that the public
school system is now being undermined; it
staggers under the burden of divisive in-
fluences and orders; it is on the brink of
crumbling. This we seek to avold.

During the past school year our public
schools operated on an integrated basis and
in an atmosphere of comparative harmony;
in our entire area we have experlienced an
atmosphere of relative calm, order and mu-
tual helpfulness as between the races; this
relationship we seek to maintain; we do not
desire to retrogress in racial relations.

In this hour of comparative harmony,
hopefulness and progress, we sincerely ques-
tion the disruptive changes that are in the
process of being made in our public school
system. We earnestly plead for a moratorium
of reasonable duration, or whatever action
is necessary to give us more time within
which to adjust to whatever may be eventu-
ally imposed upon our public school systems
and upon us.

HOUSE OF REPRESENTATIVES—Thursday, August 7, 1969

The House met at 11 o’clock a.m.

The Reverend James Edmund Schneid-
er, Bethany and Browne Memorial Meth-
odist Churches, Jersey City, N.J., offered
the following prayer:

O Gracious God, we commit ourselves
to Your loving care. Bless the delibera-
tions of this hour. You do not belong to
us, dear Father, we belong to You. Help
us to walk with You—not ahead or be-
hind—but with You. Bless these law-
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makers gathered together and bring
them an understanding of the sacred
privilege they have as servants of the
people. We commit to Your loving care
the souls of those who have made the
supreme sacrifice in behalf of their
country in the cause of freedom. Bless
the President of these United States and
all those who are in this great assembly.
May peace soon reign throughout the
world, and may Your will be done on
earth as it is in heaven. Amen.

THE JOURNAL

The Journal of the proceedings of yes-
terday was read and approved.

TRIBUTE TO REV. JAMES EDMUND
SCHNEIDER

(Mr. DANIELS of New Jersey asked
and was given permission to address the
House for 1 minute and fo revise and
extend his remarks.)
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Mr, DANIELS of New Jersey. Mr.
Speaker, we were privileged today to
have as our Chaplain, the Reverend
James Edmund Schneider, of Jersey City,
N.J. Reverend Schneider serves as
pastor of two churches in Jersey City,
Browne Memorial Methodist Church and
Bethany United Methodist Church. He is
also chaplain for the Hudson County,
N.J., Police Department.

He has served as county commander,
as well as chaplain, of the Hudson
County American Legion and has been
chairman of the New Jersey American
Legion 40 and 8, which has graced many
of the Legion parades.

I would also like to add that Reverend
Schneider was most impressed with the
sincerity of the many Members of the
House with whom he met. He also indi-
cated to me that he was especially moved
by the dignity and humility of our
honorable Speaker.

THE PRESIDENT'S MESSAGE ON
MASS TRANSIT

(Mr. KOCH asked and was given per-
mission to address the House for 1 min-
ute and to revise and extend his
remarks.)

Mr. KOCH. Mr. Speaker, today we will
receive a message from the President
on mass transit. I regret that his message
will be, in my opinion, totally inadequate,
and it should be unacceptable to this
House, The President, badly advised, has
not grasped the dimension of the mass
transit problem. His proposal will request
that we spend only $3.1 billion over the
next 5 years and that amount is to be
made available through the appropria-
tion method. Almost everyone familiar
with this problem who recently testified
before the Senate Banking and Cur-
rency Committee or who has spoken
publicly elsewhere has made the point
time and time again that what we need
is a much larger expenditure of Federal
funds to be committed much sooner than
the President proposes; and what is most
critical is the assurance that the funds
will be available through the establish-
ment of a mass transit trust fund. There
is pending before this House, H.R. 9661,
now cosponsored by 101 Members, which
will meet the dire mass transportation
needs of this country. It provides for a
$10 billion trust fund to be expended over
the next 4 years. It will be funded by the
proceeds of the existing automobile ex-
cise tax. I urge the Members to join as
COSpPONSOTS.

To his credit, Secretary John A, Volpe
indicated the need for this trust fund
approach. His view did not prevail at the
White House. I hope that the trust fund
concept will prevail in this House and
that we ultimately can persuade the
President that his advisers are in error
so that he too ultimately supports the
trust fund concept.

I will be making a more detailed state-
ment on this matter later in the day.

CALL OF THE HOUSE

Mr. CHARLES H. WILSON. Mr.
Speaker, I make the point of order that
8 quorum is not present.
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The SPEAKER. Evidently a quorum is
not present.

Mr. ALBERT. Mr. Speaker, I move a
call of the House.

A call of the House was ordered.

The Clerk called the roll, and the
following Members failed to answer to
their names:

[Roll No. 147]
Edwards, Calif. Murphy, N.¥,
Flowers Powell
Green, Pa. Reid, N.Y,
Halpern Rivers
Hull 8t Germain
Ichord Bt. Onge
Kirwan Scheuer
Lipscomb Schneebell
Daddario Long, Md. Taft
Davis, Ga. Mailliard Teague, Tex.

The SPEAKER. On this rollcall, 402
Members have answered to their names,
a quorum.

By unanimous consenf, further pro-
ceedings under the call were dispensed
with.

Ashley
Baring
Biaggi
Blatnik
Buchanan
Celler

Clark
Cunningham

MESSAGE FROM THE PRESIDENT

A message in writing from the Presi-
dent of the United States was communi-
cated to the House by Mr. Geisler, one
of his secretaries.

PERMISSION FOR COMMITTEE ON
THE DICTRICT OF COLUMBIA TO
FILE REPORT ON DISTRICT REV-
ENUE BILL UNTIL MIDNIGHT
FRIDAY

Mr. McMILLAN, Mr. Speaker, I ask
unanimous consent that the Committee
on the District of Columbia have until
midnight tomorrow night, Friday, Au-
gust 8, to file a report on the District
revenue bill.

The SPEAKER. Is there objection to
the request of the gentleman from South
Carolina?

There was no objection.

ENFORCEMENT OF COUNTERVAIL-
ING DUTIES LAW FOR DAIRY
PRODUCTS

(Mr. THOMSON of Wisconsin asked
and was given permission to address the
House for 1 minute, to revise and extend
his remarks and include extraneous
matter.)

Mr. THOMSON of Wisconsin. Mr.
Speaker, today the dairy industry repre-
sents a highly significant sector of our
economy. For the Nation, dairying pro-
vides a vital source of healthful nutri-
tional milk and dairy products for
consumers and of income to farmers.
Particularly in Wisconsin, the No. 1 milk-
producing State in the Nation, dairying is
of great importance to our economy.

Despite the fact that America’s farm-
ers, including our dairymen, are the most
efficient and productive in the world,
however, they are still facing serious eco-
nomic problems.

In the marketplace, for example,
dairying is confronted by ever-greater
competition—both domestic and foreign.

For these reasons, it is particularly im-
portant, first, that we have adequate laws
and policies to guard against unfair com-
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petition and, second, that such laws be
enforced.

Under section 1303 of United States
Code, title 19, duties on import subsidies
subsidized by foreign countries are re-
quired to be increased—in addition to
the regular duty—by the amount of the
subsidy.

Unhappily, the U.S. Treasury is failing
to enforce this law in relation to dairy
products.

As a result, foreign exporters are en-
couraged, first, to export maximum vol-
ume of products to the United States
within quota limitations; and second, fo
circumvent quotas by developing new
variations of dairy products not covered
by a specific quota limitation.

To protect the American dairy farmer,
it is absolutely essential that action be
taken as early as possible to plug this hole
in the import dike. If such administration
action is not forthcoming soon, this
should certainly provide additional in-
centive for Congress to enact more effec-
tive dairy import control laws.

TIME TO GIVE AMERICAN BOND
BUYER A BREAK

(Mr. MICHEL asked and was given
permission to address the House for 1
minute, to revise and extend his remarks
and include extraneous matter.)

Mr. MICHEL, Mr. Speaker, now that
we are about to dispose of the tax-reform
bill, it is time for Congress to give the
American bond buyer a break. We have
had approval by the Nixon administra-
tion of proposals to raise the interest
rate, and I introduced legislation last
February to increase the rate payable to
5 percent. Now it is time that we bring
these bonds up to date.

The figures for July repeat a pattern
of the past several months—more bonds
cashed in than were bought. At this time
when we are trying to devise ways fo
cope with inflation, the Congress can
help do the job by making these bonds
more attractive to small investors. It is
significant that the $419 million in E
and H bonds and freedom shares sold
in July is a 13-year peak. But offsetting
this record is the fact that over a half-
billion dollars’ worth of these bonds were
cashed in by Americans who realize that
they are not keeping up with the inflation
of their money by holding onto these
bonds. Thus, we had a net loss of $53
million for July.

We have extended the surtax. Now
let us extend the helping hand of Gov-
ernment to small investors by upping the
interest rate on these bonds, thus drain-
ing into savings money that might other-
wise be pumped into an already over-
heated economy.

The Treasury recently paid 7.82-per-
cent interest to big investors for Treas-
ury notes. Is it not time that we do some-
thing for the wage-earning Americans
who are paying the bulk of taxes to sup-
port our Government?

I urge my colleagues on the Ways and
Means Committee to give this legislation
priority consideration when we return
from our summer recess.
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SECOND LISTING OF OPERATING
FEDERAL ASSISTANCE PROGRAM
COMPILED DURING ROTH STUDY

Mr. DENT. Mr. Speaker, by direction
of the Committee on House Administra-
tion, I submit a privileged report (Rept.
No. 452) on the concurrent resolution
(H. Con. Res. 309) second listing of
operating Federal assistance program
compiled during Roth study, and ask
for immediate consideration of the con-
current resolution.

The Clerk read the concurrent reso-
lution as follows:

H. Cox. Res. 309

Resolved by the House of Representatives
(the Senate concurring), That there shall
be printed as a House document a catalog of
Federal assistance programs entitled “SBec-
ond Listing of Operating Federal Assistance
Programs During the Roth Study”, and that
twenty thousand eight hundred and forty
additional copies shall be printed of which
ten thousand coples shall be for the use of
the Committee on House Administration,
eight thousand seven hundred and eighty
copies shall be for use by the House of
Representatives, and two thousand and sixty
coples shall be for the use of the Senate.

Sec. 2. Copies of such document shall be
prorated to Members of the House of Repre-
sentatives and the Senate for a period of
sixty days, after which the unused balance
shall revert to the respective House and
Senate document rooms.

With the following committee amend-
ments:

On page 1, lines 3 and 4, strike out “Second”
and insert in lieu thereof “1069".

On page 1, line 4, after Programs insert
“compiled”.

The committee amendments were
agreed to.
The concurrent resolution was agreed

'A motion to reconsider was laid on
the table.

AUTHORIZING PRINTING OF ADDI-
TIONAL COPIES OF BASIC REPORT
(PART I) ACCOMPANYING TAX
REFORM ACT OF 1969

Mr. DENT. Mr. Speaker, by direction of
the Committee on House Administration,
I submit a privileged report (Rept. No.
453) on the resolution (H. Res. 510)
authorizing the printing of additional
coples of a basic report (part I) ac-
companying the Tax Reform Act of 1969,
and ask for immediate consideration of
the resolution.

The Clerk read the resolution as
follows:

H. Res, 510

Resolved, That there be printed for the
use of the House Committee on Ways and
Means four thousand additional coples of its
basic report (part I) accompanying the Tax
Reform Act of 1969.

With the following committee amend-
ment:

On page 1, line 2, strike out “four” and
insert in lieu thereof “seven™

The committee amendment was agreed

:Ihe resolution wus agreed to.
A motion to reconsider was lald on the
table,
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AUTHORIZING PRINTING OF ADDI-
TIONAL COPIES OF SUPPLEMEN-
TARY REPORT (PART II) ACCOM-
PANYING THE TAX REFORM ACT
OF 1969

Mr. DENT. Mr. Speaker, by direction
of the Committee on House Administra-
tion, I submit a privileged report (Rept.
No. 454) on the resolution (H. Res. 511)
authorizing the printing of additional
copies of a supplementary report (part
II) accompanying the Tax Reform Act
of 1969, and ask for immediate consider-
ation of the resolution.

The Clerk read the resolution as fol-
lows:

H.Res. 511

Resolved, That there be printed for the use
of the House Commitiee on Ways and Means
three thousand additional copies of its sup-
plementary report (part II) accompanying
the Tax Reform Act of 1969.

With the following committee amend-
ment:

On page 1, line 2, strike out “three” and
insert in leu thereof “five”

The committee amendment
agreed to.

The resolution was agreed to.

A motion to reconsider was laid on the
table.

was

PUBLIC TRANSPORTATION—MES-
SAGE FROM THE PRESIDENT OF
THE UNITED STATES (H. DOC.
NO. 91-145)

The SPEAKER laid before the House
the following message from the Presi-
dent of the United States; which was
read and referred to the Committee of
the Whole House on the State of the
Union and ordered to be printed.

To the Congress of the United States:

Public transportation has suffered
from years of neglect in America. In
the last 30 years urban transportation
systems have experienced a cycle of in-
creasing costs, decreasing funds for re-
placements, cutbacks in service and de-
crease in passengers.

Transit fares have almost tripled since
1945; the number of passengers has de-
creased to one third the level of that
year. Transit industry profits before tax-
es have declined from $313 million in
1945 to $25 million in 1967. In recent
years 235 bus and subway companies
have gone out of business. The remain-
ing transit companies have progressively
deteriorated. Today they give their riders
fewer runs, older cars, and less service.

Local governments faced with de-
mands for many pressing public services
and with an inadequate financial base,
have been unable to provide sufficient
assistance.

This is not a problem peculiar to our
largest cities alone. Indeed, many of our
small and medium-sized communities
have seen their bus transportation sys-
tems simply close down.

When the Nation realized the impor-
tance and need for improved highways in
the last decade, the Congress responded
with the Highway Act of 1956. The re-
sult has been a magnificent federally-
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aided highway system. But hichways are
only one element in a national trans-
portation policy. About a quarter of our
population lack access to a car. For these
people—especially the poor, the aged,
the very young and the handicapped—
adequate public transportation is the
only answer.

Moreover, until we make public trans-
portation an attractive alternative to
private car use, we will never be able
to build highways fast enough to avoid
congestion. As we survey the increasing
congestion of our roads and strangula-
tion of our central cities today, we can
imagine what our plight will be when
our urban population adds one hundred
million people by the year 2000.

We cannot meet future needs by con-
centrating development on just one
means of transportation. We must have
a truly balanced system. Only when au-
tomobile transportation is complemented
by adequate public transportation can
we meet those needs.

THE PUBLIC TRANSPORTATION PROGRAM

I propose that we provide $10 billion
out of the general fund over a 12-year
period to help in developing and improv-
ing public transportation in local com-
munities, To establish this program, I
am requesting contract authorization
totaling $3.1 billion for the first five years
starting with a first year authorization
of $300 million and rising to $1 billion
annually by 1975. Furthermore, I am ask-
ing for a renewal of this contract au-
thorization every two years so that the
outstanding contract authorization will
never be for a shorter period than three
vears. Over the 12-year period, $9.5 bil-
lion is programmed for capital invest-
ments and $500 million for research and
development.

The program which I am recommend-
ing would help to replace, improve and
expand local bus, rail and subway sys-
tems. It would help to develop and mod-
ernize subway tracks, stations, and ter-
minals; it would help to build and im-
prove rail train tracks and stations, new
bus terminals, and garages.

The program would authorize assist-
ance to private as well as public transit
systems so that private enterprise ean
continue to provide public services in
urban transportation. It would give State
governments an opportunity to comment
on project applications in order to im-
prove intergovernmental coordination.
1t would require local public hearings be-
fore any major capital construction is
undertaken. And it would permit local-
ities to acquire rights-of-way in advance
of system construction in order to re-
duce future dislocation and costs.

Fares alone cannot ordinarily finance
the full cost of public transit systems,
including the necessary capital invest-
ments. Higher fares usually result in
fewer riders, taking much of the “mass”
out of mass transit and defeating the
social and economic purpose of the
system,

One problem with most transit sys-
tems operating today is that they rely
for revenues on people who must use
them and make no appeal to those who
have a choice of using them or not. Thus
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we have the self-defeating cycle of fewer
riders, higher fares, lower revenues,
worse facilities, and still fewer riders.

The way to break that eycle is to make
public transit truly attractive and con-
venient. In this way, more riders will
provide more revenues, and fares can
be kept down while further efficiencies
can be introduced.

In addition to assistance for ecapital
improvements, I am proposing substan-
tial research and technology efforts into
new ways of making public transit an
attractive choice for owners of private
cars. These would include:

—Advanced bus and train design to
permit easier boarding and dis-
mounting.

—Improved interiors in bus and trains
for increased convenience and se-
curity for riders.

—New traffic control systems to expe-
dite the flow of buses over streets
and highways.

—Tracked air cushion vehicles and
automated transit.

—Flexible bus service based on com-
puter-forecast demands.

—New bus propulsion systems which
would reduce noise and air pollution
as well as cost.

—Systems such as moving sidewalks
and capsules to transport people for
short distances within terminals,
and other major activity.

In summary, this public transporta-
tion program I am recommending would
give State and local governments the as-
surance of Federal commitment neces-
sary both to carry out long-range plan-
ning and to raise their share of the costs.
It would meet the challenge of providing
resources that are adequate in amount
and it would assure adequate duration of
their availability.

The bus rider, train commuter and sub-
way user would have better service. The
car driver would travel on less congested
roads. The poor would be better able to
get to work, to reach new job opportuni-
ties and to use training and rehabilita-
tion centers. The centers of big cities
would avoid strangulation and the sub-
urbs would have better access to urban
Jjobs and shops.

Most important, we as a Nation would
benefit. The Nation which has sent men
to the moon would demonstrate that it
can meet the transportation needs of the
city as well.

RicHARD NIXON.

THE WHITE House, August 7, 1969.

THE NEED FOR IMPROVED PUBLIC
TRANSPORTATION

(Mr. GERALD R. FORD asked and
was given permission to extend his re-
marks at this point in the ReEcorp.)

Mr. GERALD R. FORD. Mr. Speaker,
today nearly 80 percent of all Americans
live in cities. By the year 2000 it will be
90 percent. In the next 30 years our pop-
ulation will increase by more than 100
million and almost all of it wil® be in our
cities. Imagine, if you will, an urban
population twice what it is today.

Urban dwellers depend almost exclu-
sively on the automobile to meet trans-
portation needs. There are now more
than 80 million ears in use in the United
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States. An estimated 160 million will be
on the roads in 2000.

As automobile use has grown, public
transportation has declined in both
aquality and availability. This heavy reli-
ance on the automobile for urban trans-
portation has greatly disadvantaged the
poor. While nearly all families with in-
comes in excess of $10,000 have a car—
and those who do not, rent one as
needed—less than half of those with
poverty-level incomes own an automo-
hile.

Most new jobs are opening in suburban
or rural industrial areas, locations made
feasible in most cases by construction of
the federally financed Interstate High-
way System. If an unemployed person
has no car of his own and cannot work
out a car pool arrangement, he cannot
get the good job unless there is public
transportation. If he is lucky enough to
have public transportation, it is usually
low quality, increasingly expensive, very
often so indirect that a 20-mile ride takes
an hour and a half and several transfers.

If urban residents are to have a real
choice in how they move about, and
whether they move at all, an estimated
$20 billion is going to have to be spent on
public transportation in the next 12
years.

Our cities, alone, cannot carry this
burden. State and local public debt now
exceeds $100 billion. Over the next 10
years it may well exceed $250 billion.
Federal funding for public transporta-
tion must be substantial and available on
an assured basis.

Funding must be sufficient to help fi-
nance mesjor urban transportation proj-
ects and to provide aid for medium and
small cities.

The need is great and time works re-
lentlessly against us.

This is ample reason to back the pub-
lic transportation legislation proposed by
President Nixon.

With his message on public transpor-
tation, President Nixon has laid down a
blueprint for action—action not only by
the Federal Government but by the
States and local units of government.
For the legislation ne proposes would
not simply improve existing facilities and
provide for new facilities and more re-
search., It would also supply urgently
needed financial support to the States
aAnd local bodies for the advance acquisi-
tion of property rights-of-way.

The President’s proposals would start
the country moving to solve its public
transportation problems.

This 12-year program proposed by Mr.
Nixon would amount to $10 billion in
Federal funds, actually a meager sum
when compared with our space effort, our
war effort and our highway effort.

The time has passed for us to study
and restudy our public transportation
problems. It is time to act—now.

I ask that this legislation be given
speedy approval. We must back up this
program with our votes.

There is hardly a State in the Nation
that does not have a complaint about
transportation. In fact, you now have to
go into remote parts of our country to
escape from congestion, smog and the
masses of people trying to get from their
homes to work and back home again.
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Now is the time to show the great mass
of Americans that we know and recog-
nize their dilemma and that we are de-
termined to do something about it.

Mr. ARENDS. Mr. Speaker, a public
transportation program is needed des-
perately by our country. The expanding
population will require greatly improved
facilities designed for expeditious move-
ment of the public. As a matter of fact,
our population will have tripled by the
turn of the century, compared to the
year 1945. This persistent and worsening
problem in public transportation dates
back for 25 years with a history of deficit
traffic and revenue operations.

Although public transportation fares
have tripled in the past 20 years, they
have been more than offset by declining
traffic and increasing costs, local politi-
cal pressures, regulatory practices, social
objectives, and keen competition from
the automobile.

The industry has not kept pace with
the needs and requirements of the riding
publie. It is regrettable how old and un-
attractive the equipment has become
during the past 25 years. Replacement
and modernization has been minimal;
research and innovation has also been
negligible.

Early consideration of the public
transportation problem is vital and nec-
essary.

Mr. HARVEY. Mr. Speaker, we have
before us today a very important legis-
lative proposal. President Nixon has
reached to the very heart of one of our
major urban ills and come up with a
solution.

The “Public Transportation Assist-
ance Act of 1969,” as it has been termed,
will upgrade the woefully inadequate
public transportation systems in our
cities through infusion of vitally needed
Federal funds.

Urban public transportation is a sick
industry and has been for a number of
years. It has been declining steadily ever
since World War II and deficit opera-
tions are typical.

Fares have steadily increased—in some
instances tripling in a 20-year period—
while traffic has declined, equipment has
deteriorated, and operating costs in-
creased.

As a result, we have massive traffic
jams, pollution, sprawl, ugliness, busi-
ness decay, tax losses, and strangulation
of our inner cities.

The sheer growth of the numbers of
automobiles has already begun to limit
our very freedom of movement. The only
alternative appears to be in upgrading
our public transportation systems.

Good, clean, safe and efficient publie
transportation can serve a number of
purposes. It can rejuvenate our central
cities. It can take the poor out of the
ghettos to where the jobs are. Good pub-
lic transportation can provided mobility
for the very young, the very old and
the handicapped.

I believe that passage of this legisla-
tion would put Federal moneys to very
good use. I urge my colleagues to give it
every consideration.

Mr. CAHILL. Mr. Speaker, for the
sports world this has been the year of
the retirement. While I have viewed
with regret the departure of many fine
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athletes I would not lament the retire-
ment of what is an urgent national prob-
lem. Public transportation has been in
trouble for too many years and we must
act to save this invaluable national as-
set. According to one commentator on
urban affairs, 194 transit companies went
out of business between 1954 and 1963
alone.

A program for saving our public trans-
portation system has been raised to a po-
sition of highest importance by President
Nixon. Anyone who uses or would like to
use public transportation certainly would
attach as much significance to an effort
to develop swiff, efficient, and safe fa-
cilities. It is time that we acted quickly
and decisively on behalf of such a pro-
gram. People who do not own cars, the
elderly, the infirm, and those too young
to drive need public transportation.

Solutions to urban transit difficulties
are going to be expensive. Over the next
several years we must be prepared to
spend in the vicinity of $10 billion. Buf
the benefits to be realized from an in-
vestment of this magnitude would be im-
measurable. Various cultural and eco-
nomiec opportunities would be made
available—indeed expanded—for greater
numbers of people from every social and
economic level.

Now, this has also been the year of the
unretirement for the sports world. Un-
less we commit the Federal Government
to a long-range program for urban mass
transit we shall be faced in some near-
distant year with an unretired urban
transportation crisis.

Our technological skill has demon-
strated time and time again that we are
capable of accomplishing virtually any
task. But without the will to do some-
thing we shall accomplish little or noth-
ing. Personal experience and the mere
reading of metropolitan newspapers has
adequately identified the need for action.
What is now required is our determina-
tion to apply the resources available fo
us fo resolve the urban mass transit
problem.

Mr. ANDERSON of Illinois. Mr.
Speaker, there are many colorful and
descriptive phrases in use today to de-
scribe the country’s urban transporta-
tion tangle. And I would venture to say
most of them undoubtedly are quite ca-
pable of buckling the concrete of our
roadways.

Anyone who ventures from his home
is painfully aware of what one nation-
al magazine has appropriately called
“the agony of getting anywhere,” wheth-
er it be a few blocks or several hundred
miles.

With nearly 70 percent of all Ameri-
cans living in or near the cities—seem-
ingly all trying to go to the same place
at the same time—we already put se-
vere strains on the urban network. In
just 12 years, with little increase in the
urban land area in which to make room
for them, the network will have to meet
the needs of another 70 million people.

The legislative proposal that we have
before us today will, in my opinion, go
a long way toward alleviating the trans-
portation agony that is rapidly stran-
gling our central cities.

Federal assistance to the States and
cities is desperately needed. They sim-
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ply do not have the fiscal resources
needed to meet the needs.

Secretary of Transportation John
Volpe has often described urban trans-
portation as his No. 1 problem. President
Nixon's administration is only too well
aware of the urgency of the situation.
And I am sure that the Members of this
Congress are also aware of the desperate
straits in which our cities find them-
selves.

Public transportation must be made
more attractive, more convenient, more
efficient. We must have some means of
supplementing the automobile which a
distinguished anthropologist has pointed
out is “the greatest consumer of per-
sonal and public space yet created by
man."”

I feel that this proposal is soundly con-
ceived and desperately needed. I urge
that we give it top priority on the legis-
lative calendar.

Mr. Speaker, our Nation faces a curi-
ous and grave paradox today. We have
been called the most mobile society on
earth, and it is true—not just in the
sociological sense of class and status mo-
bility, but in the physical sense of move-
ment from one place to another. We
spend more of our waking hours moving
than any other nation on earth. We move
from home to job, from job to leisure
pursuits, to church and civic meetings;
we move from job to job and from home
to home. The average American may
spend up to several hours a day either
riding, walking, or otherwise getting
from place to place.

And yet, Mr. Speaker, anyone who has
spent time in this Capital City, or al-
most any other of our cities, knows that
despite the fact that we are the most
mobile society in the world, a large seg-
ment of American life is in danger of
being brought to a complete standstill.
The mass production of the automobile,
rising standards of living, urban sprawl
and congestion are threatening to bring
life in many of our most populated areas
to a virtual halt. I need not belabor the
point with anyone who has tried to get
home in a hurry at rush hour. It can-
not be done.

In view of this paradox, I would like
to take this opportunity to applaud the
initiative of President Nixon and his
administration in proposing a public
transportation program that will turn
attention to the needs we face and begin
to meet them in a careful, balanced, far-
sighted way. This program could not be
more timely, and the priority given to it
by the President is not misplaced. I am
particularly pleased that the President
has chosen to act at this time, because as
you know, on Monday of this week I was
among those Members of the House who
joined with the gentleman from Con-
necticut (Mr. Weicker) in reintroducing
a Federal transportation bill which deals
with many of these same problems. I feel
this problem is of particular urgency,
because if we do not provide now for
careful planning and reworking of our
public transportation systems, large sec-
tions of America will move from crisis to
paralysis.

Mr, Speaker, there are several aspects
of this proposal that I note with special
interest. One is the emphasis given to
careful, balanced planning at the local
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and State level, and the provision made
for local public hearings before funds are
committed for construction—this I be-
lieve will give citizens the opportunity to
scrutinize carefully the plans laid before
them, and to insure that public transpor-
tation planning is integrated with other
vital aspects of urban planning.

The second feature I note is the em-
phasis given to helping those who have
no or littl= access to private transporta-
tion. If my memory serves me correctly,
the lack of public transportation in the
ghetto area of Watts was one of the fac-
tors widely blamed for the rioting and
destruction which claimed more than 30
lives in the hot summer of 1965. Many
of our citizens require public transporta-
tion for such simple things as getting to
work in the morning and buying food.
One way of breaking the grip of the
ghetto on the poor is to provide better
facilities for transportation in and out,
to jobs, to cultural centers, to leisure
facilities.

Another important feature of this bill
are the provisions for replacing or im-
proving bus and railway and subway sys-
tems, with their often crumbling and
deteriorating passenger cars and sta-
tions. It is a national shame that among
the biggest eyesores in many of our cities
are railway and local transit stations
used by more citizens than almost any
other public facilities. It is unnecessary
that some of our most persistent back-
aches should come from riding to and
from work on buses and trains that are
ancient, uncomfortable, and unfit for
public service.

We have waited too long to deal with
these problems, and I submit that this
bill now provides us with the opportunity
to do something concrete and construc-
tive. I hope the House will agree.

GENERAL LEAVE TO EXTEND

Mr. GERALD R. FORD. Mr. Speaker,
I ask unanimous consent that all Mem-
bers may have 5 legislative days in which
to extend their remarks on the subject
of the President’s public transportation
message.

The SPEAKER. Is there objection to
the request of the gentleman from Mich-
igan?

There was no objection.

TAX REFORM ACT OF 1969

Mr. MILLS. Mr. Speaker, I move that
the House resolve itself into the Com-
mittee of the Whole House on the State
of the Union for the further considera-
tion of the bill (H.R. 13270) to reform
the income tax laws.

The SPEAKER. The question is on
the motion offered by the gentleman
from Arkansas.

The motion was agreed to.

IN THE COMMITTEE OF THE WHOLE

Accordingly the House resolved itself
into the Committee of the Whole House
on the State of the Union for the fur-
ther consideration of the bill HR. 13270,
with Mr. FLy~T in the chalr.

The Clerk read the title of the bill.

The CHATRMAN, When the Commit-
tee rose on yesterday, the gentleman
from Arkansas (Mr. Miris) had 2 hours
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and 5 minutes remaining, and the gentle-
man from Wisconsin (Mr. ByrNes) had
1 hour and 49 minutes remaining.

The Chair recognizes the gentleman
from Arkansas (Mr. MILLS) .

Mr. MILLS, Mr. Chairman, I yield 5
minutes to the distinguished gentle-
woman from Michigan (Mrs. GRIFFITHS),
a member of the committee.

Mrs. GRIFFITHS, Mr. Chairman, as
one of the chief doubters that this happy
day would ever come, I am happy fto
acknowledge that it has come, and it
has come due to the diligence of the
chairman and, may I say, the ranking
minority member, the distinguished gen-
tleman from Wisconsin (Mr, BYRNES),
who was one of the most standup votes
in the entire committee. Everyone worked
hard. Not at every moment during con-
sideration of the bill would all have
agreed that this moment would come.
There were some afternoons when even
the stouthearted must have questioned
that we would really bring this bill to the
floor. Nevertheless, it is here, and I per-
sonally rejoice.

One of the points that has not been
sufficiently emphasized in my judgment
is the fact that this bill reverses the
trend of taxation for the last 30 years.
For 30 years the tax code has moved in
the direction of taxing only money wages
and salaries. This bill reverses that trend.
For some it has not gone far enough, but
it has gone far enough to stop the in-
creasing flow of wealth through the loop-
holes. For others, it has gone too far.

Personally, I would be pleased if the
other body passed this bill as it is, and
I view with horror some of the things I
think they can do to it. But if the other
body insists upon amending this bill, T
would like to point out an amendment I
would be happy to see them make. In
this bill two exceptions have been made
to the divestiture provision for founda-
tions. These provisions were set up to
take care of particular foundations. No
one knows how many foundations the
provisions will take care of. But under
the circumstances, I am opposed to mak=-
ing any exceptions whatsoever, and I am
opposed to this in spite of the fact that
one of the foundations which is excepted
from the divestiture provision is a foun-
dation within my own State. It is a fine
foundation. No one has any criticism
of it.

But let me point out what will happen
in the future. One cannot be a politician
in America unless he has a friend, and
all friends deserve the same treatment.
Therefore, it can be anticipated that if
exceptions are written into this bill, the
way in which they will be equalized will
be by further exceptions being written
into the bill.

I am opposed to that justice. The way
to have made the bill just was to have
no exceptions whatsoever. That was the
way the bill should have been written,
and I regret that it was not written that
way. Therefore, if the other body chooses
to do something, let it add that amend-
ment, and then let it send the bill back
here, and I am sure all of us on mature
consideration will be happy to vote for
this bill which seeks to make taxation
in this Nation more equitable.
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I rejoice that both the chairman and
the ranking minority member of this
committee have pointed out that in the
future the committee will again and
again review the top tax returns to de-
termine the ways in which Americans
escape taxation. Those who have received
most from the bounty of America cannot
and certainly do not ever justify the fact
they pay no taxes. It is the fault of the
committee if there are people who do
not pay taxes, and we should see to it
that it never occurs again.

Mr. MILLS. Mr. Chairman, I yield 12
minutes to the gentleman from New
York (Mr. GILBERT).

Mr. BARRETT. Mr. Chairman, will
the gentleman yield?

Mr. GILBERT. I yield to the gentleman
from Pennsylvania.

Mr. BARRETT. Mr. Chairman, we are
confronted with an undesired “either-or”
position in voting on the bill before us,
H.R. 13270, to reform the income tax
laws. A bill having more than 360 pages.
A position of either approving the tax
reforms contained in this bill or risking
the possibility of having no tax reforms
whatsoever.

I have stressed the need for tax reform
legislation, on a number of occasions, and
had hoped that the bill we would be
called to act upon would be more com-
prehensive than the one that is before us.
While the bill does deal with many areas
of tax avoidance, I believe that many of
the “loopholes” are only made smaller
rather than closed.

In addition, I find that the continua-
tion of the surtax for the first 6 months
of next year to be highly questionable.
I have voted against this inequitable tax
at every opportunity and would do so
again if I had the opportunity.

I know that the members of the Ways
and Means Committee have worked dili-
gently in bringing this tax reform bill be-
fore the House and for this they are to
be commended. I am sure that each of
the members of that committee believe
this is an equitable way to allot the bur-
den of raising revenue.

It is a broad and complex bill and con-
sequently, it is not difficult to see how
problems arise. Of course, I am pleased
to see that some tax relief is finally be-
ing given to the low- and middle-income
wage earners, but at this point I would
like to bring to your attention one sec-
tion of the bill which could have the ef-
fect of hurting them.

It is well known that our Nation is
witnessing a dangerous decline in home
construction and the shortage of hous-
ing credit is reaching crisis proportions.
At no time in my memory has the home
buyer had so much difficulty in obtain-
ing home financing and this is one of the
most pressing social and environmental
needs of the American people.

Only a small portion of mortigage
loans of savings and loan associations
are af the current rate and yet they must
pay dividends at the current rate—so the
difference between their income on mort-
gage loans and the cost of money makes
it most difficult for them to supply the
money needed for housing.

Therefore, I was greatly concerned to
learn that this tax reform bill would
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worsen the situation by imposing addi-
tional taxes on the Nation’s savings and
loan associations who are by far the
largest providers of home mortgages.
Surely it is pennywise and pound fool-
ish to impose additional expenses at this
time—on the savings and loan associa-
tions who we look to for the bulk of our
home loans.

I appreciate the desire to treat all fi-
nancial institutions in a like manner, but
I hope that the tax bill that is eventually
enacted will not contain a heavier tax
load on the hard pressed thrift and home
finaneing industry so they may continue
in the struggle to meet our housing goals.
Tax equity is indeed important—pro-
vided we do not lose sight of the net
effect upon the important national goals
established by this Congress.

It is also my fervent hope that the
bill finally enacted into law will delete
the surtax extension and will be more
comprehensive in closing the areas of
tax avoidance.

Mr. GILBERT. Mr. Chairman, I rise
in support of H.R. 13270, the Tax Reform
Act of 1969, which represents a land-
mark in tax legislation. This bill is a re-
sult of steady, determined effort by my
colleagues on the Ways and Means Comi-
mittee, and an outstanding display of
legislative skill by our distinguished
chairman, the gentleman from Arkansas
(Mr. MiLLs), and the ranking minority
member, the gentleman from Wisconsin
(Mr. BYRNES) .

HR. 13270 is a response to the de-
mands of millions of Americans for a
more equitable distribution of the Na-
tion’s tax burden. It is a direct response
by the Congress—without the prodding
of the executive branch. It is an imagi-
native and meaningful reform bill which
makes a significant start toward the goal
of fairness and equity in our tax laws.

The legislation before the House to-
day falls into three separate categories:
tax reform, tax relief, and economic con-
trols.

TAX REFOERM

The first category is reform—the effort
to close loopholes which have given
some wealthy individuals or large cor-
porations the legal method of avoid-
ing their fair share of the tax burden.
These are the special interest groups
which have carved out their own spheres
of influence, their own shelters from
taxation. Some of these loopholes have
been around for many years. Many
thought they had become permanent,
that they would never be touched by
Congress because of the special interests
which called for their preservation.

Perhaps the only reason we have this
comprehensive package of tax reform
provisions is the outery from enraged
taxpayers who simply have reached the
point where Federal, State, and nu-
merous local taxes have created a severe
hardship requiring immediate relief.
With inflation, with an economy shaken
by a seemingly endless war in Vietnam,
and a tax surcharge, all hitting the
middle and low income taxpayer at once,
the time for tax reform is ripe.

In addition to the cry for relief from
the cumulative burden of income taxes,
property, sales, school and other taxes,
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the middle income taxpayer suddenly
realized he was being treated unfairly.
The man earning $5,000 to $25,000 a
year was being asked to pay more and
more taxes, while 155 Americans earn-
ing over $200,000 paid no tax at all.

The Committee on Ways and Means
has heard the views of witnesses from
across the country and we have felt the
pulse of irrate citizens who want to see
the tax burden redistributed in a more
equitable manner.

The reform provisions of H.R. 13270
have been carefully drafted after weeks
of testimony. All loopholes have not been
plugged, but many have been partially
closed. Of course, all of us cannot agree
with every word in this bill; however,
as a package, I am proud that we have
taken this great step forward on the
road to real tax reform.

In the meantime, I urge my colleagues
to support H.R. 13270 and its approach
to meaningful reform. Some of the most
important sections on loophole plugging
are these:

Private foundations would pay a 7l%-
percent tax on net investment income.
In addition, tighter restrictions on
foundation activities include a ban on
political efforts, a prohibition against
self-dealing between the donor and the
foundation, a ceiling of 20 percent on
corporate stock ownership by a founda-
tion and donor; and a variety of new
penalties for violations of these controls.

Tax-exempt organizations such as
churches and social clubs would be
subject to taxation on unrelated busi-
ness income.

The ceiling on charitable contribu-
tions would be increased from 30 to 50
percent of income, but the special un-
limited contribution would be phased
out by 1975. The deduction oI gifts of
property would be limited to the original
cost unless a tax is paid on the appreci-
ated value.

The capital gains holding period would
be inereased from 6 months to 1 year
and the 25-percent ceiling abolished.

The oil depletion allowance would be
reduced from 27% to 20 percent and
other depletion allowances reduced on
a pro rata basis.

Accelerated real estate depreciation
would be lowered from 200 to 150 per-
cent for new, nonresidential buildings,
and to straight line schedules for old,
nonresidential buildings acquired after
July 24, 1969.

A minimum tax provision would assure
that no individual escapes any taxation
by combining tax shelters. Under this
limitation on tax preferences, a tax is
imposed on one-half the amount of tax-
free income which exceeds taxable in-
come. Tax-free income, for purposes of
the minimum tax, includes interest on
State and municipal bonds, the non-
taxed half of eapital gains, losses from
farms not operated for profit, excess of
rapid over straight line depreciation,
and untaxed appreciation on property
donated to charity. The minimum tax
does not apply to taxpayers with less
than $10,000 in tax-free income.

In addition to the minimum tax, there
is a provision which allocates deduc-
tions between taxable income and tax-
free income.
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Other reforms include changes in
treatment of farm losses, foreign tax
credits, stock options, deferred compen-
sation, income averaging multiple corpo-
rations, corporate acquisitions, taxes on
financial institutions, and many others.

This is a truly broad list of reforms
and I believe we can be proud of the
package being presented and debated
here today. By approving this reform
bill, we will be saying that our Nation’s
tax policy is equal treatment and a fair
distribution of the burden.

TAX RELIEF

With the great expression of concern
over the unfairness of our tax laws and
the warnings of a potential taxpayers
revolt, there was some confusion between
tax reform and tax relief. We have dis-
cussed the need for closing tax loop-
holes which aid the wealthy and dis-
criminate against middle- and low-in-
come taxpayers. But closing loopholes
does not reduce the tax burden of the
middle- and low-income family.

H.R. 13270 has, however, provided a
measure of tax relief, and, at least, we
have combined tax relief with tax reform
in this legislation, This is what I have
advocated all along.

First, the bill provides an allowance
for low-income families of up to $1,100,
which will remove from the tax rolls
families with incomes below the poverty
level.

Second, the bill increases the maxi-
mum standard deduction from 10 per-
cent or $1,000 to 15 percent or $2,000.
This is effective in three steps beginning
in 1970. The increase will help a large
number of middle-income taxpayers,

Third, I am delighted that an addi-
tional $2.4 billion in tax cuts has been
added to the bill, which will provide at
least a 5-percent tax reduction for mid-
dle-income taxpayers.

Fourth, tax rates on incomes of single
persons, 35 years of age and over, will
be reduced to correspond with “head of
household” rates.

While much remains to be done to
bring real tax relief to the hard pressed
middle-income taxpayers, we have made
a significant start in that direction by
including these provisions in H.R. 13270.

ECONOMIC CONTROLS

The final category of provisions in HR.
13270 relate to restraints or controls on
inflation and the economy.

First, the bill further extends the sur-
charge by imposing a 5-percent surtax
from January 1 to June 30, 1970. In ad-
dition, the T-percent investment credit
is repealed and excise taxes on automo-
biles and telephone service are con-
tinued.

I have opposed the surtax since it was
first proposed. My opposition has been
based not only on my belief that tax
reform should be enacted first, but also
because I was not convinced the sur-
charge would curb inflation.

The provisions on reform and the com-
mitment to tax relief incorporated in
H.R. 13270 make this tax package more
acceptable, It is my belief that this bill
is an important package of amendments
which strive for fairness and a realistic
measure of relief for the American tax-
payers. I am proud to serve on the Ways
and Means Committee and to have made
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some contribution to drafting this meas-
ure.

Mr, McCARTHY. Mr. Chairman, will
the gentleman yield?

Mr. GILBERT. I am delighted to yield
to my colleague from New York,

Mr. McCARTHY. Mr. Chairman, last
Sunday in church the Gospel related to
the story of the Pharisee and the tax
gatherer. The tax gatherer humbly used
the words:

Oh God be merciful to me a sinner.

I am sure that this ancient sentiment
is still relevant today, especially in the
minds of those who pay the taxes.

For over 2 years now I have cam-
paigned for meaningful reform of our
present Federal income tax system. This
system today is replete with gross unfair-
ness, It permits, for instance, 155 persons
who earned in excess of $200,000 in 1967
to pay no taxes. It permitted 21 persons
who earned over $1,000,000 to pay no
taxes. It permitted one person who
earned $23,000,000 to pay no taxes.

Despite these glaring inequities it was
obvious that we who favor tax reform
were fighting an uphill battle. But then
President Nixon asked for an extension
of the 10-percent surcharge. This was
our opportunity, We insisted that we
would not vote for the surcharge unless
it was accompanied by meaningful and
comprehensive tax reform. I believe we
have just about won this fight.

While the bill before us is not an ideal
tax reform measure, it does plug or at
least narrow many of the gaping loop-
holes in the present tax system. For in-
stance, it stops unlimited charitable con-
tributions; requires that civil leagues, so-
cial welfare societies and the like institu-
tions pay taxes on income from busi-
nesses not related to their work; it re-
moves the 25-percent ceiling on taxes
from capital gains and extends the hold-
ing period of capital assets to 1 year; it
removes double depreciation on indus-
trial and commercial real estate; it re-
quires that presently tax-free founda-
tions be taxed; it cuts the oil depletion
allowance from 27 to 20 percent; and it
establishes a minimum tax so that every-
one, no matter what new loopholes they
may discover, will pay taxes on at least
50 percent of their income,

By closing the loopholes and through
growth in our economy, we will generate
about $7 billion dollars in additional
revenue. This amount will be given back
to the average taxpayer. So that if one's
income is between $3.000 and $5,000, his
taxes will be reduced about 27 percent.
If his income is between $5,000 and
$7,000, his taxes will be cut about 12
percent. If his income is about $7,000,
his taxes will be cut about 5 percent. -
These reductions, in addition to the
scheduled removal of the 10-parcent sur-
charge, will represent a significant tax
cut for the average middle-income tax-
payer in the United States. While I am
not completely satisfied, I am the first
to recognize that the legislative process
requires compromise. I am hopeful that
in future years we can continue the tax
reform process. And, I do believe that we
will help snatch the middle-income fax-
payer from the treadmill on which he
now rides where inflation and taxes out-
distance wage and salary increases.
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Having just about completed this
measure in the House, I am hopeful that
we can turn now to other priority chal-
lenges for that is the need to reduce
wasteful defense spending and divert
more revenue into such critical domestic
areas as the war on air and water pollu-
tion, the war on crime, and the protec-
tion of wildlife and our great natural
resources.

Mr, BIAGGI. Mr. Chairman, will the
gentleman yield?

Mr. GILBERT. I yield to the gentle-
man from New York.

Mr. BIAGGI. Mr. Chairman, the op-
portunity to vote in favor of HR. 13270,
the Tax Reform Act of 1969, gives me a
feeling of satisfaction and accomplish-
ment.

I say this with full knowledge that
extension of the surtax which I strongly
opposed, has been packaged into this
legislation. If I continued to maintain
my opposition to the surtax at this time,
it would mean that I would have to vote
against all other provisions of this legis-
lation which is so beneficial to millions
of middle-class Americans.

I consider the surtax an onerous tax
which has not accomplished its purpose
of curbing inflation. Without accom-
panying tax relief and tax reform, the
surtax alone would have been totally
unfair fo middle-income wage earners
who have traditionally paid more than
their fair share of taxes.

But now, without prodding from the
executive branch, we have taken im-
portant strides toward the goal of tax
justice. Even the surtax itself has been
modified with a provision calling for a re-
duction from 10 to 5 percent at the end
of the year, and abolishment scheduled
for June of n=xt year.

Therefore, we have not thrust an ex-
tension of the surtax alone into already
inequitable tax laws. Instead, we have
demonstrated a vivid sense of fair play
by undertaking some measures for mean-
ingful tax reform and tax relief. For
that, I must acknowledge the determined
efforts and skill of my colleagues on the
Ways and Means Committee which has
the distinguished Mr. M1LLs as its chair-
man,

I'am also understandably pleased to
find that some of the provisions for tax
reform and tax relief which I have ad-
vocated are a part of this important
legislation.

1 the area of tax relief, I am especially
delighted that the following measures
were incorporated:

An increase in the maximum standard
deduction from 10 percent, or $1,000
to 15 percent, or $2,000. This will help
many middle-income taxpayers and be-
comes effective in three steps beginning
in 1970.

An additional $2.4 billion in tax cuts
which will provide at least a 5-percent
tax reduction for middle-income tax-
payers.

An allowance for low-income families
of up to $1,100, which will remove from
the tax rolls families with incomes be-
low the poverty level.

A reduction in tax rates of single per-
sons, 35 years of age and over, which
will correspond with “head of household”
rates.
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In the area of tax reform, we have be-
gun the process of closing loopholes
which have enabled wealthy individuals
and large corporations to avoid their fair
share of taxes. I have been deeply dis-
turbed by the fact that struggling
middle-income wage earners have been
paying more and more taxes over the
years while wealthy individuals have en-
joyed less and less taxation. It is shock-
ing, if not scandalous, to find that 155
Americans who earned more than
$200,000 last year, paid no taxes whatso-
ever.

I believe the following tax reform pro-
visions are most significant because they
show clearly that we are moving in the
right direction:

A reduction in the oil depletion allow-
ance from 27 to 20 percent.

A Tl%-percent tax on the net invest-
ment income of private foundations.

Generally tighter restrictions on foun-
dation activities including a ban on po-
litical efforts and self-dealing between
the donor and the foundation, a ceiling
of 20 percent on corporate stock owner-
ship by a foundation and donor, and &
variety of new penalties for violations
of these controls.

The phasing out of the special un-
limited charitable contributions by 1975,
but increasing the ceiling on charitable
contributions from 30 to 50 percent.

Increasing the capital gains holding
period from 6 months to 1 year, along
with abolishment of the 25-percent
ceiling.

The lowering of accelerated real es-
tate depreciation from 200 to 150 per-
cent for nonresidential buildings, and the
establishment of straight-line schedules
for old nonresidential buildings acquired
after July 24, 1969.

Safeguards to insure that no individual
escapes taxation by combing tax shelters.

New measures for the treatment of
farm losses, foreign tax credits, stock op-
tions, deferred compensation, corporate
acquisitions, income averaging multiple
corporations, taxes on financial institu-
tions and many others.

It is most important that we continue
to move ahead to relieve the tax burden
for middle-income families. Presently, I
am satisfied that this legislation repre-
sents a sound beginning—that we are, at
last, correcting some of the injustices of
our tax laws,

Mr. TIERNAN. Mr. Chairman, will the
gentleman yield?

Mr. GILBERT. I yield to the gentle-
man from Rhode Island.

Mr. TIERNAN. Mr. Chairman, H.R.
13270 now before this House is in re-
sponse to the wishes of the American
people that we examine the Federal tax
laws of our country, more equitably dis-
tribute the tax burden, and give special
consideration to those segments in our
society most deserving of tax relief. The
measure reflects the efforts of both this
House and the administration to arrive
at a tax reform program which would ac-
complish these worthwhile objectives. I
think this tax reform bill does, and be-
cause of this I recommend its passage.

H.R. 13270 is a complex measure be-
cause it touches upon so many facets of
our tax structure, which is multifaceted
and extremely complicated. One lacet
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that especially interests me is one that
has not received too much attention, but
is worthy of attention for the tax benefit
it gives to our college youth and their
parents.

Under present law, those whose income
is at or near the official poverty income
level must pay Federal taxes. The low-
jincome allowance incorporated in this
measure was primarily designed to pro-
vide these citizens with tax relief. The
allowance, fortunately, goes beyond this
necessary reform: it provides benefit to
another class of taxpayers who are in
need of some tax relief. These are our
students, upon whom the future of this
country depends. Under present law the
income students earn in summer or part-
time employment is often taxed. This
increases the difficulty of students and
their parents, who supplement their chil-
dren’s earnings in most cases, to meet
the rising costs of higher education.

Here is the relief H.R. 13270 provides
these students and parents: the low-in-
come allowance for 1970 excludes from
tax $1,700 in income. In addition, by
reason of the phaseout provisions, it re-
duces taxes for adjusted gross income
between $1,700 and $3,095. After 1970,
when the phaseout provisions are elimi-
nated, the tax reductions by reason of the
allowance will apply to adjusted gross in-
comes between $1,700 and $7,857 in 1971.
In 1972 and thereafter it will apply to
adjusted gross incomes between $1,700
and $7,333.

There is another complementary bene-
fit here that illuminates this aspect. The
standard deduction after adjusted gross
income is being increased from 10 to 15
percent over a 3-year period. This will
result in a great benefit to those who
need special help. Greater overall tax
reduction will be realized in 1972 than
in 1971 or 1970 because of the increase
in standard deductions over this 3-year
period.

This is not the only good aspect of the
tax reform bill now under consideration.
They are too numerous to mention in
detail, although I am certain that other
Members of the House will wish to draw
the attention of all to other essential
portions of this vital bill. For my part,
I am convinced that H.R. 13270 contains
necessary tax reforms that will make our
Federal tax structure more representa-
tive of what we are constantly striving to
achieve in our political demoecracy—
equitable taxation with humanitarian
relief to those who are economically dis-
franchised during temporary periods of
their lives. I should hope that the House
will act favorably and promptly upon this
vitally important bill.

Mr. MILLS. Mr. Chairman, I yield 2
minutes to the gentleman from Wiscon-
sin (Mr, ZABLOCKI) .

Mr. ZABLOCKI, Mr. Chairman, at the
very outset I would like to commend the
chairman of the Ways and Means Com-
mittee, the distinguished and able gen-
tleman from Arkansas, the ranking mi-
nority member, the Honorable JoHN
ByrNEs of Wisconsin, and, indeed, the
entire committee for the forward steps
taken in closing up some loopholes,

Obviously, there is need for further
action in this regard.
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Mr. Chairman, as I stated in my testi-
mony before the committee, it would be
presumptuous of me to pose as an ex-
pert on tax laws and the various pro-
posals for reforming our Revenue Code.
I know that this subject is very compli-
cated and technical. Further, I realize
my limitations on the interpretation of
the complex provisions contained in the
bill and in the accompanying report.

Therefore, I take this time to seek
clarification of what appears to be a con-
tradiction in the committee’s report on
page 50 dealing with income for adver-
tising, and so forth, activities.

If indeed there is a contradiction then
inadvertently instead of closing an in-
tended loophole the language contained
therein could operate fo extend that
loophole. That is what I believe can hap-
pen if one sentence of the report means
what I interpret it could mean. That
sentence, pertaining to the unrelated
business tax on advertising, I refer to is
the last sentence of the fourth para-
graph on page 50 and I quote:

Where an organization publishes more
than one magazine, periodical, etec., the or-
ganization may treat any of these on a con-
solidated basis in determining lts unrelated
trade or business income so long as each
such periodical, ete., is “carried on for the
production of income".

Now in the preceding sentence, the re-
port states that advertising in a non-
profit publication should pay a tax if it
makes a profit. And in the fifth or next
to last paragraph in this section the
report states:

The Secretary, or his delegate to prescribe
regulations respecting the allocation of in-
come and expenses and other deductions
which are attributable to the unrelated ac-
tivity, so as to clearly reflect unrelated busi-
ness taxable income from such activity, and
to prevent avoidance of unrelated business
income tazx liability.

The section of the bill to which the re-
port refers, and on page 93 the bill says:

For purposes of this section, the term
trade or business includes any activity which
is carried on for the production of income
from the sale of goods or the performance of
services. For purposes of the preceding sen-
tence, an activity does not lose identity as a
trade or business merely because it is car-
ried on within a larger aggregate of similar
activities or within a larger complex of other
endeavors which may, or may not, be re-
lated to the exempt purposes of the orga-
nization.

I certainly hope that paragraph (e),
activities included as unrelated trade or
business, section 513 on page 93 of the
bill, will be so administered that each
situation or activity is accounted for sep-
arately. Otherwise, I think we may have
opened a bigger loophole, however inad-
vertently, than the committee tried to
close.

If this section does not undermine
paragraph (c¢) of section 513 of the bill
on page 93 of the bill, would it indeed
not negate if not undermine the unre-
lated tax liability provisions in the pres-
ent original section? I would appreciate
it if the chairman would advise the in-
tent of the particular sentence, Mr.
Chairman.

Mr. MILLS. Mr, Chairman, will the
gentleman yield?
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Mr. ZABLOCKI. I am delighted to
yield to the chairman, the gentleman
from Arkansas.

Mr. MILLS. It is the last phrase of the
sentence that the gentleman read from
the report which makes it certain that
there is no negation whatsoever of the
language which is in the bill. The lan-
guage in the bill refers to “any activity
which is carried on for the production
of income.” To me, the language “carried
on for the production of income” has a
very definite meaning. It does not mean
publishing a magazine with no advertis-
ing and distributing that magazine for
free, That type of magazine is published
as a source of public information, not
for the production of income. For a pub-
lication to be considered an activity car-
ried on for the production of income, it
must be contemplated that the revenues
from advertising in the publication or
the revenues from sales of the publica-
tion, or both, will result in income.

The CHAIRMAN. The time of the
gentleman from Wisconsin has expired.

Mr. MILLS. Mr. Chairman, I yield the
gentleman 2 additional minutes.

The CHAIRMAN. The gentleman
from Wisconsin is recognized for 2 ad-
ditional minutes.

Mr. MILLS. Mr. Chairman, if the
gentleman will yield further, I believe
the very phrase the gentlemen reads in
the report—‘“carried on for the pro-
duction of income”—accords exactly
with the language in the bill. It is this
language which obviates any possibility
that the intent of the bill to treat ad-
vertising income from publications as
taxable unrelated business income could
be circumvented by the consolidation of
various publications, some of which
are carried on at a loss and some of
which are carried on at a profit.

Mr. ZABLOCKI. The interpretation
then of the chairman is that if an or-
ganization would place one ad in a
publication that they distributed free of
charge prior to this act, this would not
be interpreted as for the purpose of
income?

Mr. MILLS. I could not possibly so in-
terpret it. I doubt that anyone could
consider a publication which is distrib-
uted for free and which formerly car-
ried no advertising as being turned into
a publication carried on for the produc-
tion of income—merely because one ad-
vertisement was placed in the publi-
cation,

Mr. ZABLOCKI. Further, the organi-
zation could not lump this into any loss
or any other activities?

Mr. MILLS. The organization would
not be permitted to consolidate the
losses of a publication not carried on for
profit with the income from other pub-
lications which are carried on for the
production of income, so as to reduce
the unrelated business income arising
from those other publications. Consoli-
dation would be permitted only where
each publication to be consolidated was
carried on for the production of income.

Mr. ZABLOCKI. I am very happy to
have the chairman of the Committee on
Ways and Means clarify this point,
with this explanation I am satisfied that
we would not be opening up a new loop-
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hole so far as certain nonprofit or-
ganizations are concerned.

Again, I thank the gentleman and I
want to again commend the gentleman
for a job well done.

Mr. BURTON of Utah., Mr. Chairman,
would the gentleman yield for the pur-
pose of addressing an ingquiry to the
chairman of the Committee on Ways and
Means?

Mr. ZABLOCKI. I yield to the gentle-
man from Utah.

Mr. BURTON of Utah. I thank the
gentleman for yielding.

Mr. Chairman, so that some Internal
Revenue functionary in the future might
not be confused about the intent of the
bill to which our distinguished colleague
has addressed himself, I would like to
make this inquiry:

When a taxpayer elects to adopt an
accelerated method of depreciation a
part of that election applies to all exist-
ing property not yet depreciated for tax
purposes. This existing undepreciated
property would then be depreciated for
tax purposes by inclusion in all subse-
quent returns for the life of the property.

Mr. Chairman, I would like to be sure,
and have the assurances of the chair-
man that it is the intent in this bill that
a utility taxpayer, having made this elec-
tion, applied to the Internal Revenue
Service for permission to adopt this
method of accounting and having re-
ceived the consent of the Internal Rev-
enue Service——

The CHAIRMAN. The time of the gen-
tleman from Wisconsin has again ex-
pired.

Mr. MILLS. Mr. Chairman, I yield 1
additional minute to the gentleman from
Wisconsin (Mr. ZABLOCKI) ,

Mr. ZABLOCKI, I thank the gentle-
man and I yield further to the gentle-
man from Utah.

Mr. BURTON of Utah. I thank the
gentleman.

Mr. Chairman, to continue, having re-
ceived the consent of Internal Revenue
Service prior to—and I stress the words
“prior to”"—prior to the July 22, 1969,
deadline, that the utility would be per-
mitted to continue the accelerated flow-
through method of depreciation for tax
purposes on all undepreciated property
both existing and in the future.

Could the chairman advise me as to
the intent of this bill?

Mr. MILLS, If the gentleman will
vield, the first factor that must be ascer-
tained is the type of depreciation which
the company claimed for its various types
of property in its latest income tax return
filed prior to July 22, 1969. The second
factor to be ascertained is the man-
ner in which the company treated the
tax deferral from the use of accel-
erated depreciation. This is deter-
mined by reference to the company's
regulated books of account as of
July 22, 1969. If it is determined in this
manner that the company was flowing
through to its customers the tax deferral
benefits of accelerated depreciation, then
the company not only is permitted, but
in fact must, continue to use accelerated
depreciation and continue to flow
through to its customers the tax deferral
benefits both on existing property and
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also on new property of the same kind.
There is only one way the company ecan
change and I will talk about that in a
moment. But, in answer to the question
propounded by the gentleman from Utah,
the answer is “Yes'"—the company can
continue on accelerated depreciation and
flow through both on existing property
and on new property of the same kind.
In fact, as I mentioned, there is only one
way that a company in this situation can
change from accelerated depreciation
and flow through,

The CHAIRMAN. The time of the
gentleman from Wisconsin has again
expired.

Mr. MILLS. I yield 1 additional minute
to the gentleman from Wisconsin (Mr.
ZABLOCKI) .

Mr. ZABLOCKI. I thank the gentle-
man and I yield further to the chairman.

Mr. MILLS. To continue, the only
way the company can go off accelerated
depreciation and flow through is by
securing the permission of the appro-
priate regulatory agency for a change.

Mr. ZABLOCKI. Mr. Chairman I want
to commend the chairman for the lan-
guage on the same page which I think
helps clarify the intent of the committee
bill; namely, that it is the intention of
the committee to prevent avoidance of
unrelated income tax liability.

Mr. Chairman again I want to thank
the gentleman from Arkansas (Mr.

Mirrs), the chairman of the committee,
for a job well done.

The CHAIRMAN. The time of the
gentleman from Wisconsin has again

expired.

(Mr. BROYHILL of Virginia asked
and was given permission to extend his
remarks at this point in the Recorp.)

Mr. BROYHILL of Virginia. Mr.
Chairman, I rise in support of H.R. 13270.
This legislation proposes the most com-
prehensive reform of our Federal income
tax law since 1954, and possibly since its
original enactment in 1913. All of the
Members of both sides of the aisle are to
be commended for the prodigious effort
that they made in producing this monu-
mental piece of legislation. The com-
mittee began holding hearings on com-
prehensive tax reform over 5 months
ago—on February 18 of this year. During
these hearings, the committee received
testimony from 365 witnesses on 17
major areas of tax reform, compiling a
hearing record that comprises 15 large
volumes.

During the past 3 months, the commit-
tee has been faithfully meeting during
long hours of executive sessions to pro-
duce this bill. Mr. Chairman, a bill this
broad could not have been produced
without the cooperation of each and
every Member. It could not have been
produced without the full cooperation
and extraordinary effort of the staffs of
the Joint Committee on Internal Rev-
enue Taxation, the Committee on Ways
and Means, the House Legislative
Counsel, and the Treasury Department.
It has been a privilege and a responsi-
bility to play a role in developing this
historic piece of legislation which I ree-
ommend to the House today.

Nearly every major area of our Fed-
eral income tax law is amended by this
legislation. The bill is over 360 pages long,
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and the committee report is published
in two sections. Among the comprehen-
sive reforms recommended are changes
in the tax rates governing exempt orga-
nizations, charitable contributions, farm
losses, capital gains and losses, corporate
mergers, foreign taxation, financial in-
stitutions, depreciation, State and local
bonds, deferred compensation, restricted
stock options, and subchapter S corpora-
tions, as well as various other provisions
of our corporate tax laws.

The bill also extends the surtax at
5 percent for the last half of fiscal 1970,
delays the phaseout of the automobile
and communication excise taxes, and
terminates the investment credit. It
would, therefore, be presumptuous of me
to attempt to explain the various provi-
visions in any detail. The committee re-
port deals with these issues in detail, and
the chairman’s excellent statement pro-
vides the general contours.

However, I do want to discuss the as-
pects of this legislation that give it a dis-
tinective stamp. While a general rundown
of the sweeping provisions of this bill in-
dicate its comprehensive scope, this fails
to tell the whole story. Probably the most
significant fact about this bill is that it
indicates a new philosophy for our tax
laws, and reorders the relative priorities.
Various provisions that the committee
has reviewed—whether they be acceler-
ated depreciation on real estate, taxa-
tion of natural resources, tax rules re-
lating to charitable contributions and
private philanthropy, capital gains and
losses, or some other provision—were
added to our tax laws during its one-half
century of existence with the initial pur-
pose of providing economic incentives.
These economic incentives were impor-
tant when these provisions were enacted
and in many cases continue to be of real
importance today.

If the committee was beginning ad
initio, with a clean slate, tax reform
might have been the simple task that
some uninformed individuals depicted.
Instead, these incentives are built into
our economy and have a significant im-
pact on our economy—from the alloca-
tion of capital to the price of impor-
tant commodities that our consumers
buy. They have a history and life of their
own, and are interwoven into our social
and economic fabric. Alterating the
framework of these incentives neces-
sarily involved the danger of inflicting
damaging tears in the fabric.

On the other hand, the committee was
also confronted with widespread dissat-
isfaction among American taxpayers
with our present tax structure. The
knowledge that some wealthy citizens
were able to utilize various provisions of
our tax law to avoid paying any income
tax disturbed the average taxpayer and
impaired his confidence in the fairness
of our tax system. Our tax system is a
self-assessment system. The confidence
of the American people in the basic in-
tegrity of this system is indispensable if
we are to finance our democratic form
of government in a manner consistent
with our democratic principles.

This paramount need was a pervasive
influence during the committee’s deliber-
ations on tax reform. The need for this
confidence required the committee to
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balance the need for various incentives
in the tax law against the need for tax
equity. The committee was therefore con-
fronted with both theoretical and a prac-
tical problem. The theoretical problem
required the committee to implement the
need for tax equity in a manner con-
sistent with preserving maximum incen-
tives for various activities that the ex-
ecutive departments informed us were
essential to our national goal—prime ex-
amples being the need to build residential
housing and to develop our natural re-
sources. In resolving these apparently
conflicting goals the committee was con-
fronted with the practical problems rep-
resented by the existing tax structure—a
hodgepodge of provisions that grew like
Topsy added during the last half century
and its intricate relationship to our social
and economic structure.

The committee resolved this dilemma
by using a two-pronged approach. First,
it enacted reforms in the specific pro-
visions that have permitted some indi-
viduals and corporations to pay taxes at
a rate significantly less than others
similarly situated. The committee’s bill
directly amends the tax laws relating to
private foundations, charitable contri-
butions, natural resources, accelerated
depreciation of real estate, munieipal
bonds, capital gains, and farm losses. The
tax rules governing these provisions were
generally made less favorable, but in
order to minimize disruption of existing
economic relationships, the committee
was very careful in reducing these bene-
fits, both as to the manner of the changes
and the magnitude of the changes.

Second, the committee utilized two new
devices that it developed with the assist-
ance of the Treasury Department and
the staff of the Joint Committee on In-
ternal Revenue Taxation. The provisions
are the so-called LTP—the limit on tax
preferences—and the new requirements
for allocating deductible expenses be-
tween tax-exempt income and taxable
income. These devices limit the benefits
an individual can derive from tax pref-
erences—tax-free interest, capital gains,
gifts of appreciated property, acceler-
ated depreciation, farm losses, and in
the provisions requiring allocation, per-
centage depletion, and intangible drill-
ing expenses.

The limit on tax preferences simply
requires that an individual include in
his income preferred income that is in
excess of $10,000 and represents more
than one-half of his adjusted gross in-
come. This income would then be taxed
at his ordinary tax rate.

The requirement for allocating deduc-
tions recognizes that business and in-
vestment expenses incurred to produce
income are generally attributable to both
taxable income and tax-exempt income.
The committee’s bill requires individuals
who have tax-preferred income in excess
of $10,000 to allocate their deductions
between tax-exempt and taxable income.

This two-pronged approach is both
comprehensive in scope and ecarefully
integrated to achieve maximum tax re-
form with minimum disruption to exist-
ing economic and social relationships. By
subjecting nearly all the tax preferred
items to both the limited tax preference
and the allocation of deductions, the
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relative attractiveness of investments in
these various activities was subjected to
minimal disturbance. Additionally, by
using this approach to curtail tax abuses
by wealthy individuals, the committee
was able to carefully tailor direct amend-
ments of these provisions—both in man-
ner and magnitude—to minimize dis-
ruption of existing economic and social
relationships.

The manner of these changes reflects
the careful and studious consideration of
both the committee and its staffs. For
example, in the area of farm losses, the
committee was confronted with the prob-
lem of preserving a cash basis of account-
ing for farmers in order to simplify their
accounting chores. However, it was clear
that individuals with large nonfarm in-
comes were utilizing these cash account-
ing rules to convert ordinary income,
which would have been taxed at high
rates, into capital gains.

The approach the committee utilized
to resolve this is unique. In general, de-
ductions in excess of $25,000 by indi-
viduals with large nonfarm incomes will
be entered in an “excess deductions ac-
count.” If the entries in this account
are not reduced in the future by farm
income, the sale of farm assets will
eventually produce ordinary income to
the extent of the balance in the excess
deductions account. This unique ap-
proach enabled the committee to curtail
the conversion of ordinary income into
capital gains in a manner that preserved
the existing features of the law that are
attractive to farmers.

Additionally, the committee included
farm losses generated by cash account-
ing prineciples in the LTP and allocation
of deduction proposal. This enabled the
committee to include income exemptions
making the excess deductions account
inapplicable in cases not lending them-
selves to serious tax abuse.

From this discussion, it can be seen
that the committee’s two-pronged ap-
proach represents a careful attempt to
achieve tax equity consistent with"
achieving other national goals. While the
farm loss provisions provide an illustra-
tion of the care the committee exercised
in all areas of this bill, I realize that the
committee is not infallible and we may
have taken action that will require
changes at a later date. But this is in-
herent in any fundamental changes like
the ones we are considering today, and
one that can be properly handled through
legislative oversight.

The reforms that I have described
have introduced more equity into our
tax law and should instill the confidence
of the American people. But a tax law
must not only be equitable, it must be
understandable, compliance with its pro-
visions must be relatively easy for citi-
zens in a democracy, and the burden im-
posed must not be excessive. In all of
these areas, the committee’s bill makes
improvements.

Our tax law will be more equitable,
as I have outlined above. Additionally,
the committee made the law more un-
derstandable to the average citizen,
greatly simplified his problems of com-
pliance, and reduced his burden. By en-
acting a new low-income allowance that
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will be added to the minimum standard
deduction contained in existing law, the
committee reduced or eliminated the
taxes now paid on a total of 12 million
returns at or near the poverty level.
Under the committee bill, a family of
four will pay no taxes up to $3,500, The
committee’s bill reduces the taxes paid
by those with income under $3,000 by
64 percent. Many families in this income
tax bracket will have to file no return.
Those that do will find compliance a
relatively simple matter.

The committee liberalized the present
standard deduction, which is limited to
the lower of 10 percent of adjusted gross
income or $1,000. Over the next 3 years,
the committee raised this deduction to
the lower of 15 percent of adjusted gross
income or $2,000. When the standard de-
duction was enacted in 1944, 82.2 per-
cent—nearly four out of five—of the
returns filed were able to utilize the
standard deduction and file the short
form.

This simple return became unavail-
able to a large number of these individ-
uals over the years as the income levels
increased dramatically and the percent-
age and ceiling on the standard deduc-
tion remained the same. It is estimated
that in 1969, only 58 percent of the re-
turns filed will be able to take the stand-
ard deduction.

The action taken by the committee will
substantially reduce the gap between the
standard deduction and the prevailing
levels of income. Nearly 34 million re-
turns will benefit from this provision,
with over 8 million individuals now item-
izing switching to the standard deduc-
tion. The number of taxpayers using the
standard deduction will increase from 58
percent to nearly 70 percent. Addition-
ally, the committee’s bill includes across-
the-board rate reductions that will guar-
antee that all income taxpayers with ad-
justed gross income of $100,000 and less
will receive a tax deduction of better
than 5 percent, Provisions are also in-
cluded that would limit the maximum
tax rate applicable to earned income to
50 percent.

The total tax reductions provided by
all of the relief provisions will, when the
bill is fully effective, approach nearly $10
billion, substantially reducing the tax
burden our citizens would otherwise be
required to bear.

The committee has tried to make the
law fairer, more comprehensible, and
administratively simpler to the average
citizen. Given the problems the commit-
tee was confronted with, it achieved a
remarkable degree of success through
hard work and careful consideration. It
may be too utopian to expect the Amer-
ican people to regard faxes as a “badge
of liberty,” as did the great English
economist, Adam Smith, but the changes
should result in improved taxpayer con-
fidence in the integrity of our tax sys-
tem which provides the essential reve-
nues to run our democratic form of
government funection.

Many years ago, Mr. Chairman, Mr.
Justice Holmes declared that he liked
to pay taxes because they are the price
of civilization. The average taxpayer
may not be as enthused as Justice
Holmes, but he will certainly be more
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willing fo bear his fair share of taxes
knowing that civilization places a high
priority on a “civilized” tax system. This
bill should convince the American citi-
zen that the Ways and Means Commit-
tee and the Congress have established
this priority, and that we will continue
to ;vork foward achieving this difficult
goal.

Mr. BROYHILL of Virginia. My,
Chairman, I yield 5 minutes to the gen-
tleman from New Jersey (Mr. FRELING-
HUYSEN).

Mr. FRELINGHUYSEN. Mr. Chair-
man, in the limited time available, I have
tried to inform myself about the many
complicated changes in our tax structure
represented in this bill. It is an almost
hopeless task. Copies of the bill itself,
which runs to 368 pages, and of the com-
mittee report, which has 226 pages have
only been available to Members since
Monday. A supplemental report of 143
pages was made available yesterday.
These do not make easy reading, To
evaluate the significance of all the pro-
posed changes is even more difficult.

The 6 hours provided for debate on
this bill should provide at least some of
the answers needed for a reasonable
comprehension of these recommenda-
tions. Unfortunately, however, the de-
bate thus far has been far from illumi-
nating. Too few questions have been
asked and little has been provided re-
garding the significance of, and the
reasons for, the changes, important as
they are. A feeling of inevitability is ap-
parent. There is a feeling that this whole
business is too complicated to understand,
and even if some of the recommenda-
tions are unwise that we in the House
could do nothing about them anyway.
This is most unfortunate, Mr. Chairman,
because detailed discussions are needed,
and if this bill has weaknesses—and I
personally think it has—they should be
discussed and changes should be sug-
gested.

Why the rush to dispose of this bill,
Mr. Chairman? Would it not be prudent
to give Members—and the public, too—
reasonable opportunity to digest the rec-
ommendations? That there has been un-
seemly haste in rushing the bill to the
House floor is not arguable. If proof were
needed that we are being stampeded, we
need look no further than the Ways and
Means Committee’s astounding perform-
ance 2 days ago.

Somehow it seems that some T million
potential beneficiaries had been over-
looked by the committee. These taxpay-
ers, even more astonishingly, were in the
$7,000 to $12,000 income group. Well, the
“misunderstanding” which caused this
substantial group to be neglected was
soon corrected. In less than an hour a
substantial slice of pie had been set aside
for them—resulting in an anticipated
loss of revenue to the Federal Govern-
ment of some $2.4 billion.

What I am saying, Mr. Chairman, is
that Congress—and the public—needs
reasonable time to digest what is being
recommended, both in the fleld of tax
relief and tax reform. If the House acis
in undue haste this week—and the
signs are clear that it will—those af-
fected by the new proposals will have
had literally no time to get their views
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known to us. Yet a vital part of the nor-
mal legislative process, especially in
matters of consequence such as tax pol-
icy, is to hear from those who will be
affected. By rushing this bill through we
give credence to those who argue that we
fear to hear from home, that if we took
more time we might lose our enthusi-
asm for at least some of these far-
reaching recommendations.

Speaking about the views of those
back home, Mr. Chairman, I received a
letter only this week from former Gov.
Robert B. Meyner which illustrates
dramatically how little is known about
this bill, and how vast is the ignorance
of citizens who might be expected to be
well informed.

Mr. Meyner, currently the Democratic
nominee for Governor in my State, be-
lieves revision of the Federal tax struc-
ture may “determine the success or fail-
ure of many vital State and local pro-
grams.” Tax reform, in his opinion,
could provide hundreds of millions of
dollars for “a new and imposing” Federal
revenue-sharing program with the
States; it could replenish the coffers of
Federal grant-in-aid programs; imple-
ment medicaid programs; expand State
and local anticrime programs; and give
“new financial thrust” for the problems
of the cities.

Mr. Meyner's views, Mr. Chairman,
may well represent the excessive expec-
tations of many of our citizens—expec-
tations that they will receive substantial
tax relief, and that simultaneously ma-
jor new soureces of revenues will be found
to finance, and expand, a vast variety of
Federal programs. An examination of
this bill does not lead to any such opti-
mistic conclusions.

It has been said repeatedly, primarily
by members of the committee, that there
have been extensive hearings on tax re-
form. No one denies that. But the spe-
cific recommendations now being made
were in many cases never discussed so we
have no adequate evaluation of the ef-
fects of the changes by those who know
the problem.

It has been pointed out that changes
can be made in the Senate, if changes
are needed. Indeed, this process is al-
ready underway. We can only hope that
the Senate Finance Committee, and the
individual Members of the other body,
will make a searching evaluation of the
recommendations of this bill. My regret
is that there must be such heavy reliance
on the other body to provide the only
meaningful corrective to the work of
the Ways and Means Committee.

As an example of why I have misgiv-
ings, Mr. Chairman, I shall refer to the
proposals affecting foundations. At the
outset let me say that I serve as an offi-
cer of a foundation myself. Some might
claim that for this reason I have some
kind of conflict of interest which should
keep me from speaking. Nonetheless, Mr.
Chairman, I feel compelled to express
my concern at the restrictions imposed.

Why, for example, should we impose
a Tl2-percent tax on the investment in-
come of a foundation? Why does not the
same rationale, whatever it may be, ap-
ply to the investment income of churches,
colleges, and public charities?
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When questioned on these points yes-
terday, the chairman of the Ways and
Means Committee answered that he felt
a difference in tax treatment was justi-
fied because amounts given to private
foundations are usually retained in the
foundation, with only the income usually
being spent.

This is a remarkable response, Mr.
Chairman. Perhaps the facts actually
show—and I wonder what the evidence
is—that foundations usually retain gifts
made to them and dispose only of income.
But is retention of assets by a founda-
tion considered undesirable? If it is, why
not require a gradual disposition of assets
over a period of time? And how does a
partial tax on the income of foundations
affect in any way what disposition they
make of the assets which produce that
income?

The gentleman from Arkansas com-
pared this 7152 percent tax on the income
of a foundation to the tax which a cor-
poration must pay on dividends which it
receives from corporate securities. But
what relevance has the method of tax-
ing the income of a corporation to the
income of a foundation? And if relevance
can be found, could not the same argu-
ment be applied to the income received
by a church or a hospital?

As a final point, the chairman of the
committee attempted to justify the tax
as a way “to convinece the Committee on
Appropriations that the Internal Reve-
nue Service should have sufficient man-
power to check the operations of these
foundations with regularity to see that
they live within the rules.” This argu-
ment was presented in the committee re-
port—on page 19—where the tax was de-
seribed as “in part a user fee,” presum-
ably to help insure the needed “vigorous
and extensive administration.”

It is an unusual argument, Mr. Chair-
man, that taxes must be levied so the
taxpayer can be adequately supervised.
If more adequate supervision is needed,
why should those supervised be singled
out to finance the costs? On that theory
the level of taxation for various classes
of taxpayers should be adjusted accord-
ing to the difficulty which the Internal
Revenue Service has in collecting
revenues,

If approved, this 7% percent tax will
represent a basic alteration in relations
between prrivate, nonprofit groups and
the Government. It would be the first
time foundations have been taxed. If
they can and should be taxed, could not
the same reasoning apply also to col-
leges, churches, private schools, hospi-
tals, and the like? May not a tax, once
imposed, be raised in the future? Indeed,
the committee’s first suggestion of a 5-
percent tax has already been abandoned,
and they have upped the ante to 7%
percent.

The real burden of this tax, Mr. Chair-
man, will be borne by those who are
recipients of benefits from foundations.
It is in effect a “sales tax” on recipients,
whether they be hospitals, churches,
schools, colleges, or students. Instead of
having $100 to spend for reasons which
the Federal Government has determined
to be useful there will henceforth be only
$92.50. Though described as “minimal,”
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this tax represents a fundamental
change in policy, and an encroachment
by the Government on the private sector.

Some Members, Mr. Chairman, may
not have seen the editorial criticizing the
715 percent tax on the investment in-
come of foundations in yesterday's New
York Times:

PRESERVING THE FOUNDATIONS

The House Ways and Means Committee's
shotgun approach to the tax-free founda-
tions would buy reform at a very high social
cost. It proposes a genuine—and wholly de-
sirable—crackdown on the self-dealing
manipulations of foundations that are
operated as vehicles for tax avoidance. But
great harm would come from the new tax
and other restrictions the bill would impose
upon the bona fide philanthropic founda-
tions which enrich American life with ideas
and innovative social programs.

A leading case in point is the 7.5 percent
tax that would be levied on the investment
income—dividends, interest, rent royalties
and capital gains—realized by foundations.
The levy is not sufficiently stiff to discourage
the tax-dodgers, but it would put a dent in
the useful activities of worthier foundations.
About two-thirds of their income now goes
in the form of gifts to private universities
and local charities. Hence, what the Treas-
ury realized in additional revenues—probably
not more than $656 million in the first year—
would soon be offset by demands for new or
expanded Federal programs in the same
fields.

Although the foundations tax is described
by the committee as a “‘user fee"” to defray
the costs of more vigorous policing, no ma-
chinery is proposed or funds earmarked for
that purpose. A preferable alternative would
be a much lower special registration fee for
foundations, the proceeds of which would
support a special supervisory office in the
Treasury Department. With effective super-
vision of the foundations, dollars destined for
philanthropy would actually get where they
are supposed to go.

There has been a softening of some of the
very harsh restrictions that the committee
originally proposed to prevent foundations
from engaging in political activities. The
Southern Regional Council is specifically
cited in the committee report as a foundation
that may continue to finance voter registra-
tion drives. But a number of ambiguous and
potentially restrictive provisions remain in
the bill.

The whole title dealing with tax-exempt
organizations should be sent back for re-
drafting. Its passage by Congress would in-
hibit creative philanthropic activities, an
essential ingredient of a pluralistic society.

In today’'s Wall Street Journal there
is also an interesting editorial, which fol-
lows:

FroMm CONFUSION TOo CHAOS

One thing can be said with certainty, any-
way, about the new tax bill. It was born in
confusion, and if it is passed In its present
form it will spice confusion with chaos.

Beyond that, certainly fades even among
tax experts in or out of Government. As Ed-
win 8. Cohen, Assistant Secretary of the
Treasury, ruefully put it, the House tax “re-
form" bill might better be known as “the
lawyers and accountants rellef act of 1969."”

If the members of the House Ways and
Means Committee didn't quite know what
they had put in the bill when they approved
it, which they didn’t, and if the Treasury
Department officials aren’t quite sure yet
what some of it says, which they aren't, pity
the poor taxpayer trying to figure out what
has been done him. Or, for that matter, the
newspapermen, poor wretches, trying to ex-
plain it all to their readers,

What happened, in case you got lost in the
news, was that the Ways and Means Com-
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mittee approved the bill last Priday in a great
rush to answer the clamor for “reform,"
which is of course something that every-
body's for.

Since many of its provisions had been an-
nounced plecemeal, at least in principle,
there was a general understanding that the
bill would help the low income taxpayer
and soak the wealthy taxpayer; but since
many of the provisions had not been put into
precise language, and no committee report
was available, there was considerable con-
fusion as to what had actually been done.
In a tax bill, the exact words are more im-
portant than the generalities.

Indeed, even Chairman Mills, one of the
oldest hands in the taxing business, had to
confess himself confused. On Tuesday he
had to reassemble his committee to amend
the rate schedules for low income taxpay-
ers because of what Mr. Mills called a “mis~
understanding.” As it turned out, a $2.4 bil-
lion misunderstanding.

So don't expect from us this morning any
definitive explanation on what it all means.
A summary of the bill was finally made
available this week (minus, of course, the
changes made on Tuesday) but it takes time
to digest 226 pages of tax prose and another
143 pages of “technical explanation” even
if you're a Philadelphia lawyer.

But a few observations may not be out of
order,

One is that there are a lot of happy things
proposed, for the future if not the present.
By the end of 1972, if you can dream so far
ahead, the general tax rates will be reduced
by an average of about 5%. If you're In the
lowest tax bracket the exemptions have been
increased so that you may not have to pay
any taxes at all; about 5.2 million people will
be removed from the tax rolls entirely. If
you're in the top tax bracket, you can keep
356% of your top earnings instead of just 30%
as at present—maybe, if you have the right
kind of income.

Moreover, if you earn your own income—as
distinguished from those lazy fellows, retired
or otherwise, who live off of dividends or
savings account interest—your top tax won't
take more than half of what you earn.

Another observation s that it is a canard
to label this a soak-the-rich tax bill, in spite
of its heralded provisions for a minimum tax
almed at the rich. Short of Castro confisca-
tion it's hard to write a tax bill that will be
more than an inconvenience to Fords, Rocke~
fellers or Eennedys.

The man who gets dunked is the man in
the middle, the corporate executive or the
doctor or lawyer who may have no real
wealth but high earnings for a brief span
of years. That is, the man with mixed in-
come, some from salary, some from savings;
the man with some caplital galns that he has
been counting on for his retirement years.

For all the rules on such things as deferred
compensation, stock options, many forms of
pension plans and almost everything else
on which the retirement plans of such men
might be based—all these rules would be
changed. Some of these changes would even
penalize those already retired who planned
in good falth on the rules at the time; al-
most all of them would penalize younger
men planning now for retirement. Hardly
anybody can figure out yet precisely how the
new rules would affect particular cases, but
it is clear enough that the punishment is
almed not at the rich but at the successful,

Yet however all this may affect individuals,
happily or otherwise, other changes are sure
to have far-reaching effects, though uncer-
tain ones, rippling out through the economy.

No one, for example, can anticipate the
effects of the new treatment proposed on
heretofore tax exempt bonds of states, munic-
ipalities, school boards and the like. The
uncertainty is acknowledged in the proposed
provision that these local authorities will be
eligible for a Federal subsidy to offset the

CONGRESSIONAL RECORD — HOUSE

effects—but there is a soclologlcal and polit-
ical effect, as well as an economic one, in
forcing them to go hat in hand to Washing-
ton. An unmeasurahble effect.

Unmeasurable also are the effects of pro-
visions in the bill which would revamp the
tax treatment of charitable contributions,
stock dlvidends, the handling of corporate
bonds and debentures, depreclation charges
for utility firms, cooperatives, foundations,
multiple corporations. Some of these may be
worthy reforms, some not. The point, rather,
is that no one can anticipate now what un-
expected, and perhaps untoward, eflects all
these things may have on that most com-
plicated of mechanisms, the ecology of a
complex economy.

Chairman Mills himself admits as much.
He has promised that his committee will
“later” analyze the impact of the bill he now
proposes.

Somehow
enough.

During the debate yesterday, Mr.
Chairman, I also expressed concern about
the proposed changes in the tax treat-
ment of charitable contributions. I asked
the chairman of the Ways and Means
Committee why a capital gains tax
should be imposed on any gift of tan-
gible personal property. If appreciated
securities can be given to a museum
without tax, for example, it strikes me
as unreasonable that a work of art given
to that same museum should be taxed.

The answer to my question was that
paintings and other art objects are very
hard to value. Mr. MiLs continued:

As a result, very high values are placed on
paintings which cost the person very little.

To begin with I fail to see why high
valuations should be placed on paintings
because they are hard to value. It could
more logically be argued that, where
works of art are difficult to value, that
particular care would be taken to deter-
mine a reasonable value. True, there
have been instances publicized of inflated
valuations being accepted for gifts of
works of art. The remedy in such cases
is to correct the abuses, not to discourage
the practice of giving.

As a practical matter the Internal
Revenue Service over a year ago seft up a
panel of experts, drawn from museums,
reputable art dealers, and others to help
in these evaluations. This approach
should be encouraged, rather than to use
the tax laws to discourage gifts of works
of art to appropriate institutions.

In this connection, Mr. Chairman, I
should like to read the following tele-
gram which I received this morning from
Mr. Thomas P. F. Hoving, director of
the Metropolitan Museum of Art in New
York. As I said yesterday, I am a trustee
of that institution. Mr, Hoving's tele-
gram follows:

Hon., PETER FRELINGHUYSEN,
House of Representatives,
Washington, D.C.

On behalf of the Metropolitan Museum of
Art, its Board of Trustees and its 6,000,000
annual visitors, I would most strongly and
urgently emphasize that the contemplated
action to tax by capital gains the appreci-
ated value of works of art to be donated to
art museums would cause broad and irre-
parable damage. Indeed the basic reason for
the great and beneficial growth in the past
decades of countless local art museums has
peen the willingness of private citizens to
give great art treasures to the public. The
government thus far has smiled upon these

“later” seems not quite soon
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actions and encouraged them. Unlike Europe
where little or no tax advantage exists for
private donors art museums in this country
have flourished to the point where they have
become among the most needed and sought
after cultural institutions in the nation. In
Europe private cltizens give practically no
works of art to museums and great national
and regional art treasures leave the country
at alarming rates.

We cannot allow that the free entry into
our national art museums of works of art of
national and regional importance be in any
way impalired. If the contemplated provision
of capital gains on works of art had been
in effect for a generation the Metropolitan
would not today be anywhere near the great
educational institution that it is to its
6,000,000 visitors per annum. Indeed if this
provision had existed for a little more than
one generation there is real question whether
or not the National Gallery, that great in-
stitution formed by a handful of dedicated
donors, would even be in existence at all, not
to speak of thousands of university museums
and local art museums around the country.
This measure which singles out works of art
over other properties is certain to produce
grave national repercussions. The proposed
measure is partfcularly distressing because
first, it has been thought out with only one
side in mind, namely, the donor, and has no
consideration for thousands of publicly sup-
ported art museums in this country; second,
it wields an extraordinarily powerful broad-
side weapon against a minor number of
abuses which the Internal Revenue Service
Tax Panel of art experts have been solving
since it came into existence a year and a
half ago.

In conclusion, I can only say that this
measure on works of art constitutes a cul-
tural overkill.

Respectfully submitted,
THOMAS P. F. HovIiNG,
Director, the Metropolitan Museum
of Art.
NEw Yorg, N.Y.

I have also received a telegram from

Dr. Sherman E, Lee, director of the
Cleveland Museum of Art. The telegram
follows:

Avgust T, 1969.
Hon. PeTER H. B. FRELINGHUYSEN,
House of Representatives,
Washington, D.C.

The effect of the proposed legislation re-
garding the giving of works of art to publicly
supported cultural institutions will be to
deprive these institutions and the many mil-
lions of citizens they serve of many works
of art of national and regional importance
which would otherwise be hidden from pub-
le view or sold abroad. The unprecedented
rise of American art museums to a position
of world leadership in the area of public
education has been largely achieved by pri=
vate support without the often massive gov-
ernment subsidies so characteristic of foreign
museums,

Today art museums are more and more
subject to financial strain; indeed it may
constitute financial peril. The effect of the
present bill would be to further endanger
these cultural institutions which are so in-
dispensable to the intellectual and cultural
lives of our soclety.

Dr. SEERMAN E. LEE,
Director, the Cleveland Museum of Art,
Past President of the Association of
Art Museum Directors.

Mr. M1uLs, in response to my inquiry
regarding the reason for taxing the gift
of a work of art, asked why there should
be a “double benefit.” By this he meant,
I feel sure, the tax benefit which the
donor would receive from making the
gift, and the benefit which is also now
available of not having to pay a capital
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gains tax on the appreciation in value
of a work of art given to a museum.
Mr. Mnrs pointed out that the donor
may have given up, so far as the cost to
him is concerned, only a small fraction
of what he has deducted.

My response to this would be that
the Government’s concern should be
whether it wants to encourage such gifts
or not. If as a policy it favors encouraging
gifts, if should not be primarily con-
cerned with the original cost of the spe-
cific item to the donor. The item has a
certain value today. That value should
be determined as precisely as possible,
and overvaluations should be avoided.
But we should be careful not to dry up
major sources of giving.

In addition to my duties as frustee of
the Metropolitan Museum of Art in New
York, I serve, Mr. Chairman, as a trustee
of the John F, Kennedy Center, a hos-
pital in my hometown, and a conser-
vation foundation, I am a former vestry-
man of my local church and a former
trustee of Princeton University. In these
various capacities I have come to realize
how vital are the voluntary contributions
of thousands of individuals to the
strength, financial and moral, of these
institutions.

How much thought has been given to
the effect on these institutions of the
major changes in the tax laws re-
garding charitable contributions?

I would guess, Mr. Chairman, that
this bill, if approved as written, will dry
up substantial funds which educational,
religious, and cultural institutions have
been receiving. The needs of these insti-
tutions are great, and inevitably are
bound to increase over the years. As an
example, it seems likely to me that the
increase in the standard deduction will
almost surely reduce the incentive of
the average taxpayer to give to charity.
Likewise those in the upper tax brackets
will be considerably more restricted in
their charitable giving.

If the result is the drying up of badly
needed funds, how will the bills be paid?
Will the average citizen have gained—or
lost disastrously—if the result of these
changes should be adverse?

These are sobering questions, Mr.
Chairman. At the very least, or so it
seems to me, we should give these insti-
tutions, all of which play so vital a part
in the strong and vigorous society which
we have today, a chance to give us their
views. It may be said, I realize, that all
these groups have already had their op-
portunity to be heard. True, there are
voluminous reports of the committee’s
hearings, but these are in large part not
directed at the specific proposals now em-
bodied in this bill.

In conclusion, Mr. Chairman, I should
like to include in my remarks a most en-
lightening report on the value of founda-
tions in our society by the able president
of the Carnegie Foundation, Mr. Alan
Pifer:

FOUNDATIONS AT THE SERVICE OF THE PuUBLIC

If there is an evident lesson to be learned
from the turbulence of the times in which
we live, it is that the natlion has no higher
requirement today than a flexible capacity
for rapid change in its social institutions.
So forceful is the impact of pervasive new
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technologles and of new, energetically-
pressed expectations of the American people,
especially segments of it formerly volceless
and powerless, that intransigence to change
can nowadays turn revered, infiuential, and
proud institutions into noisy battlegrounds,
or leave them as decaying edifices where the
main road used to run.

The kind of conservatism which regards
organizational forms and procedures as ends
in themselves rather than as no more than
present means for accomplishment of the
ever changing purposes of society is increas-
ingly doomed. The dodo (didus ineptus), a
bird with a large, heavy body and tiny
wings, could not adapt to the coming of
predatory man to its habitat in Mauritius
and perished. Our institutions today need
slim bodles and well-developed wings!

In the light of this national imperative,
every agency which can serve the common
good by facilitating the processes of institu-
tional change toward a more just, healthier,
better educated, and more universally pros-
perous nstional and world soclety has a very
special wvalue, and perhaps none more 8o
than foundations. Indeed, many observers,
while denying the foundation a role as ac-
tive leader of the more militant movements
of social change, would say that its chief
value to soclety today lles in its capacity to
anticipate the need for Institutional trans-
formations and help bring these about by
speedy deployment of its funds to critical
points of- leverage and potential break-
through. In this view, foundations have a
restricted ability to lead change but an un-
usual capacity to help it along The two are
not the same. The former may be more
romantic, but the latter, perhaps, more
realistic and productive!

The means available to foundations for
facilitating change are varied. They include
traditional activities such as the support of
research and dissemination of its findings,
the financing of experimental projects by
established institutions, and the organiza-
tion and financing of special studies and
national commissions of inquiry. But they
may also include the encouragement
and support of aggréssive new community
organizations which have sprung up as the
result of social dissatisfaction and which the
comfortable stratum of American life would
consider disturbing and perhaps even dan-
gerous.

The types of social institutions affected
may be as specific as a university, a nonprofit
organization, or a government bureaucracy,
or as broad as an entire profession or a great
national program. While in some cases a
foundation may find it necessary to take the
initiative In establishing a wholly new enter-
prise, in most cases its effectiveness will de-
pend on the availability within an existing
institution of a nucleus of able individuals
ready to bring about internal reforms. It is
the foundation's role to seek out these men
and women and give them the support they
need.

The willingness to accept a continuous
responsibility for the discernment and fur-
thering of required soclal change provides
an exceedingly tough standard against which
foundations may be measured. No founda-
tion, obviously, has the prescience or courage
to meet this responsibility all of the time.
A few try and do reasonably well at it, but
most foundations make the effort seldom or
not at all, Should they?

THE OBLIGATIONS OF FREEDOM

Among the vast array of institutions, pub-
lic and private, profit-making and nonprofit,
which comprise the fabric of contemporary
American society there is none which pos-
sesses greater freedom than the foundation.
Unlike a business enterprise, it is not subject
to the discipline of the market place nor,
like public agencies, of the ballot box. It is
not dependent on others for funds. It does
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not have to be responsive to the claims of
a membership or of alumni, students, or fac-
ulty. It is not subject to periodic accredita-
tion or licensing or obligatory compliance
with a set of traditional professional stand-
ards. In short, it enjoys less constraint by
the usual forms of accountability to soci-
ety than does, perhaps, any other type of
institution.

As a corollary to this freedom the grant-
making foundation possesses uncommitted
funds which can, within the limits specified
in its charter, be directed by its trustees to
whatever philanthroplc purposes they think
best, These funds are in most cases re-
markably free both of stated or implied
obligations for their use. No particular cause,
group, or Institution has a “right” to them.
No individual has a special claim on them.

It is these two associated characteristics
of the foundation, its freedom and the gen-
erally uncommitted nature of its funds—
not its size, not its prestige, and not its past
reputation—which make it a unigue agency
in our national life and potentially one of
such enormous value. No other has as great
liberty, and consequently such an awesome
responsibility, to diagnose the need for insti-
tutional reforms, however controversial these
may be, and to help bring them about. The
foundation can put itself above the special
interests which restrict the vision of most
organizations and the parochial concerns of
the professions and consider only what is
for the common good—tomorrow and on into
the more distant future.

This is a noble vision which, if accepted,
leads to the conclusion that a foundation
does have a special obligation to try to use
its particular strengths to help along those
types of social change that will make for a
better world, Conversely, a foundation would
seem to have a special responsibility not to
dispense its funds in such a way that they
simply perpetuate sterile institutional forms
and procedures left over from the past—com-
fortable and famlliar though many of these
are likely to be.

These objectives are, perhaps, obvious, but
they are more difficult to achleve than they
may seem to be. In some cases, foundations
are fettered by overly restrictive charters. In
others, the close control exercised by individ-
ual donors or corporations prevents them
from taking full advantage of the unusual
freedom given them by soclety. The capacity
of these foundations to support social inno-
vation is often severely circumscribed by the
speclal interests of their sponsors. Founda-
tions with these limitations serve many use-
ful purposes. But the touchstone of the true
foundation, some would say, In the form in
which it can have its highest value to so-
clety, is absolute, unfettered independence
protected by trustees and staff whose sole
loyalty is toward the long-run public good.

THE PUBLIC STAEE IN FOUNDATIONS

The foundation Is, paradoxically, both
private and public in its nature, It is private
because it is incorporated as a private, non-
governmental institution, derives its assets
from private donors, and is privately con-
trolled by a donor-appointed or self-perpetu-
ating board of trustees.

There is a common misunderstanding that
the public character of the foundation, and
hence the public stake in it, derives from
its tax-exempt status. How frequently has
one heard it said that foundations are really
spending public money, and therefore should
be subject to greater governmental control.
Such a view, however, is based on fallacious
reasoning and reveals either surprising igno-
rance or a dangerous disavowal of one of the
basic tenets of the American system.

Throughout our history we have believed
in pluralism and have practiced it. We have
recognized that the nation’s public purposes
are considerably more extensive in scope than
its governmental purposes, and, through the
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aegis of the state, we have enabled a wide
variety of private institutions, including
foundations, to be chartered to accomplish
certain public, though nongovernmental,
purposes. We have also, through the aegis
of the state, given tax exemption to these
institutions to facilitate their work and have
regarded this as being eminently in the
public interest. Therefore, to attribute the
public stake in the foundation to its tax-
exempt status or to regard this status as a
“privilege” is wholly erroneous. It is, in Pro-
fessor Milton Katz's pithy phrase, “to mis-
take an effect for a cause.”

The true origin of the public aspect of the
foundation lies in the nature of its actlvity.
It is public because it devotes its funds to
purposes in which the total soclety has a
vital interest, such as education, health, and
welfare. Grants in these fields do without
question affect the public, and hence the
public has a legitimate stake in the founda-
tions which make them.

But there is an even more important sense
in which the foundation is public in charac-
ter. It is public because the public cannot
afford to regard with indifference how foun-
dation funds are spent, so precious are they,
as we have seen, in the vital process of social
change, and so limited are they in amount.
The $1.3 blllion spent by foundations in
1967 was, for example, less than 0.2 per cent
of the Gross National Product, less than 9
per cent of total voluntary giving, and only
3 per cent of the federal government's ex-
penditure for health, education, and welfare.

Foundation funds, in short, offer a case
where a technically private asset is of such
potential value to the natlon that it must,
perforce, be regarded as a public asset. The
implications of this proposition are far
reaching,

THE DILEMMA POSED BY FOUNDATIONS

If, then, the larger society’s stake in foun-
dations rests, in its highest form, on the
preciousness of their funds for the anticipa-
tion and easing of soclal change, one may
well ask how soclety can be sure these funds
are being used as effectively as they might
be to that end.

This question probes to the heart of the
special dilemma which foundations have al-
ways posed to the nation. On the one hand,
their principal value derives directly from
their unusual freedom. It is to be found in
their ability to support controversial causes,
to help establish tomorrow’s orthodoxy by
backing today’s heresy, to be bold and of
independent mind, even seemingly whimsical
or arbitrary. The foundation, as we have
seen, cannot in the best sense really be a
foundation without freedom.

On the other hand, it is under the gen-
erous mantle of freedom with which soclety
has clothed foundations that there can also
lurk such anti-social characteristics as mis-
management, short-sighted judgment, com-
placence, and down-right rascality. With re-
gard to the last of these faults, investiga-
tions by the Internal Revenue Service have
indicated that the foundation device is un-
questionably in a few cases being misused
for personal galn. The present rate of es-
tablishment of new foundations, nearly
2,000 a year, is In itself enough to make
even the casual observer wonder whether
foundations are in all instances serving gen-
uinely philanthropic purposes,

It is also apparent that some foundations
are ineptly mansaged. Their funds are not
invested in such a way as to provide an ade-
quate balance between annual income and
growth of the corpus, their administration
is slipshod, or they are unnecessarily secre-
tive in their operations. These are faults
which should be put right by their trustees,
but sometimes are not. The newly instituted
registration of foundations in the State of
New York is turning up some uncomfortable
evidence along these lines.
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Lastly, there is complacence and short-
sightedness to be found in some founda-
tions, probably some in all of them. This is
not surprising, as these natural human fail-
ings are present to some degree in all social
institutions.

The dilemma faced by society has, then,
always been how to hold foundations ac-
countable without at the same time killing
off the very thing that gives them their
peculiar value—their freedom. How is their
need for independence to be reconciled with
society’s need that they serve the public
interest?

THE LIMITATIONS OF GOVERNMENTAL
REGULATION

Committees of Congress have on several
occasions, most notably in 1951, 1952, 1954,
and currently, investigated foundations and
considered the possible need for legislative
measures to place them under greater re-
striction. The Treasury Department, follow-
ing an intensive study of foundations in
1964, made a number of suggestions for pos-
sible legislative measures. From time to time
there have been limited modifications of
federal tax laws affecting foundations. But,
fortunately, Congress has never yet been
persuaded that it should pass legislation to
hiing foundations under substantial federal
regulation.

At the state level there has in recent years
been a gradual movement to register foun-
dations, and 12 states now require this, in-
cluding, as we have seen, New York where
about 25 per cent of all foundations are
located. This appears on the whole to have
been a constructive development, although
registration can, and does, mean different
things in different states and can only be
effective if the attorney general or other ap-
propriate state official is provided with ade-
guate authority and sufficient well-trained
staff for the job.

What the future may bring in the way of
regulation no one can say, but thus far it
has seemed to most concerned individuals,
inside as well as outside government, that
the functions which public authorities, both
at the federal and state levels, should per-
form in the regulation of foundations must
be specific and limited. The accepted objec-
tives of regulation include preventing use
of the foundation device for personal gain
or for control of a profitmaking business, en-
suring conformity to charters and deeds of
trust, and enforcing regularity in the han-
dling of funds.

If regulation were to extend much beyond
these types of controls into the realm of
attempting to ensure that all foundations
are effective in their operations, a num-
ber of serious problems would quickly be-
come apparent. In the first place, such regu-
lation would presume that a legislative body
had been able to agree on a clear definition
of what constitutes foundation effective-
ness—obviously a dublous possibility, as
each legislator would have a different no-
tion of this based on a particular cause or
institution in which he happened to be in-
terested,

Secondly, it would represent a dangerous
attack on the basic American belief in plural-
ism, of trusting private institutions to carry
out public purposes with a minimum of in-
terference. True, this attack would, on the
face of it, be directed at only one part of the
private sector. But, philosophically, on what
grounds could regulation of the effectiveness
of foundations be justified if other types of
private, nonprofit institutions were not sim-
ilarly subjected to regulation? Furthermore,
would not regulation of foundations in effect
also constitute a form of regulation of the
potential recipients of foundation funds?

Thirdly, it might cause a drying up of pri-
vate donations to foundations for unre-
stricted, general purposes, thereby not only
throwing a greater burden on government
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agencies and the public purse but also in-
hibiting the establishment of new founda-
tions of a type with the greatest potential
usefulness.

Lastly, and most importantly, it would de-
stroy the independent character and spirit of
foundations, wherein, as we have seen, lies
their highest value to soclety.

And so it would seem that of the four anti-
social characteristics exhibited here and there
in the foundation field, government has a
legitimate role to play only in controlling
out-and-out rascality and some aspects of
mismanagement. It cannot legislate against
myopla and sloth in foundations any more
than it can root these shortcomings out of
government itself! And even less can gov-
ernment regulate foundations in such a way
that the highest test of their effectiveness—
their ability to facilitate social change—will
be more fully met. This is a responsibility
which foundations themselves alone can
assume.

DIFFICULTIES IN SELF-REGULATION

The danger which foundations have faced
in recent years, and perhaps never more so
than today, is that public loss of confidence
in them, occasioned by limited, but continu-
ing and well-publicized disclosures of abuses,
will become great enough to precipitate Con-
gress into a hasty and clumsy plece of legis-
lation. The suggestion has, for example, been
made by Congressman Patman of restricting
the life of all foundations to 25 years—a rem-
edy tantamount to using a jack hammer to
crack a walnut,

It is evident, therefore, that the founda-
tlons which are carrying out genuine philan-
thropic purposes, which are well managed,
and are making a strong effort to serve the
public interest, must take energetic steps
themselves to put the foundation house in
better order. They have no grounds for think-
ing that because they have escaped restric-
tion in the past they will necessarily con-
tinue to do so in the future. A field which has
grown from less than 200 members 40 years
ago to 20,000 today and has an annual incre-
ment of 2,000 will, of course, come under
ever closer scrutiny by public authorities.
And the concern of these officials, once
aroused, may not stop at regulation which
simply prevents wrongdoing or the grosser
forms of mismanagement, however inappro-
priate more extensive government regulation
may be.

But for the “good” foundations to take
publicly convincing measures to put the
foundation house in order is no easy matter
and has always proved baflling to those who
have contemplated it. The reasons for this
are not at all diffieult to find.

First, there is the enormous variety of size,
purpose, governance, and style of operation
among the large and growing number of
foundations. No two are exactly alike and
most are widely different from each other.
Nearly all foundations, some rather strongly,
still reflect the strengths, interests—and
idiosyncrasies—of their founders and in
many cases have an attachment to the
founder's domain which makes for a kind of
aloofness not only to the public but even to
other foundations. The task of building a
sense of common identity or community—of
common participation in a select activity—
which might serve as the basis for collective
responsibility and self-imposed standards of
conduct, is well-nigh impossible among such
a large and heterogeneous group.

The second reason is somewhat akin to
the first. Because of their origins, many
foundations have a strong orientation
toward the realm of personal or corporate
private charity. They are essentially simply
a useful institutionalization of the giving
which a wealthy man or a corporation might
otherwise do directly, without the benefit of
an intermediary mechanism. Other founda-
tions, however, especially those in being for
some length of time, are oriented entirely
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toward the public and consider themselves
to be semi-public institutions, or in transi-
tion toward that status. There is, therefore,
a basic dichotomy in the field which tends
to work against the development of the kind
of unifying elan that might provide a basis
for the acceptance of a common set of stand-
ards, The gulf between these differing orien~
tations is broad and deep.

Lastly, there is a long tradition, not unlike
that found in some other fields, which makes
it a breach of good manners for one founda-
tion to criticize another, It is a Iittle like tell-
ing a member of your club that he could use
a good bath and clean shirt. It just isn't done!
An unwritten code such as this can be a
powerful deterrent.

EXTERNAL FORMS OF FOUNDATION
ACCOUNTABILITY

In the popular mind, the term account-
ability usually has the restricted meaning of
answerability for fiscal regularity in the han-
dling of funds over which one has steward-
ship. In government it has come to have a
wider meaning which includes fiscal regu-
larity but also connotes answerability for
adherence to budgetary prescriptions and
for efficiency in administration. In the pro-
fessions, for example medicine or law, ac-
countability implies conformity to certain
customary and statutory standards, basically
of an ethical nature. Accountabllity can be
of a well-defined, direct, or immediate sort,
as to a superior within an administrative
hierarchy, or it can be indirect, undefined, or
even quite vague—something one simply
feels as a consequence of his own profes-
sional, moral, or ethical standards. Finally, it
can apply either to individuals or collectively
to organizations. In all cases it implies the
obligation to be prepared to give reasons for
and explanations of one's conduct to the
public.

There are already in existence several forms
of public accountability by foundations,
some of which are outside foundation control
and some of which are within their control.
Among the former the most important is the
federal requirement that foundations, In
consideration of their tax exemption, file a
report annually with the Internal Revenue
Service. This report, known as Form 990-A,
includes information on income, disburse-
ments, administrative expenses, assets and
liabilities, as well as other pertinent matters
such as whether any funds have been used
to influence legislation or participate In a
political campaign. Information in this form,
with one exception, is made available to the
public. The annual submission of Form 990-A
to the federal government is important but
is, of course, restricted in the purpose it can
serve to the relevant provisions of the Inter-
nal Revenue Code. With state regulation,
which has been discussed above, it con-
stitutes the only form of governmentally
imposed public accountability by founda-
tions and is strictly limited in nature.

A second external form of public account-
ability by foundations is press comment.
Theoretically, this could be a powerful in-
strument for calling foundations to the bar
of an informed public opinion. In fact, the
press has generally not shown itself to be
well informed or sophisticated in its treat-
ment of foundations. Major exceptions can,
of course, be found here and there among
writers for certain newspapers, news maga-
zines, and journals of opinion. Blame must
also be placed on the foundations them-
selves. Some have actively, even brusquely,
discouraged press interest and others have
refrained from trying to Interest the press in
thelr activities because of an old-fashioned
and virtuous, but perhaps optimistic, belief
that good works should be done in secret
and :—m in time provide their own advertise-
ment.

INTERNAL FORMS OF ACCOUNTABILITY

Among Internal forms of accountability,
there is the type provided by organizations
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which the foundation field has itself created,
chiefly the Foundation Library Center and
the Council on Foundations. The former,
though having other functions, is essentially
what its name implies, a library. The latter
is a membership organization open to any
grant-making foundation. Both are sup-
ported by foundation contributions. Through
their meetings, counseling services, research,
and publications, these two organizations
help to raise standards in the field.

The Council, which has & broad member-
ship of all types of foundations—general
purpose, community, family and corporate,
both American and Canadian—serves as a
general forum for the exchange of views
among foundation officers and trustees. The
Library Center, by means of the current
Foundation Direciory which it prepares, its
collection of annual reports and other refer-
ence materials, and its willingness to answer
enquiries, provides the public with a readily
available source of Information about foun-
dations. With headquarters In New York City
and a branch in Washington, D.C., it main-
tains depositories in seven locations in other
parts of the country.

But neither of these organizations, valu-
able as they are, is in a position to criticize
foundations directly and specifically by name.
Their suggestions and exhortations have to
be broad and general in nature, and experi-
ence shows that the foundations which could
profit most from such criticlsm are least
likely to listen to it.

A second internal form of accountability,
tenucus and subtle in nature but nonethe-
less real, is that imposed on foundations by
the concern which their staffs are likely to
have for their own professional reputations.
These concerns are of two quite different
kinds: a desire for distinction as a founda-
tion practitioner, wise, skilled, and fair-
minded in discerning the public interest, and
for professional recognition within a disci-
pline. Of the two the former is probabl - the
more important to the public. The latter, if
it assumes too great importance to a founda-
tion officer, can even be antithetical to the
public interest because it may diminish the
officer’s capacity to recognize the general
goods and to give this precedence over the
special, and sometimes selfish, interests of a
particular discipline or profession. This form
of accountability is, of course, limited by the
failure of many foundations to employ any
professional stafl at all, a shortcoming which
many informed people regard as one of the
principal labilitles of the foundation field.

A third and extremely important internal
medium for public accountability is pro-
vided by foundation boards of trustees,
whose principal duty as directors of a phil-
anthropic agency is to serve the public in-
terest and have a sense of obligation for ac-
countability to the public. But, paradoxi-
cally, the trustees are also there to carry on
the donor’s interests, and, as time goes by
and conditions change, these may well begin
to fall a good deal short of what Independent
observers would then consider to be of great-
est benefit to the public. Nonetheless, the
trustees, out of loyalty to the donor, or a
sense of obligation to him or his family, may
be reluctant to change with the times.

Andrew Carnegle foresaw this difficulty
when in his letter of gift establishing Car-
negle Corporation he said:

“Conditions upon the earth inevitably
change; hence, no wise man will bind trustees
forever to certain paths, causes or institu-
tions. I disclaim any intention of doing so.
On the contrary, I give my trustees full au-
thority to change policy or causes hitherto
aided, from time to time, when this, in their
opinion, has become necessary or desirable.
They shall best conform to my wishes by
using their own judgment.”

There is also the problem of broad com-
position. If trustees have a responsibility to
serve the public interest, should they then
be so selected as to be representative of the
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public? Foundations have been equivocal on
this question. Some have denied the need
for representativeness and have taken the
view that trustees can best serve the general
interest precisely by not being representative
of special interests. Others have taken tenta-
tive steps to provide broader representation
in their boards but have not admitted the
prineiple in full, It remains an area of con-
fusion and is one that will probably become
increasingly troublesome.

Taking the field at large, one would have
to question whether there is to be found to-
day in most foundation boards an adequate
variety of trustee experience with current
problems of the society. A study of board
membership would probably reveal that
trustees are largely drawn from the same
social class, the same age group, the same
professions, the same educational back-
ground, the same sex, and the same race.

A final internal form of public account-
ability is provided by the annual reports
which some foundations publish voluntarily.
These reports usually include a list of trust-
ees and senior staff, a description of the
foundation's program interests, a list of its
donations for the past year including the
purpose, reciplent, and amount of each
grant, and a complete financial statemeht
including a breakdown of administrative ex-
penses. Unfortunately, although the issuing
of such a report is a basic canon of good
foundation practice, most foundations still
fail to comply with it. Of the 249 founda-
tions with assets of over $10 million, less
than a third ever issued a report and fewer
than a quarter do so regularly each year.
Various excuses for not publishing reports
have been advanced by foundations over the
years, none of them convincing. The record
has improved slightly with time but is still
reprehensible.,

Potentially, there ls no more important
form of accountability than these published
reports, especlally were they to include some
explanation of how the foundation sees its
particular program of grants serving the
public interest and specifically the public
interest as it relates to soclal change. This,
of course, amounts to asking foundations
to expose themselves to the full glare of pub-
lie scrutiny and possibly of public censure
or ridicule as well as approbation. But it is
not too much for soclety to expect, and
perhaps even require, in return for the un-
usual freedom which it gives to foundations.

AN INDEPENDENT APPRAISAL

Various suggestlons have been made in
recent months as to how the foundation
field could provide itself with a continuing
means of independent, non-governmental
appraisal. These proposals clearly reflect a
growing feeling that present forms of public
accountability are inadequate to the times
and a fear of increased governmental regula-
tion. None of the designs for an appraisal
mechanism has been able to answer two
hard questions: How can it be adequately
financed and yet be—and be seen to be—
sufficiently independent of the foundations
to win public confldence? And how can
sharp enough teeth be put into its work
to bring about real reforms in the field?

The need for public accountability by
foundations presents a complex set of prob-
lems to which there is probably no single
solution and certainly no easy one, More
likely the answer will be in a variety of steps,

Perhaps, for example, the foundations, large
and small, which see themselves as seml.
public institutions oriented principally tos
ward the public, should find new ways of
coming into closer assoclation with one an-
other to further their common belief in the
necessity for public accountability. In so do-
ing they might begin to refer to themselves
as the “Independent foundations,” signifying
their difference from other types of founda-
tions and giving themselves a separate iden-
tity in the eyes of the public,
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Perhaps the functions of the Council on
Foundations and Foundation Library Center
should be considerably expanded and in the
process each organization provided with a
set of sharp incisors. For example, the Coun-
cil might develop a code of good foundation
practice as a basis for membership in it and
the Library Center might make its studies
and publications more pointedly critical of
certain foundation practices.

Perhaps all foundations over a certain
minimal size should be required by law to
publish a comprehensive annual report for
distribution to the public.

Perhaps the foundation field itself should
set up an independent commission to review
the present state of the field and make
recommendations as to how foundations
might more effectlvely serve the public in-
terest. The purpose of such an enquiry would
not be inquisitorial, although the commis-
sion should not shrink from calling attention
to wrongdoing where found, but a construc-
tive effort to help foundations attain the
highest degree of social value of which they
are capable.

These and other ideas should be given
serious consideration by all who value foun-
dations. For otherwise —that great social in-
vention which has done so much for Ameri-
can life and, indeed, for mankind over the
past half century may find itself first fettered
and then destroyed by a society which has
lost faith in it. It has happened to social
institutions before.

Mr. MILLS. Mr, Chairman, I yield 15
minutes to the gentleman from Florida
(Mr. GIBBONS) .

Mr. GIBBONS. Mr. Chairman, most
everyone on the committee can always
breathe a sigh of relief when I get up
to speak, because I am the last man on
the committee, and I am usually the
“tail end Charlie” in the discussion. I
hope that happens here today, because I
think the House has perhaps heard
enough about this particular tax bill
and it is ready to vote.

Mr. MILLS. Mr. Chairman, will the
gentleman yield?

Mr. GIBBONS. I am glad to yield to
the distinguished chairman.

Mr. MILLS. I wish to call my friend’s
attention to the faet that even though
he may be at the end of the row on the
Democratic side, I know of very few
people who have made more contribu-
tions than he has to the working of this
committee. In the short time he has
been on the committee he has always
been active and kept us *“on our toes.”

Mr. GIBBONS. I thank the chairman.
I appreciate his statement.

I do not think there is anything I can
add to that at all, except that I appreci-
ate it.

I must say this. I had not known the
chairman of the Ways and Means Com-
mittee very well before I had the oppor-
tunity to serve on that committee, and
one of the virtues the gentleman has, in
addition to his great knowledge of this
matter, is the great patience he has par-
ticularly with those of us who have very
little knowledge of the subject matter
on which we discourse. I hope the gentle-
man will remember that as we discuss
the matter here today and be as patient
now as he has been in the past.

Mr. FOREMAN. Mr. Chairman, will
the gentleman yield?

Mr. GIBBONS. I yield to the gentle-
man from New Mexico.
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Mr., FOREMAN. Mr. Chairman, I ap-
preciate the gentleman’'s helpful re-
marks in the informal sessions concern-
ing this tax bill. I know the gentleman
has been studying the bill closely and
he has answers to many of our ques-
tions. The question I have is that we
hear much about the tax deduction that
is given to the people in the middle-in-
come bracket. After looking at yester-
day's Recorp, and after hearing yester-
day's debate, we heard about several bil-
lion dollars decrease in personal taxes to
be paid in the future under this legis-
lation. Can the gentleman specifically
tell me what the decrease in taxes will
be for an individual making $6,000 to
$8,000 per year if this legislation is en-
acted? What will be his benefit in 1970
and 1971 and 1972? Can the gentleman
give me some approximation? I have
read in the papers it will be a reduction
of about $44 per year. Is that approxi-
mately correct?

Mr. GIBBONS. I would say it is a
little more than $44. It is not a tremen-
dous amount of money. Unfortunately,
the tax bracket the gentleman picked
out is the tax bracket where Americans
are most numerous. In order to get a lot
of money to those people, we would have
to have a rather massive tax reform, I
say this is not massive tax reform.

I made a statement prior to coming
on the floor that this is a sort of Robin
Hood and motherhood bill. I cannot find
many people who are opposed to it at
this stage of the discussion. I think it
tends fo take away from the wealthy
people in our society and give to the less
wealthy and to the middle-income peo-
ple, But let us face it, the most numerous
people in our Nation are the least wealthy
and the middle income, and we could not
take away from the very wealthy and
give to the least wealthy and the middle
income without massive tax reform. So
the gentleman’s fizures may be approxi-
mately correct.

I have not figured it out as the gen-
tleman from New Mexico has. The bill
does give relief for most taxpayers for
the first time in 30 years, because we
are moving in a new direction. We have
had a great piece of American fiction
going about, year after year, about the
direction in which the tax laws have
been moving. The gentleman and I
may have worried about the fellows who
got themselves caught in that T70-per-
cent income tax bracket, but if we take
the whole income tax system we have
been talking about and analyze it, for
instance if we take 100,000 tax returns
as a sample, we will find the average tax-
payer begins paying at around 7 per-
cent of his real economic annual in-
come and when he reaches $200,000 to
$300,000, he would be paying taxes at
about 30 percent of his total economic
income, and when he hit about the $1
million income mark, he would be pay-
ing taxes at only about 25 percent of
his economic income.

So we have had a great piece of folk-
lore about many people being caught
in the upper economic bracket, at the
70-percent rate. So when we try to help
the lower-income and the middle-income
taxpayers, it cannot be done as dramat-
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ically as we all might hope it could be.
So there is some relief for the middle-
income taxpayer, although there is not
as much as I would like to see for him.
I think Congress can do more for him,
and I hope it will do more for him in
the future.

Mr. FOREMAN. Mr. Chairman, if the
gentleman would yield just 1 additional
minute, I would like to ask the gentle-
man another question. I am not so con-
cerned myself, as the gentleman indi-
cated, with the burden on the 70-percent
bracket individual right now, as I am
concerned about the individual in the
$6,000 to $7,000 income bracket. I just
have the feeling, if what I read is cor-
rect, that this taxpayer is going to be
terribly disillusioned when he sees this
great tax reform and tax relief bill com-
ing forth and it saves him only 10 cents
or 12 cents a day. I would like to ask
the gentleman from ¥Florida if this is
about what the middle-income taxpayer
can expect of this legislation.

Mr. GIBBONS. Mr. Chairman, I have
not figured it out on just that basis. If
we are saving that taxpayer that little
bit, it is far more than we ever have saved
him in the past, and it is going in the
right direction. We may not be going
in that direction fast enough, and it is
not enough for me, but we &re moving
in the right direction. As the gentle-
woman from Michigan (Mrs. GRIFFITHS)
pointed out, the history of this Congress
in the last 30 years has been that we
put more burden on the middle- and
lower-income taxpayer, and at least this
bill reverses that trend.

At least we have reversed that trend.

I said in the beginning that I am the
lowest ranking member on the commit-
tee, the newest member, and I want to
frankly admit I do not know all I ought
to know about this tax bill. I have a
great deal of respect for the integrity
and the ability of my colleagues, par-
ticularly the ranking minority member
and the chairman, for their diligence and
the great work they have done in bring-
ing about this type of reform. It tock
great courage and great strength to do
what has been done.

I believe we can do more. I believe
we ought to do more. I hope that the
committee, the Congress, and the public
as a whole will adopt an agenda which
will make it possible for us to continue
on this reform, because much needs to
be done.

I hope that in the future our tax code
will never get as out of date as it has
gotten. The gentleman from Wisconsin
(Mr. ByrnEs) pointed out very tellingly
in his opening remarks that the tax code
is in pretty bad shape because it had
been neglected by the administration,
and perhaps by the committee.

Some of the problems we have were
not publicly known, and were not known
by the committee. But let us resolve not
to get in that shape again.

I hope the committee will tackle as
soon as possible the problems of estate
and gift taxes, and do it in this session
of the Congress. The chairman has sig-
nified his willingness to go ahead. I, for
one, certainly back him.

Let us look at the other tax prefer-
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ences which are still left in the code.
The fact that we now are adopting some-
thing called a “limit on tax prefer-
ence”—this LTP—is an admission on
our part there are still plenty of prefer-
ences in the code. I, for one, would like
to take up the preferences and examine
them one at a time, to see whether or
not these preferences are justified as
being in the best interest of this Nation
and not perhaps in the best interest of a
particular taxpayer involved.

I believe just at this point a review of
some of the things that look like prefer-
ences should be reexamined.

We still tax at full rates, as ordinary
income, a man’s labor and a man’s skill,
although in this bill we do make a step at
stopping the tax at 50 percent of the
man's labor and the man’s skill. But we
still allow income on accumulated wealth
to be taxed at one-half rates. I believe
we ought to examine that.

We need to examine the whole area
of local government financing, I am talk-
ing about local government bonds. We
have made a constructive step in the
right direction to encourage local gov-
ernments to issue taxable bonds and per-
haps find new ways of financing local en-
deavors. I believe we ought to look at
that more in the future.

Percentage depletion has perhaps been
the fire which motivated tax reform as
we have it here today. This is percentage
depletion for all minerals, and particu-
larly the energy minerals, and it should
be reexamined in light of our national
need and in light of the economic impact
on our society.

The whole area of accelerated depre-
ciation, of depreciation itself, should be
reexamined in an orderly fashion.

Then there are those deductions that
all of us look for when we itemize our
returns, They could stand a reexamina-
tion, as to whether they serve worthwhile
purposes in our system.

There still is, of course, a great oppor-
tunity for some people in our society to
receive at least tax-free and interest-
free loans because of tax preferences if
they participate in some types of farm-
ing because of the difference in account-
ing rules for farming operations and the
operations of ofher normal types of busi-
ness. I see here on the floor my colleague
from the State of Florida (Mr. HALEY)
who has fought such a valiant effort to
try to do justice in the area of farming
in our own State. I know he has con-
tributed to doing something about taking
tax gimmickry out of farming and put-
ting it on a sound economic basis.

These are the kinds of substantive
things we need to reexamine, In the lit-
tle remaining time I have I want to talk
a little bit about legislative procedure.
I hope when the committee meets again
we have specific pieces of legislation be-
fore us rather than a broad range of sub-
ject matter such as we have had in our
very extensive hearings this year, be-
cause I believe we can elicit more help-
ful criticism from interested people
about specific pieces of legislation rather
than broad subject matter.

I hope more of the deliberations of
the committee can also be made public.
In fact, I have no fear of a markup ses-
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sion of a committee in public. I know of
a committee of the Congress I have
served on that now marks up their leg-
islation in public. Frankly, I find this a
very salutary thing. It is very comfort-
able to mark up legislation behind closed
doors, but I hope that we can mark up
future tax bills out in the open. I am
prepared to support a modification of
the rules of this House as far as debate
is concerned for considering tax legis-
lation.

I have always said our amendment
process on the floor as being a little bit
too haphazard. What I suggest for the
Committee on Ways and Means could
well be done for some other committees
of the Congress. The most meaningful of
all debate comes during the amendment
process, and I would like to see it made
use of in debate on tax legislation. I
would not want a helter-skelter type of
amendment, dashing it off on a piece of
paper and running up to the Clerk and
having it read off and voted on, but I
would like to see an orderly procedure
such as we have in courts of law and in
pretrial conferences which develop the
issues and the truth. We can do it here,
I believe. I would suggest that amend-
ments that are to be offered by Members
ought to be printed in the CONGRESSIONAL
Recorp far enough in advance so that
the committee and the agencies have a
chance to comment on them. Then the
committee chairman or the committee
itself could sit and decide in which order
the amendments would be debated. In
that way we could do justice to the ideas
that the Members have.

I have stood behind the table and the
microphone there and made a motion
to cut off debate. It always hurts me
to think that we had to cut off conscien-
tious Members of this House who had
prepared amendments which ought to be
debated in a logical and orderly manner
but who were unable to present them.
This is the kind of agenda that I hope
we as a Congress or as a committee will
be able to accomplish. What we have
done here I feel has been a good step
and a step in the right direction, but
there is much more to be done. I hope
the energy and the momentum that has
been generated here for meaningful tax
reform will continue. I hope that Mem-
bers and the public will not be tran-
quilized by the pill that we are about
to swallow here, I hope that we will con-
tinue with tax reform. This great Re-
publie can survive if we have people who,
as in the past, have paid their taxes
largely voluntary and on an equitable
basis, largely because they have a love
of their country and want to support it.
I want to see a tax system that is never
burdensome; but one which is honored
largely because people have faith in its
equity and justice and its definiteness.
These are the kinds of things I hope we
will stand for.

Mr. BYRNES of Wisconsin, Mr. Chair-
man, I yield 5 minutes to the gentleman
from California (Mr. UTT).

Mr. UTT. Mr. Chairman, I take this
time to propound a series of questions to
the chairman of the Committee on Ways
and Means with reference to the treat-
ment of depreciation on the regulated
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public utilities. The first question di-
rected to the chairman of the committee
is on section 451 of the tax reform bill
which relates to depreciation allowance
on certain regulated industries. Is it not
true under this new section a utility tax-
payver depreciating existing property on
a straight line basis must continue to do
the same?

Mr. MILLS. The answer is “Yes.”

Mr. UTT. The second question is as
follows:

Is it not the further intent of this
provision that if a utility is normalizing,
it may continue to do so, but cannot flow
through?

Mr. MILLS. The answer is “Yes” with
respect to its inability to flow through
the benefit. It may remain on normaliza-
tion with reference to future assets, un-
less the regulatory agency requires those
on an acceleration basis to go to the flow
through procedure. In this case the com-
pany can only use straight line depreci-
ation. What we say is that the utility in
the future with reference to future as-
sets will be on a straight line unless the
regulatory agency permits accelerated
depreciation under the normalization
method.

Mr. UTT. The third question is this:

Am I correct in my understanding that
if a utility taxpayer is already flowing
through, it may continue to do so?

Mr. MILLS. The answer is “Yes.”

Mr. UTT. Is it not the fact that these
conditions arise from the fact that sub-
section (1) (B), which is added to section
167 of the Internal Revenue Code, added
the requirement of subsection (2) only
where subsection (2) “is applicable,” that
is to say in the case of a utility previously
using normalization?

Mr. MILLS. In large degree this is
true.

Mr, UTT. Is my understanding correct
that under the new subsections (3) (A)
and (B) relating to new property, a cov~
ered utility using straight-line deprecia~-
tion must continue to do so unless it
shifts to normalization?

Mr. MILLS. The answer is “Yes.” Of
course it can use normalization only if
permitted to do so by the regulatory
agency.

Mr. UTT. Is it not also correct that
utility taxpayers covered under this sec-
tion previously flowing through may con-
tinue to do so for new property?

Mr. MILLS, The answer is “Yes.”

Mr. UTT. Now, the final question, Mr.
Chairman:

Is it not the intent of the reference of
subsection (3) (B) to “property of the
same kind” to encompass all new public
utility property subsequently added by a
utility taxpayer who previously used flow
through with respect to its existing util-
ity property?

Mr. MILLS. This means that the tax-
payer, if he has property subject to flow
through and acquires other property of
the same type and kind, may take flow
through on this also.

Mr. UTT. I thank the chairman very
much.

Mr. BYRNES of Wisconsin. Mr, Chair-
man, I yield myself 1 minute.

Mr. Chairman, I have taken this time
while the chairman of the committee is
available to call his attention to an in-
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quiry that was made of me and the advice
that I gave the individual. I want to see
whether the chairman concurs that the
advice I gave this individual was correct.
This relates to the area, Mr. Chairman,
of unrelated business income and its re-
lationship particularly to fraternal so-
cieties, orders, and associations. You will
notice on page 88 of the bill that we pro-
vide that “exempt function income™ in-
cludes funds which are permanently
committed to certain general purposes.
These purposes are set forth at lines 1
through 5 on page 89.

The question arises with respect to
what is “permanently committed.” I
have advised these people that if action
is taken by the governing body of the
organization to insure that the funds
are to be used for such purposes that
they will be considered permanently
committed. In other words, it does not
necessary have to be permanently com-
mitted under some State law or contract.
It seems to me that that is a correct in-
terpretation because we do say further
on that in the event the funds are used
for other than these purposes——

The CHAIRMAN. The time of the gen-
tleman from Wisconsin has expired.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield myself 2 additional minutes.

The CHAIRMAN. The gentleman from
‘Wisconsin is recognized for 2 additional
minutes.

Mr. BYRNES of Wisconsin. As I was
saying, it seems to me that that is a
correct interpretation because we do say
further on that in the event the funds
are used for other than these purposes
then they shall become taxable.

The reason this question arises, Mr.
Chairman, is because some of these as-
sociations do have funds that are gen-
erated and accumulated and added to
surplus under rather general terms such
as “unassigned funds,” and yet those
funds are dedicated and used exclusively
for either the basic charitable and be-
nevolent purposes of the organization or
for insurance purposes, but the law does
not require them necessarily to main-
tain such funds.

Mr. MILLS. Mr. Chairman, I would
say to the gentleman from Wisconsin I
agree completely with his interpretation.
Let me add this. Neither does the ex-
pression ‘“which is permanently com-
mitted” mean that there is a legal bind-
ing contract involved.

Mr. BYRNES of Wisconsin. It is in-
tended that some action has been taken
by the organization itself which makes
it clear that these funds are accumulated
for these general purposes.

Mr. MILLS. I agree with the gentle-
man entirely.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I thank the gentleman.

Mr. Chairman, at this time I yield 5
minutes to the gentleman from North
Dakcta (Mr. KLEPPE).

Mr. KLEPPE, Mr. Chairman, the tax
reform-revenue legislation before us to-
day deserves overwhelming approval for
two reasons:

First. It shifts a considerable tax bur-
den from low- and middle-income tax-
payers to those who are better able to
pay, including some wealthy people who
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have paid little or no income taxes in
the past.

Second. It is an act of fiscal responsi-
bility which will assure another budget
surplus in fiscal year 1970 and will help
to put the brakes on inflation.

Not everyone will find H.R. 13270 com-
pletely to his liking. In fact, there is
strong opposition to some sections of the
bill by many groups and individuals.

I know that some State and municipal
government officials are concerned over
the section relating to their bond issues.
I have been personally assured by Treas-
ury Department officials that such bond
issues will not be adversely affected.

I have some reservations concerning
the provisions relating to oil depletion,
savings and loan institutions, and farm-
er-owned cooperatives. The House Ways
and Means Committee has made its deci-
sion, however, and it seems to me that
the arguments for approving the total
package heavily outweigh those which
may be made against it. The choice which
confronts this body is to approve or re-
ject the measure as it stands, without
amendment of any kind. I shall support
the bill.

The so-called hobby farming provision
undoubtedly meets a popular demand for
reform but livestock producers, includ-
ing both large and small operators, are
losing some of the tax depreciation ad-
vantages they previously had.

I would have liked to see the T-percent
investment credit continued for small
business and farmers on expenditures
up to $20,000.

At the same time, I realize that the
House Ways and Means Committee had
to resolve a myriad of conflicting views
to arrive at a measure which represented
genuine tax reform and fiscal responsi-
bility. I commend the chairman and the
members of the committee for producing
what I believe is the greatest overall tax
reform measure in history.

The number of Americans who will
benefit from this act far exceeds the
number who will be adversely affected.
The reduction in the 10-percent sur-
charge to 5 percent next January 1 and
its complete phaseout June 30, 1970, rep-
resents a significant tax cut for most
individuals and corporations. There will
be further tax relief this year for those
at the lower end of the income ladder.
Those in the middle brackets will receive
additional reductions beginning in 1970
and there will be some further cuts be-
ginning in 1971 for most taxpayers.

The proposed legislation eliminates
some of the tax inequities affecting single
persons and especially widows and wid-
owers with children 19 years of age or
under and in college.

When this measure becomes fully ef-
fective, the Nation will have a tax struc-
ture which is infinitely more fair and
equitable than the present one. Because
of the uncertainty surrounding tax re-
form, city and State governments have
been seriously handicapped in their at-
tempts to issue bonds at reasonable in-
terest rates. I would hope that Congress
will approve the tax reform-revenue bill
quickly to rectify this situation and to
resolve the present uncertainty concern-
ing future tax liabilities by all taxpayers.
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It is my further hope that with the
passage of this bill there will be a general
reduction in interest rates and a cooling
of the inflationary forces at work in our
economy.

Mr. Chairman, we have before us the
most complex and the greatest tax re-
form bill in the history of our Nation.
Many of us can find many questions to
ask and have many areas of concern
about many sections of this bill. Very
specifically, I would like to dwell on just
one section that concerns me a great
deal, and that is the section on munici-
pal bond treatment, municipal interest
treatment.

Mr. Chairman, I am concerned about
this section because a number of years
ago I used to be the mayor of Bismarck,
N. Dak., and I learned then the problems
of financing improvements and services
in a municipality. It seems to me that
anything we might do now that would
make it more difficult for municipalities
to finance their operations would be a
move in the direction of forcing the
cities to come to Washington to get their
services paid for or financed.

So, Mr. Chairman, I wonder if the
gentleman from Arkansas (Mr. MiLLs),
the chairman of the Committee on Ways
and Means, would give the Committee
his comments and his interpretations on
the changes in this bill regarding financ-
ing municipalities and the interest treat-
ment on the bonds.

Mr. MILLS., Mr. Chairman, will the
gentleman yield?

Mr. ELEPPE. I will be glad to yield to
the gentleman from Arkansas.

Mr, MILLS. I thank the gentleman for
yielding, And I would also ask for the
attention of my friend, the gentleman
from Wisconsin (Mr. BYrNES), so that
?ie may also participate in this discus-

on.

Mr. Chairman, the gentleman from
North Dakota has asked me to make a
brief statement about what the bill does
on the issue of municipal bond interest.

Let me start off by saying that there is
nothing in the bill which is before the
House that imposes any direct tax upon
the interest on outstanding issues or on
future tax-exempt issues. There are
about 35 percent of the outstanding
bonds of the cities, States, and local
governments that are owned by individ-
uals, partnerships, and personal trusts.
The rest of them are owned by corpora-
tions. There is nothing in the bill, di-
rectly or indirectly, that affects the 65
percent of the bonds held by other than
individuals.

There are two provisions in the bill
that have application to the interest re-
ceived by individuals.

If a person has more tax preference
amounts—including interest from these
bonds—than he has taxable income, then
he would be affected by the limit on tax
preference, the LTP provision.

An example of this would be, if the
gentleman would yield further, where a
person has $100,000 of taxable income.
Assume he also has $150,000 of tax pref-
erence amounts, including $100,000 of
tax-exempt bond interest.

You add the two together making
$250,000 and you divide by two in this
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instance to get the taxable income. In
this way the tax base is increased to
$125,000, instead of $100,000, but there
is no way of saying what is the origin
of the amount added.

Now there are few people in this cate-
gory and I am sure the gentleman from
North Dakota would agree with me. I un-
derstand there might be something like
20,000 or 30,000.

Mr. KLEPPE. The gentleman agrees
that it is a very small percentage.

Mr. MILLS. It is a very small percent-
age. Therefore, the only bond ownership
that would be affected by this limits on
tax preference—which is the outer pe-
rimeter against avoiding taxation—is
that seeking a preference or a shelter.
We will see to it with this provision that
no one can use the ownership of tax-
exempt bonds or other preference
amounts to avoid completely the payment
of taxes on sizable incomes.

Mr. BYRNES of Wisconsin, Mr. Chair-
man, will the gentleman yield?

Mr. KLEPPE. I yield to the gentleman.

Mr. BYRNES of Wisconsin, Mr. Chair-
man, even to make sure that the impact
of this on the outstanding bond was a
minimum impact, we said it should be
over a 10-year period.

Mr. MILLS. Yes; over 10 years.

Mr. BYRNES of Wisconsin. Over a 10-
year period.

So in the first year the individual could
only report in his limited tax preference
category 10 percent of the interest that
he may have received on tax-exempt
municipals. So there cannot be any very
heavy impact on the market so far as the
action taken by this committee is con-
cerned.

Mr. MILLS. Mr. Chairman, will the
gentleman yield further?

Mr. KLEPPE, I yield to the gentleman.

_Mr. MILLS. The allocation of deduc-
tions rule applies only to interest with
respect to bonds issued in the future.
In that instance, as well as in the case
that the gentleman from Wisconsin (Mr.
Byrnes) and I talked about, there is
again a 10-year period before you get
to a full inclusion of new issues of tax-
exempt bonds even for the allocation of
deductions—10 percent the first year on
new bond interest, and so forth. This
provision does not apply to issues already
outstanding. It only applies to new bonds
isued in the future.

To me these two things could have
hardly any effect upon the sale of tax-
free municipal bonds.

The other thing that we did which
caused some people to object, even on
the committee, was to offer the mayor,
let us say, of Bismarck or Little Rock
or any other city, an alternative way to
get funds for the purpose of city needs.
That is the subsidy route where a city
elects ¢r does not elect on its own—as
to whether it wants to use this route.
There is no obligation to do so unless it
wants to. But if it elects, on its own, to
issue taxable bonds, then we will pay up
to 40 percent of the cost to the city of
the interest.

Mr. KLEPPE. I thank the gentleman
from Arkansas.

Mr. MYERS. Mr. Chairman, will the
gentleman yield?
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Mr. KLEPPE, I yield to the gentleman.

Mr. MYERS. If this is elected by the
city to issue taxable bonds, is the pay-
ment by the Federal Government and
the percentage of reimbursement of
that tax negotiable before the bonds are
issued or after?

Mr. MILLS. The city can issue taxable
or tax-exempt bonds or issue some of
each. It can do anything it wants to do.

Mr. MYERS. Then they could split the
issue. For example, if it is a million
dollar issue, and then they could issue
$500,000 taxable and $500,000 nontax-
able?

Mr. MILLS. The city government could
do anything it wants to. If they use the
subsidy route, it may be used to any
extent that they want to.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I think there has been a misunder-
standing, I cannot conceive of a means
whereby we would give more flexibility
to a State or locality in providing Fed-
eral assistance for financing needed lo-
cal or State projects. We simply say that
if the State or local government elects,
the Federal Treasury will subsidize up
to 40 percent of the interest cost on its
borrowing. All that is required for that
subsidy is that bond carry notice that it
is a taxable bond and that the munici-
pality does not assert or that the State
does not assert its right to have interest
on its borrowing tax exempt.

The municipality waives it or the State
waives the right to claim exemption and
it is a taxable bond. Then we will sub-
sidize a part of the interest. There is no
control over whether or not they elect
to do so or do not nor is there any dis-
cretion on the part of the Secretary of
the Treasury or anybody downtown to
say, “Oh, no,” to Bismarck, “you cannot
issue it. We will not do it on this issue.
We will do it only on another one.”

The determination is made basically
by the community or the State itself, and
the Federal Government automatically
comes into play in terms of subsidizing
that interest, and it is funded from the
very fact that you collect a tax then on
that interest.

Mr. ELEPPE. The gentleman from
Wisconsin is then saying that it is going
to be no more difficult for municipalities
to finance their operation and their serv-
ices in the future than it has been in
the past?

Mr. BYRNES of Wisconsin. Fundamen-
tally, it is our objective to make it easier.

Mr. KELEPPE. That is what I thought
the gentleman said. As I understand the
gentleman from Arkansas, this is com-
parable to his thoughts.

Mr. MILLS., That
thought.

Mr. KLEPPE. I want to express my
appreciation to the gentleman from Ar-
kansas and the gentleman from Wiscon-
sin for their explanation of this, because
I believe there is some degree of mis-
understanding on this, and I do believe
that it is a very vital part of this bill. I
appreciate the collogquy we have had on
it. I wish to compliment the committee.
I know the committee has been in a
“pressure cooker” for some time on this,
the greatest tax reform bill of all. I want
to add my compliments and indicate my

is exactly my
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support for the bill, because I think the
good far outweighs the bad, and that is
what we have to look at when we look
at this legislation.

Mr. ULLMAN. Mr. Chairman, I think
it is very important we have in the
Recorp a full explanation of the tax
exempt bond situaticn as it appears in
this bill.

SETATE AND MUNICIPAL BONDS

There apparently is a misunderstand-
ing in some quarters of the impact of the
provision in the bill which offers State
and municipal governments an opportu-
nity to issue taxable bonds. I want to
clarify for my colleagues what the bill
offers, what it does not offer and why
it is an important innovation which
should substantially help in financing
local government capital projects.

First, let me explain how the provision
works. Actually the provisions are very
simple. State and municipal governments
are given the opportunity—it is entirely
voluntary on their part—to issue new
obligations which will be fully subject
to Federal income taxation. In exchange,
the State and local government issuing
the bonds will receive a subsidy from the
Federal Government which will more
than compensate it for differences in in-
terest yield between a tax-exempt bond
and the taxable bond issued.

A permanent appropriation is provided
for these payments of the type available
for interest on the public debt. As a re-
sult, these payments will not be subject
to further congressional consideration.
The Secretary of the Treasury will simply
be required to make the periodic interest
payments to the States or localities as
they become due. No action by Congress
will be needed to appropriate these funds
other than the enactment of this bill.
After enactment, as I have said, the in-
terest payments will be made in the same
manner that the Treasury pays the in-
terest on the debt of the Federal Govern-
ment.

The interest yield on all new issues of
taxable municipal bonds will be deter-
mined by the Secretary four times a year,
on a calendar quarter basis. Once the
interest subsidy for a State or local bond
issue is determined, it will remain the
same on that particular issue for its en-
tire life. By requiring the Treasury to
specify this calculation quarterly, every-
one concerned will know immediately
what is the base for the subsidy will know
immediately what is the base for the sub-
sidy and, from this, can determine the
amount of the subsidy.

As it presently stands, the bill provides
for a range within which the Secretary of
the Treasury may determine the percent-
age of the taxable yield that will be paid
by the Federal Government. The per-
centage is to be determined quarterly and
announced immediately before the begin-
ning of each calendar quarter. The range
will be 30 to 40 percent of the taxable
interest yield in the case of bonds issued
in the first 5 years, and 25 to 40 percent
beginning in 1975.

I would prefer a fixed percentage range
for the Federal interest payment and I
am pleased now with the decision of
the Treasury—that was announced by
Chairman Mrirs before the Rules Com-




22746

mittee Tuesday—to recommend to the
Senate that the permanent Federal con-
tribution be a flat 40-percent differential.

When there is a balance of demand
and supply of money in the credit
markets, the interest differential be-
tween tax-exempt and taxable bonds
tends to be about 25 to 30 percent. A
flat 40-percent rate will recognize the
need to make funds available to the
States and municipalities at reasonable
rates of interest.

Fixing the percentage differential at
40 percent will mean that local govern-
ments will be able to undertake their
large backlog of needed capital projects
even when tight money markets prevail.
It means that municipal governments
will be able to enter the money markets
in all phases of the economic cycle and
to obtain funds for the needs of schools,
sanitation facilities, antipollution facil-
ities, and streets and highways.

One of the most important aspects of
this provision is the absence of any pos-
sibility under this provision for Federal
evaluation of the purpose of the bond
issue. There is no review by the Federal
Government, any of its agencies, or a
newly constituted authority, of the ad-
visability of the local project or of the
issuer’s ability to repay. This means that
the provision preserves the independent
decisionmaking authority of the State
and local governments that is so funda-
mental to the Federal concept of

government.
This and other characteristics of the
provision in this bill have great advan-

tages over the urban development bank
bill and its variations. That type of pro-
vision calls for an agency that would
review the purpose of the bond issue and
the issuing government’s ability to pay.
Under such a provision, the State or
local government would lose its inde-
pendent financial status.

If the considerable benefits I have dis-
cussed are conveyed in this section of
the bill, why are there so many com-
plaints? Who are they from? To some
extent the complaints reflected the gen-
eral uncertainty about what the Ways
and Means Committee would offer on
this subject. Many complaints from local
and State officials reflected apprehen-
sion and misunderstanding about the
provisions. But it seems to me that they
should be satisfied since they have seen
the language of this section. Moreover,
the Treasury’s announced intention to
request a flat 40-percent differential it
seems to me should remove all their
doubts about this bill.

Municipal bond dealers have voiced
opposition to the bill because they be-
lieve it will contribute to a highly un-
stable market. The uncertainty about
what Congress will enact unquestionably
leads to an unstable market for a brief
period. These gentlemen, however, are
concerned about another source of in-
stability. Until now, they have enjoyed a
monopoly of the municipal bond market.
Only a small number of firms have spe-
cialized in the tax-exempt bond market.
When taxable bonds are issued by State
and loeal governments, they no longer
will require underwriting by a small
group of specialists, but any firm that
handles taxable bonds will be equipped
and experienced to handle them.
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This brings me to the last point I
want to make on this subject. The mar-
ket for tax-exempt bonds is rather small,
consisting primarily of commercial banks
and wealthy individuals who find that
the benefits of tax exemption outweigh
the lower interest yield. Taxablc bonds
that carry interest yields competitive
with all other taxable bonds of com-
parable quality will be able to compete in
a larger, broader market. The great bulk
of taxpaying individuals, residents in the
jurisdiction issuing the bonds, will find
the higher yield an attractive investment
even though taxable because they are
not in high enough tax brackets to find
tax-exempt bonds a good investment.
Many institutions whose income is tax
exempt—or taxed at very low rates—will
find the higher yield on taxable munic-
ipals very afttractive; these include
State and local government retirement
systems, pension plans established under
collective bargaining, educational insti-
tutions, and various private and chari-
table foundatons.

Commercial banks which are so large
a part of the municipal bond market will
not abandon it, as has been sc often
predicted. The differential—especially
when fixed at 40 percent—will more than
offset the effective tax rate on bonds that
is expected to prevail after enactment
of this bill's provisions. And the same will
be true, to a lesser extent, of the various
forms of savings institusions. Further-
more, many commercial banks are guided
by feelings of civic responsibility that
will deter their exodus from this market.
Many banks are authorized to under-
write local bond issues which places them
under some obligation to hold a share
of the issue, and since local government
funds are deposited with local banks,
that is another source of a sense of obli-
gation that will retain commercial banks
in the municipal bond market.

In summary, there are well defined ad-
vantages to the subsidized and taxable
municipal bonds. The issuing govern-
ments can choose the tax-exempt or
taxable route for each new bond issue;
it is entirely a voluntary matter, The pro-
vision applies prospectively. The Federal
Government’s share of the interest cost
will be paid from a permanent appropri-
ation, and the Federal Government is
not granted any powers to approve or
disapprove each issue. In all probability,
the taxable bonds will find a broader and
thicker market of prospective buyers
than the present thin market for tax-
exempts.

Mr. DON H. CLAUSEN. Mr. Chair-
man, will the gentleman yield?

Mr. ELEPPE. I yield to the gentleman
from California.

Mr. DON H. CLAUSEN. Mr. Speaker,
I am pleased to associate myself with the
fitting and timely remarks of my col-
league from North Dakota, Tom KLEPPE,
relating to the tax-exempt position of
State and municipal bonds and related
maftters dealing with this tax-reform
and tax-revenue legislation.

The gentleman from North Dakota has
provided a great service to many of us
in asking a question of the chairman and
the ranking member of the Committee
on Ways and Means on the matter of the
overall effect of local government's abil-
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ity to accumulate capital for local public
facility requirements.

This reassurance which has been pro-
vided to the effect that the treatment
afforded State and municipal bonds in
this tax-reform measure will not jeop-
ardize local government's ability to ac-
cumulate these very vital funds, is most
gratifying and I thank the gentleman
from North Dakota, as well as Chairman
Mirrs and Mr. Byrnes for their clear
interpretation and clarification of this
very vital point of local government's
concern.

Certainly, many of our State and local
government officials are understandably
concerned, as I am and many people in
my district are, over the section in the
bill relating to their bond issues. This
assurance, coupled with that which I un-
derstand has been afforded by the Treas-
ury Department that these bond issues
will not be adversely affected, should
come as good news to those who have
written expressing their concern in this
areg.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield 5 minutes to the gentleman
from Iowa (Mr, GRoss).

Mr. GROSS. I thank the gentleman
from Wisconsin for yielding me this
time.

Mr. Chairman, if I may have the at-
tention of the chairman, the gentleman
from Arkansas (Mr. MiLrs), let me say
that I realize the figures have been given
previously, but I would like to get them
into today’s Recorp of debate. What is
the estimate of the net gain or loss of
revenue from this bill?

Mr, MILLS. Is the gentleman referring
to the amendment that we will offer or
the total of the bill?

Mr. GROSS. I do not know the details
of the amendment you are going to offer,
but I am talking about the estimated net
gain or loss in revenue as a result of this
bill.

Mr. MILLS. In calendar year 1970 if is
estimated there would be a revenue gain
of about $2.4 billion.

In calendar year 1971, there would be
a loss, without taking into consideration
growth in the economy, based upon the
existing situation, of about $1.7 billion.

In 1972 there would be a loss of slightly
over $4 billion.

In 1974 there would be a loss of about
$3.6 billion.

In 1979 there would be a loss of ap-
proximately $2.4 billion—not taking into
consideration the $10 to $12 billion of
growth in income year after year, which
would far more than offset this loss in
those years.

Mr. GROSS. All of which means it is
vitally important that we have spending
reform.

Mr. MILLS. Mr. Chairman, will the
gentleman yield on that point?

Mr. GROSS. Yes; I will be glad to yield
on that to the gentleman.

Mr, MILLS, Mr. Chairman, this is the
first time I have ever recommended any-
thing like this as a member of the com-
mittee to the committee or to my col-
leagues on the floor of the House. I do
think, however, that the Congress has as
much right with respect to the future to
say that some of the increment in taxes
from year to year will be returned to the
taxpayer, as it has to say that all of that
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inerement will be used in additional and
increased spending. So what we are try-
ing to do here is to tell the taxpayer
that after we get through this inflation-
ary sgueeze we are in now, we are going
to return a small proportion of this fiscal
growth money to him; that a liftle of
the fiscal growth money is going back
to the taxpayer. It is not going to remain
in the till for spending.

Mr. GROSS. The gentleman would not
care to put a time frame on the end of
inflation; would he?

Mr. MILLS. I am not an economist, as
my friend, the gentleman from Iowa,
knows, but I do think I see signs of im-
provement in our existing sitvation and
the leveling out of the inflationary pres-
sures that we have been under, So
whether it takes another 6 months or
another 4 months or another 12 months
in time to halt it completely, I do not
know, but I think I see the beginning
of our objective.

Mr. GROSS. Mr. Chairman, I sin-
cerely hope the gentleman is right, but
I do not share his optimism.

Now I would like to put a hypothetical
situation to the gentleman.

A husband and wife, each over 35 years
of age, now file a joint income tax return.
Suppose the husband has a $40,000 in-
come, We will call the husband A and
the wife B. Suppose they, taking into
account this bill, manage a friendly di-
vorce, and A pays half his earnings to B,
or $20,000 for alimony, but they continue
to live together. A files on $20,000 as the
head of the household, and B, the wife,
files on $20,000 as head of the household.
Is this income splitting possible under
the terms of this bill, if such an arrange-
ment could be worked out?

Mr. MILLS. Yes; if they do this. But if
they are in a State where common law
marriages are recognized and they con-
tinue to live together in the same house,
I would think they would be treated as
married for tax purposes. Of course, if
they live apart they are incurring the
expenses of two households.

Mr. GROSS. But if they live together
in the same house?

Mr. MILLS. If the agent found out
about it in a State recognizing common
law marriages I would think they would
be treated as married for tax purposes.

Mr. GROSS. Does the gentleman from
Arkansas have a provision in this bill for
a man in the house?

Mr. MILLS. No; the bill does not have
that.

Mr. GROSS. Or a man in the wood-
shed?

Mr. MILLS. No; we previously dis-
cussed that in another bill—in another
context.

Mr. GROSS. Or a man under the bed?

Mr. MILLS. We discussed all those fac-
tors when we had the matter of welfare
payments before us in 1967. This does
not involve the welfare program.

Mr. GROSS. It does not involve wel-
fare?

Mr. MILLS. It does not involve welfare
programs.

Mr, GROSS, If I could induce my wife
to enter into this sort of arrangement, it
seems to me it would be real welfare.
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Mr. MILLS. The gentleman is a very
persuasive man, but knowing his wife as
I do, I know he will never persuade her.

Mr. Chairman, I yield such time as he
may consume to the gentleman from
Missouri (Mr. BURLISON).

Mr. BURLISON of Missouri. Mr. Chair-
man, the Ways and Means Committee
has reported what will, doubtless, be the
landmark legislation of the 91st Con-
gress, the Tax Reform Act of 1969. The
sheer enormity of such an undertaking
is staggering. The law has not been ex-
tensively revised since its inception in
1913 and through pyramiding admin-
istrative rulings it has grown to monster
proportions, incomprehensible to all but
a handful of specialists. Simply to deter-
mine what needed to be done, the Com-
mittee on Ways and Means held hearings
extending over several months. They
listened to the testimony of 350 witnesses
and the published transcript fills 15 vol-
umes.

Probably no bill in history has had so
many conflicting special interest groups
compete to protect or improve their
status. Many of these special groups are
well financed and are capable of exerting
terrific pressure. Even though I am not
a member of the taxwriting committee, I
have been subjected to more pressure
than I had thought possible. In view of
the subtle and not so subtle coercion that
has been directed against Congressmen
generally and members of the Ways and
Means Committee in particular, H.R.
13270 is a remarkably comprehensive re-
form, attesting to the integrity and po-
litical courage of Chairman WILBUR
Mmnrs and his associates.

In spite of the pressures, I intend to
vote for the bill. That is not to say that
it is the best of all possible legislation.
Many preferences and shelters, more
popularly referred to as loopholes, were
narrowed without being closed. Nonethe-
less, one must accept reality and con-
cede that legislation can be approved
ginilsy through the processes of compro-

Like all tax bills, this one is being con-
sidered under a “closed rule.” This means
that no amendments other than those of-
fered by members of the Ways and Means
Committee may be introduced on the
floor of the House of Representatives.
The rationale for this policy is that tax
legislation is too complex to write on the
floor of the House. Since I do not serve on
the committee my choice will be either
this bill or nothing. Framed in those
terms, the decision to vote “yes” is com-
pelling. We have made a dramatic be-
ginning in tax reform. We have done
more than virtually anyone thought
could be done in view of the manifold in-
fluences levied upon the Congress. If
this bill passes—and I am confident it
will—we will look hopefully to the Senate
to do equally as well. Mr. Speaker, my
position in the broad area of taxation is,
to put it bluntly, complete elimination of
all preferences and shelters. This will
be my goal throughout my service in
the U.8. Congress. It is gratifying to me
that the most significant tax reform we
have had for 46 years appears to be com-
ing during my first—though hopefully
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not my last—term of office. To para-
phrase a recent quotation:

We today have the opportunity to take
one small step for man; one glant leap for
the wage and salary earning American tax-
payer.

Mr. MILLS. Mr. Chairman, I yield
such time as he may consume to the gen-
tleman from Florida (Mr. FuqQua).

Mr. FUQUA. Mr, Chairman, I rise in
support of H.R. 13270 because I am in
favor of the tax reform it heralds. The
people of my Second District of Florida
have long cried for meaningful reform,
and this bill represents a strong first
step in that regard. It cuts tax rates at
least 5 percent in the income ranges,
taking full effect by 1972. It sets up
bolsters on behalf of the public interest
against undue tax preferences. For the
vast majority of taxpayers, it simplifies
the process of filing returns. Finally, it
says the people can speak and be heard
by their representatives in this great
citadel of responsive government. To
these ends, therefore, I congratulate
Chairman MiLLs and the members of the
House Ways and Means Committee.

In rising to support this bill, Mr.
Chairman, I take this opportunity to ex-
press hope that this committee in its
further work on tax reform, and indeed
on H.R. 13270, take cognizance of the
need fo insure that no measure of re-
form herein provided has the undesired
consequence of doing inequity to sub-
stantial segments of the public interest.

For example, the significant and
needed reduction in bad debt allowance
for various financial institutions needs
careful study to safeguard against any
possible adverse effect on homebuilding
in our country. Similarly, charitable
contribution deductions, being in need
of meaningful reform, must be provided
so as not to penalize the great service to
our society rendered by State and private
institutions of higher education and
health.

So, Mr. Chairman, it is my foremost
desire to help this all-encompassing re-
form of our national tax system accom-
plish the goals it pursues, without in-
advertently doing ineguity to worthy
segments of our society. I urge the com-
mittee in further consideration to re-
view this possibility.

Mr. MILLS. Mr. Chairman, I yield 10
minutes to the gentleman from Colorado
(Mr. ASPINALL).

Mr. ASPINALL. Mr. Chairman, it is
historically sound to state that some of
the greatest crimes that have been per-
petrated on mankind have been com-
mitted in search of two of the noblest of
mankind'’s goals; that of liberty and that
of religion.

In many respects the legislation now
before us presents a similar situation.

It is true that the need for tax reform
is long overdue, not only in Federal Gov-
ernment activities, but also in State and
local government. The reason we have
inequities existing in our taxing proce-
dures at the present time at all levels of
government is because some individuals
or some groups of individuals have
sought special favors from the Govern-
ment primarily to get out from under
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paying what they consider to be an un-
just or discriminatory tax burden. These
kinds of situations present problems
which should be taken care of so that the
burden of taxation is placed equitably in
all situations and upon the association of
citizens alike.

I do not doubt that this was the pur-
pose of those who wrote the legislation
now before us. But, just as those who
searched for freedom and those who en-
deavored to promulgate their own re-
ligious beliefs committed offenses against
society, so now we have a so-called tax
reform bill before us which, regretfully
will have the same result.

I understand the difficulty in writing
such legislation. I understand also that
tax reform by and large means “taking
the burden off of me and those associated
with me, and placing it on another or
those associated with another.” This,
within itself, is not true tax reform. This
only further complicates bad situations
already in existence.

In my opinion, this legislation which
we have before us today is not as fair as
it might be. It does not do the job it is in-
tended to do and, because of my sincere
belief in this respect, I, for one, shall vote
reluctantly for the legislation with the
hope that the other body shall correct
the inefficiencies and inequities that I
consider are present in this bill. If the
other body fails in this matter, I shall be
compelled to vote against the conference
report.

The welfare of this Nation, socially, in-
tellectually, scientifically, economically,
and in every other aspect of everyday liv-
ing that one can think of, depends pri-
marily upon the welfare of its economy.
We cannot have the things that we de-
sire so much, in order to advance us in
the fields that apparently mean so much
to us unless, under a system such as ours,
we see to it that our economic base is
sound.

We know, or we should know, that nat-
ural resources are absolutely basic and
fundamental to our civilized and in-
dustrialized way of life. Our entire econ-
omy—our entire way of life—is based
upon our ability to produce and consume
natural resources. The most important of
these resources are food, fiber, and
minerals. They all come from the soil or
in some cases from our lakes or oceans.
However, no matter what their origin
these three very general and broad cate-
gories of natural resources form the in-
dispensable physical base from which all
other goods are produced. Each bushel
of grain, each board foot of lumber, and
each ton of iron, copper, lead, or zinc
fixes the economic base upon which other
activities—manufacturing, transporta-
tion, education, recreation and national
defense—rest. The production of these
natural resources: food, fiber and miner-
als, together with the industries based
upon them, are the only ones that pro-
duce new wealth. All other activities, al-
though essential and important, are en-
gaged in the refining, finishing, shaping,
manufacture, or modification of these
basic three. Two of these resources—food
and fiber—are renewable. What is used
can be replaced by the natural growth of
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crops or trees. The third—minerals—is
nonrenewable and once used, cannot he
replaced unless recycled back into indus-
try through the use of serap.

This bill now before us tends to handi-
cap and certainly will retard the develop-
ment of these natural resources, espe-
cially the wise and prudent use of our
mineral resources. It will undoubtedly in-
crease the cost of mineral products that
the consumer uses. Let us not be misled
into thinking that costs will not increase.
They must and they will if this bill is
enacted. These increases will be passed
along to the consumer in a manner that
will make up for any decrease in profits
due to the proposed cut in depletion
allowances.

From the standpoint of conservation
and wise use of our mineral resources,
the proposed bill will also have a detri-
mental effect. It will force those engaged
in the extraction of our domestic min-
erals to forgo the exploitation of the
lower grade deposits because of the in-
creased costs. This will encourage “high
grading” or the utilization of the richest
deposits while the lower grade ore
bodies—which we must ultimately de-
pend on—will be bypassed ai.d lost for-
ever.

I know that there are many in this
country who believe we would be as well
off if we imported all of our minerals. I
do not share this belief. The experience
of two world wars and numerous lesser
conflicts certainly should have brought
home to this Nation the absolute fallacy
of depending on foreign imports in time
of war or emergency. If we become un-
necessarily dependent on foreign imports,
one of two things will happen: the mate-
rials will cost us dearly or they will not
be available at any price. Either way we
will lose. I hope we will never become sub-
servient to a one-world domination phi-
losophy. Rather, I hope we will protect
ourselves and our own national security
which is so necessary if we expect to see
our Nation and civilization benefit from
those freedoms and liberties which we
feel are so important.

It has been stated that the decrease in
the mineral depletion allowance proposed
in this bill is an attempt to “strike a bet-
ter balance than now exists between the
objective of encouraging the discovery
of new reserves and the level and revenue
cost of percentage depletion allowances.”
I cannot agree that this will be the result.
I believe that our domestic extractive in-
dustries will be weakened by the imposi-
tion of additional tax burdens. These in-
dustries are now facing their most severe
challenge in the history of our country.
This challenge results from a growing
gap between our increasing consumption
of minerals and our decreasing produc-
tion. In mineral after mineral we have
moved from a net exporter to a net im-
porter. In mineral after mineral where
we were once the leading producer we are
now rated as second, third, fourth, or
even lower, in productive capacity. We
can never be entirely self-sufficient in all
minerals and no one expects this. But
what I would like to see is that we main-
tain our self-sufficiency in as many
minerals as we can. Our national econ-
omy, our national security, and our fu-
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ture could very well depend on our abil-
ity to maintain a strong and viable do-
mestic mining industry. Unfortunately,
this increased tax burden will fall most
heavily upon those least able to bear the
additional burden—the small and margi-
nal producer. Although apparently de-
signed to increase the tax take from the
major oil and gas and mineral producers,
and thus appeal to the popular demand
for a “hit the rich hardest” tax, its real
impact will be just the reverse. It will
retard the flow of capital to the small
producer—the small independent opera-
tor—and will reduce his exploration ef-
fort and his expansion at a time when
additional exploration and expansion
are most needed. The small operator is
not in a position to pass on the increased
costs of operation, nor does he have the
ability or resources to obtain financing
from a variety of sources. There is no
doubt in my mind that this legislation
will go a long way toward eliminating
the small operator. I have every confi-
dence that the major producers will
somehow survive, I wish I could say the
same for the small businessman.

During the course of hearings before
the House Interior and Insular Affairs
Committee, witness after witness has
pointed up the precarious situation fac-
ing this Nation with respect to our do-
mestic mineral supply. Representatives
of the past and the present administra-
tions, speaking in their official capacities,
have issued warnings that time is run-
ning out and that we face the grim pos-
sibility that the growth in our standard
of living will be limited due to mineral
constraints.

Notwithstanding these warnings of
impending domestic mineral shortages
and increased imports, this proposal
would do nothing but increase these
shortages and increase imports. It will
export jobs, weaken our capability for
national security and make us more de-
pendent upon the uncertain whims of
foreign suppliers.

Only five minerals were so fortunate
as to survive the meat-ax approach of
this proposal’s depletion reduction. These
five—gold, silver, copper, iron ore, and
oil shale remain at 15 percent rather
than being reduced to 11 percent. One
might well ask why these five were se-
lected. Why was not the same considera-
tion given to many other minerals that
are apparently equally deserving of this
consideration. In actual practice only
four of the five minerals will receive any
benefit. Although the oil which can be
produced from shale is similar for all
practical purposes to oil pumped from
the ground the shale oil has never been
entitled to the higher depletion rates ac-
corded liquid petroleum. More discrim-
inatory, however, is the fact that the 15-
percent depletion allowance heretofore
accorded oil shale is allow~d on the value
of the crushed shale rock, not the oil.
Crushed shale has little or no real mar-
ket value. Therefore, 15 percent of noth-
ing is still nothing. The committee
amendment which will be offered does
help in the correction of the present
inequity. I am most appreciative of this
action by the committee and I hope that
the House will sustain this recommenda-
tion by the originating committee.
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Examples of other minerals that are
either in short supply or where produc-
tion will be seriously curtailed by the
additional tax burden are many and I
will mention only a very few.

Natural gas is probably an outstand-
ing example. The proposed reduction
from 27% percent to 20 percent in the
depletion allowance can only lessen this
Nation's capability to obtain adeguate
supplies. We now face an impending
shortage of natural gas from traditional
sources of supply. Unless the declining
exploration and discovery rate is re-
versed, substitute fuels will be necessary
or rationing of natural gas will be neces-
sary.

A few of the other minerals that are
vital to this Nation's defense and econ-
omy, but did not receive any favorable
consideration are uranium, lead and zine,
mercury, beryllium, vanadium, tungsten,
and molybdenum. All of these, except
molybdenum, presently receive a 23-
percent depletion allowance, but will be
reduced to 17 percent. Molybdenum, al-
though long recognized and classified as
a strategic mineral, was never accorded
the 23 percent depletion allowance given
other strategic minerals. It has been
eligible only for a 15-percent allowance.
This will now be reducted to 11 percent.

These are just a few of the inequities
and inconsistencies that I see in this
proposed bill.

I cannot accept this proposal as a well-
rounded-out tax-reform bill. I think that
in the field of mineral production it will
do harm to this country’s economy and
safety.

The CHAIRMAN. The time of the gen-
tleman from Colorado has expired,

Mr. MILLS. Mr. Chairman, I yield the
gentleman 3 additional minutes.

Mr. FOREMAN. Mr. Chairman, will
the gentleman yield?

Mr. ASPINALL. I yield to the gentle-

man.

Mr. FOREMAN., Mr. Chairman, I wish
to commend the distinguished gentleman
from Colorado, the chairman of the
Committee on Interior and Insular Af-

fairs, for his outstanding statement
and explanation of the necessity of pre-
serving the depletion allowance on our
extractive industries. I commend the
gentleman upon a very fine statement in
this respect and share his views and sup-
port his views.

I very much disagree with the propo-
sition to consider the tax bill under a
closed rule which allows no corrective
amendments or changes, just a “yes” or
“no,” “up” or “down” vote as it is, This
will not really permit the House to work
its will and correct some of the inequities
that exist in the proposed legislation.

Critics attack percentage depletion as
one of several tax provisions alleged to
be “loopholes.” It is not a loophole at
all—it is simply a depreciation allowance
on a depleting capital asset.

Minerals, such as petroleum, by nature
have a dual character. In the earth they
are part of their owner’s capital assets.
When produced and sold, part of the
value received represents capital, and
qart income, making it difficult to estab-
lish an equitable taxation basis. In keep-

CONGRESSIONAL RECORD — HOUSE

ing with the basic principle that income,
but not capital, should be taxed. Con-
gress adopted the principle of percent-
age depletion which today applies to over
100 minerals, including oil and gas, as a
means of fairly taxing the income de-
rived by extractive industries.

A compelling reason for adoption of
percentage depletion was to supply an
incentive for owners of capital to accept
the great risks involved in the search for,
and development of, mineral resources
which are so essential to our economy
and security. History shows the incentive
has worked well in achieving its pur-
pose. It would be risky to discard or
weaken a system which has worked well
over a long period of years in supplying
petroleum and other essential minerals.

Critics maintain that the oil industry
does not pay its fair share of taxes. This
simply is not true. In addition to income
taxes, the petroleum industry pays a
number of other direct taxes. One of
these, the severance tax, is paid only by
industries which extract natural re-
sources. The fact is that in 1966—the
latest year for which figures are avail-
able—the oil industry paid $2.5 billion
in direct taxes, which amounted to 5.1
cents for every dollar of gross revenue.
The direct tax burden for all U.S. busi-
ness corporations was only about 4.5
cents per dollar of gross revenue, or
about 10 percent less than petroleum’s.

Percentage depletion has benefited the
consumer by helping keep petroleum
prices low. In fact, the price per gallon of
gasoline today, before the taxes levied
at the service station pumps, are the
same as the price in 1948. This is even
more impressive, when you consider the
many improvements made to increase
the delivery performance of a gallon of
today’s gasoline as compared to the gaso-
line of 1948.

That the consumer is the beneficiary
is clearly shown by the oll industry’s
profit record. According to figures com-
piled by the First National City Bank of
New York, from 1925—the first year's
taxes to come under percentage deple-
tion—through 1966, petroleum company
earnings after taxes averaged 9.9 per-
cent of invested capital. By comparison,
the figure for all manufacturing com-
panies was 10.7T percent. In 1966, this
comparison was petroleum companies
12.6 percent, and all manufacturing com-
panies 14.1 percent. Of the 25 leading
U.S. industrial corporations on the basis
of sales, seven are petroleum companies.
But not one of these petroleum compa-
nies is in the first 75 on the basis of re-
turn on invested capital.

Critics charge that because of the per-
centage depletion provision, petroleum
producers recover their costs many times
over. The fact is that although the oil
industry realizes about $1 billion a year
through the operation of this provision,
it invests about $5 billion a year in the
United States in searching for and devel-
oping new petroleum reserves.

Petroleum—oil and gas—supplies 75
perecent of our Nation’s energy needs. The
U.B. Government predicts that demand
for petroleum will rise by 50 percent of
current levels by 1980 and will more than
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double between now and the end of the
century. Yet, despite the coming require-
ments, proved domestic reserves of crude
oil declined during 1968 for the sec-
ond year in a row and now stand at the
lowest level in 10 years.

Speaking from a more personal point
of view, Mr. Speaker, practically every
single State in the Union, and a very
large percentage of the congressional
districts, would be adversely affected
economically if we alter these long-
proven, time-honored tax prineciples on
the some 100 extractive industries. In
my own State of New Mexico, we have
substantial production in only seven of
these industries—copper, manganese ore,
molybdenum, perlite, petroleum, potash,
and uranium—but alteration of the per-
centage depletion allowances will erip-
ple our tax base from which we derive
the income for the construction of our
roads, the financing of our schools and
educational programs, and other impor-
tant services.

New Mexico is the sixth largest pe-
troleum-producing State with produc-
tion almost equal to that of Brazil, Chile,
and West Germany combined. More than
13,000 New Mexicans are employed in
some phase of the petroleum industry.
Their payrolls amount to almost $73 mil-
lion annually, or $73 for every man,
woman, and child in the State. The pe-
troleum industry spends almost $274 mil-
lion annually for production supplies and
equipment in New Mexico. Last year, oil
and gas operations paid $60,130,00n in
direct revenues to the State—not count-
ing local taxes or approximately one-
fourth of all New Mexico State tax reve-
nues.

This country needs more capitalists,
not fewer. We need to encourage invest-
ment, not discourage it. We need to en-
courage people to create and build and
profit; for as they do, the whole country
moves ahead, and we have more jobs,
and less poverty—more wealth and less
Government dependence.

‘We need to reduce—not increase—the
growing, confiscatory taxes on business
and industry, so they can expand and
grow and develop and create more and
better jobs and new ideas and products.
Then and only then, will we really be
preserving and extending the free enter-
prise, capitalistic system—the system
which has produced the greatest and
highest standard of living ever kmown
before in the history of mankind.

Mr. WOLD. Mr. Chairman, will the
distinguished gentleman yield?

Mr. ASPINALL. I yield to the gentle-
man from Wyoming.

Mr. WOLD. Mr. Chairman, I would
like to associate myself with the remarks
of the distinguished chairman of the
House Committee on Interior and Insu-
lar Affairs.

Today we are scheduled to vote on
what has been called the most substan-
tial tax reform bill since the enactment
of the 16th amendment. It is a tribute to
the wisdom and judgment of those col-
leagues who wrote it.

Just as important as the real eco-
nomic effects of the bill, I think, are the
symbolic effects its passage will have. It
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will come as a sign to the American peo-
ple that our political system does re-
spond to their needs.

It is to this very symbolism, however,
that I would issue a caveat.

The depletion allowance—in particu-
lar the 2715 percent oil and gas deple-
tion allowance—has become the symbol
for nearly every person who preaches tax
reform. Reduction of the depletion allow-
ance is erroneously seen as a panacea for
all our tax ills.

The tax preferences that have been en-
acted for the mineral industries have
been called loopholes which permit a
few individuals and the oil industry to
escape payment of their fair share of the
Nation’s taxes.

Yet these preferences perform a vital
economic function. They provide the in-
centive to insure that capital will be in-
vested in the high-risk business of look-
ing for minerals. The ever growing pop-
ulation of our Nation coupled with an
increasing level of affluency demands
that we undertake an active and ex-
panded level of mineral exploration.

But the tax preferential limitations
of H.R. 13270, particularly those relat-
ing to the petroleum industry, can only
cause mischief. Their ultimate effect can
only be to cut mineral exploration in
the United States. This decline would
come at a time when there is a great
need to actively increase our exploration
for minerals.

Many minerals can be located by sur-
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face exploration. There are even a few
shallow petroleum deposits that have
been discovered from oil seeps or other
surface evidence. But the oil deposits be-
ing discovered and developed today are
found at much greater depths—ranging
generally from 3,000 to 20,000 feet—with-
out benefit of surface evidence. As the
search has been extended deeper, the
industry has had to supplement surface
geology with technical and expensive
tools, such as the gravity meter, mag-
netometer, and seismograph. These tools
can only locate geologic structures of a
type that may contain deposits of oil and
gas. The only way to locate oil finally is
to drill exploratory wells to test whether
such structures actually contain com-
mercial deposits of oil and gas. If produc-
tion is discovered, the size of the field
must be determined by further drilling.
The revenue from this production must
pay for the costs of geological and other
exploration work; for the drilling of
wells, both successful and unsuccessful;
for the lifting of the oil and gas to the
surface—all of these things; plus a rate
of return commensurate with the risks.

The great uncertainty of the explora-
tory effort is attested by the record of
relative success. Of the wells drilled in
the search for new fields, only one in
11 finds any production at all. Prof-
itable discoveries are even harder to come
by. As a part of my remarks I will include
a table setting forth data showing the
discovery experience of the industry for
the years 1953 to 1962,

AVERAGE NUMBER OF WELLS LRILLED FOR EACH DISCOVERY OF A FIELD WITH A GIVEN ULTIMATE

RECOVERY OF OIL OR GAS

Number of new field wildcats
Number of felds discovered drilled per field discovered

1,000,000 10,000,000 1,000,000 10,000,000
or more or more or more or more
barrels barrels barrels barrels

1953-57
1958-62

825 159 A7 261
646 121 54 289

During the 5-year period 1953-57, only
one well out of 47 found a deposit of a
million barrels or more of crude oil or
an equivalent amount of energy in the
form of natural gas—the amount usually
considered necessary for profitable op-
eration—and only one out of 261 found
fields with deposits of 10 million barrels
or more. Despite many advances in geol-
ogy and geophysics, the odds against
success have grown worse instead of
better. During the 5-year period 1958-62,
only one out of 54 wells drilled in search
of new fields found deposits large enough
to be profitable, while only one explora-
tory well out of 289 found fields with
deposits of more than 10 million barrels
of oil or the equivalent in natural gas.
Over the period 1952-62, only one well in
1,485 found a field as large as 50 million
barrels of oil or its equivalent in gas.
Our Nation consumes more than 50 mil-
lion barrels of oil every 4 days. Such
statistics reflect the unigue nature of
the risks in exploration for oil and gas.

When and if a field is discovered, de-
velopment expenditures begin., Develop-
ment of a large field requires the
expenditure of tremendous amounts of

i Sugu;:e: Calculated from data published in Bulletin of the American Association of Petroleum Geologists, **Exploratory Drilling
n 1967."

money and the risk of financial loss con-
tinues. Since 1950, more than one-fourth
of the wells drilled in developing known
fields have resulted in dry holes.

Contrast the oil producer’s situation
with that of other industries. In manu-
facturing, in transportation, or in any
business other than the production of a
natural resource, an investor knows that
for an expenditure of a given amount,
he can create a facility with an economic
value reasonably commensurate with his
investment. The petroleum prospector
has no such assurance. He does not know
at the time his expenditures are made
what capital values, if any, will result
from the money he risks in the search
for and development of oil and gas de-
posits. What he does know is that a very
substantial part of the money he risks
will never result in any productive asset,
and he can only hope that his successful
ventures will return to him an amount
sufficient to compensate him for losses on
unproductive investments.

The capacity of producing wells can-
not be kept up by ordinary maintenance
expenditures, as in manufacturing. Al-
though production rates vary from well

August 7, 1969

to well, decline is inevitable as exhaus-
tion of the oil deposit occurs. Thus, the
producer of crude oil is faced with the
necessity of carrying on a constant pro-
gram of exploration and development
merely to replace his production.

To meet the Nation’s constantly in-
creasing demand for petroleum, it will
be necessary to find in the next 12 years
new oil fields with about 63 billion bar-
rels of reserves. This is more than all the
oil produced in the United States prior
to 1960—a period of 100 years from com-
pletion of the first well in 1859. This
task will call for the outlay of enormous
amounts of risk capital. In recent years
the petroleum industry’s domestic ex-
penditures for exploration and develop-
ment have averaged about $4.4 billion
annually. Exploration costs alone ex-
ceed $2 billion annually,

Risks in the oil industry have always
been inherently great, and they are be-
coming more so0. The shallow deposits of
yvesterday have been largely depleted.
Wells must be drilled progressively
deeper at higher costs and in less readily
accessible areas. Each additional foot of
well costs more to drill than the preced-
ing one. In 1966, the average cost of
drilling an additional foot was $11.54 in
the 2,500 to 3,749 foot range; but at
depths below 20,000 feet it cost $189.17 to
drill 1 foot deeper.

Two of the major areas remaining for
oil exploration and development are the
Outer Continental Shelf and the north-
ern part of Alaska. Off the coast of
Louisiana alone, the industry has in-
vested about $7 billion, Operating and
capital expenditures have reached a level
of over $1.5 million a day. But the costs
of exploration and development are
much greater in the northern part of
Alaska. While wells in the Gulf of Mexico
may cost $400,000 to $600,000, wells of
comparable depth in Alaska have cost
$1 to $2 million. One operater in Alaska
has estimated that it will have invested
more than $400 million before it sells
its first barrel of crude oil from Alaska’s
North Slope in 1972,

As the search for oil is extended to
greater depths and to less accessible
areas it becomes increasingly evident
that the future growth of our oil reserves,
and thus the future growth and security
of our Nation, depends upon a still larger
flow of capital into the search for new
deposits, In view of the unique and con-
stantly increasing risks of the oil busi-
ness, and in view of the fact that the in-
dustry reinvests half of its gross receipts
from production in the search for new
supplies, it seems quite clear that per-
centage depletion has provided an effec-
tive incentive which must be retained.

Without the incentive provided by the
preferential treatment, who would take
the risk of putting their capital into the
search for oil and gas?

I submit that few persons would.

What would this mean? It would mean
that the reserve position of the United
States would approach zero within a few
yvears at the present rate of petroleum
consumption. Such an eventuality would
force us to rely on foreign suppliers or do
without. The lesson of World War II,
Korea, and the experience of Europe
after crises in the Middle East shows that
reliance upon foreign petroleum is risky.
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A decline in exploration would have
an immediate and farflung economic
impact. It is an economic truism that a
constant or declining supply in the face
of increased demand will mean higher
prices. Without a high level of explora-
tion we can expect to see a declining
supply of petroleum. At the same time
the demand for petroleum products will
be leapfrogging.

Are we willing to have the taxpayer
pay additional millions, perhaps billions,
of dollars for the additional $500 million
in revenue that limitation of these pref-
erences will provide?

There are other economic distortions
that would be caused by the proposed
limitations.

In my own district in the great State
of Wyoming, the petroleum industry
provides employment for 10,000 people.
It accounts for a direct 8 percent of the
total personal income in the State. In-
directly it accounts for over one-fourth
of the total personal income in the State.

I am fearful that the adoption of
these limitations will mean a significant
decline in the petroleum sector of
Wyoming's economy. The decline will
have a correspondingly deleterious effect
on the livelihood of thousands of the
Equality State's citizens. Adoption of the
proposals will mean higher unemploy-
ment; it will mean lower county and
State tax revenues with which to pro-
vide social goods and services for our
citizens; it will mean the flight of many
of our citizens to other areas of this
Nation.

Wyoming is not the only section of
the country where these economic dis-
locations will occur, They will happen
wherever the mineral industry com-
prises a significant portion of the local
economy.

The limitation on preferences will
mean losses of jobs for thousands. It will
mean loss of income for even more.

Before we enact HR. 13270, I would
ask: Is Congress prepared to accept
these consequences? Or will Congress
forgo the passions and pressures of the
moment to, as George Washington put
it, “raise a standard to which the wise
and honest can repair”?

Mr. DON H. CLAUSEN. Mr. Chair-
man, will the gentleman yield?

Mr., ASPINALL, I yield to the gentle-
man from California.

Mr. DON H. CLAUSEN. I want to take
this opportunity, Mr. Chairman, to as-
sociate myelf with and compliment the
distinguished chairman of the House In-
terior and Insular Affairs Committee, the
gentleman from Colorado (Mr. AsSpPIN-
aLL), for his excellent articulation re-
garding the depletion allowance on re-
newable natural resources.

Indeed, I share and repeat the gentle-
man'’s warning regarding the possible af-
fects of this legislation in retarding the
flow of capital to the small producer and
the independent operator at a time when
further economic expansion and addi-
tional exploration are most needed.

We who serve on the Interior Com-
mittee, as the chairman has enunciated
so eloquently, have repeatedly heard the
warnings expressed in the testimony of
witnesses about the fact that time is
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truly running out—that we do, indeed,
face the grim prospect that any future
growth in our national standard of liv-
ing may well be impaired or impeded due
to mineral constraints.

America has been built on the prin-
ciple of putting human and financial re-
sources together, organizationally, to
responsibly exploit our renewable nat-
ural resources.

In order to attract and hold the neces-
sary capital that small and large busi-
nesses require to carry forth long-range
planning, sustained yield forestry, min-
eral exploration, stable enterprise de-
velopment and proper conservation
practices, incentives through depletion
allowance and/or fair capital gains
treatment are necessary and should be
adopted and understood as congressional
and executive policy.

The gentleman from Colorado is a very
wise man with a lifetime of experience in
the resource field. I strongly urge, in fact,
plead with my colleagues to listen care-
fully to what he is saying, heed his warn-
ing and, hopefully, follow his leadership.

In conclusion, Mr. Chairman, I share
the gentleman’s view that many percious
minerals, vital to our Nation’s economy,
were, in my judgment, arbitrarily and
indiscriminately omitted from favorable
depletion allowance consideration.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield 1 minute to the gentleman
from California (Mr. Don H. CLAUSEN).

Mr. DON H. CLAUSEN., Mr. Chairman,
I take this time, briefly, to direct a ques-
tion to the chairman of the Committee
on Ways and Means, the gentleman from
Arkansas (Mr. Mirs), to this effect:
There have been comments and the sug-
gestion that this particular bill is infla-
tionary. I would like to have the chair-
man’s comment on this because there has
been an editorial written to this effect
and I am very much concerned about it.
I would like to have the gentleman’s
response to that question.

Mr, MILLS. It is just to the contrary.
The bill is deflationary in that the net
effect of the bill in calendar year 1970 is
to increase revenue by $2.4 billion. That
is deflationary.

If you want to look at calendar year
1971, the charts that I inserted in the
REecorp yesterday in connection with my
remarks show the bill resulting in a def-
icit of $1.7 billion but that does not take
into consideration any growth in income
that occurs from year to year. Instead for
purposes of these tables we assumed a
static situation. The deficit for 1972 is
$4.1 billion, for 1974 is $3.6 billion, and
for 1979, $2.4 billion. These amounts are
quite small considering the growth in
revenues which can be expected. More-
over, if when the years .come if we are
then faced with inflationary problems we
can then consider what tax rates we
should have.

Growth in revenues usually amounts to
$10 to $12 billion a year. This might be
cut into slightly in 1971 and 1972 and
later years but I still think that the Con-
gress has as much right to say that some
of the growth in this income can go back
to the taxpayer, as it does to have a right
to say that all of it has to be used in addi-
tional spending.
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Mr. DON H. CLAUSEN. Mr. Chairman,
I thank the gentleman for his remarks.

The CHAIRMAN. The time of the gen-
tleman from California has expired.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield 10 minutes to the gentle-
man from New York (Mr. CONABLE).

Mr. CONABLE. Mr. Chairman and
members of the Committee, I do not pro-
pose to stand here and belabor the tech-
nicalities of this bill because there are
many technicalities and I will leave that
to people who are more skilled techni-
cians than I. I would like to talk a little
about the philosophy of tax reform, the
philosophy which has actuated the com-
mittee in the very long deliberations we
have had. I realize that much of the
work of the committee seems to other
Members to be shrouded in mystery be-
cause we are so secluded in the course of
our deliberations. I think it is desirable,
therefore, to have members of the com-
mittee explain their motivations.

Mr. Chairman, let me say first of all
that there is no question that one man’s
loophole is another man’s needed na-
tional priority. Through our tax law we
do express our sense of national priori-
ties. The things that have been identified
as loopholes were not originally put in
the law to make the rich richer, but to
try to help channel the flow of funds
into areas of national need.

There has been an attitude prevalent
in the popular press that a loophole
identified but not immediately slammed
shut is evidence that officials are cor-
rupt or that democracy is hopelessly in-
efficient. Nothing could be farther from
the truth, at least as far as the greaf
bulk of the Members of Congress are
concerned.

The closing of loopholes is rarely an
open-and-shut case. Normally the tax
preference which becomes identified as
a loophole is something that can be
closed only at a cost to the Nation. We
have narrowed a number of these loop-
holes through this legislation. I am
proud of what an even-handed job we
have done. Only in a few exceptional
cases have we failed to limit the pref-
erences which have heretofore been
considered by some people national tax
scandals.

I will say that we are going to assess
the cost of this bill over the years to
come in terms of the alternatives which
may be necessary. If we are not able to
get enough money invested in the oil in-
dustry, for instance, or if we are not
able to meet our goeals in the housing
field hereafter, these are important areas
of national need which will have to be
dealt with in other ways.

Mr, Chairman, I think if we are going
to be mature about tax reform, we have
to understand there is a cost involved in
the narrowing of loopholes.

It has been the goal of the committee,
and the chairman expressed this
thought very well at the outset of this
debate, that our primary concern was
equity as among taxpayers.

We all know that the credibility of
Government has been brought into ques-
tion in more and more ways in recent
yvears. There is no more central institu-
tion in the relationship of the people
and their Government than the tax sys-




22752

tem, through which the people are re-
quired to support Government. If that
tax system is tainted by stories that
wealthy people are not paying any taxes;
if tax preferences are foremost in the
minds of those taxpayers who do not have
tax preferences, then inevitably we are
going to have a serious problem of tax
collection and in the relationship of the
people with the Government generally.

So it is against the problem of credi-
bility that the committee has tried to
move. In the future I very much doubt
that we will be hearing stories about
wealthy people who pay no tax at all.
There still are areas with some degree
of tax preference, because the manner
in which the committee has chosen to
move has been essentially a process of
compromise, We have understood the na-
tional priorities involved in the tax
structure as it was and we have tried
to narrow the abuses that have sprung
up around these tax preferences in the
interest of insuring that everyone pays
a substantial tax if he has a substantial
economic income.

There are many things in this bill
that individual members of the commit-
tee will not agree with. That is part of
the process of compromise also. I am
sure there are many things the Mem-
bers of the House will not agree with.
I personally think the compromises we
have made in bringing this complicated
bill to the floor have been in the national
interest. They will not tear the fabric
of our social and economic structure,
but at the same time they will improve
the equity and therefore the credibility
of the tax structure.

I hope that the Members will support
the bill, I think it is only fair to say
that we must expect the high water
mark of tax reform is being passed with
our passage of this bill today in the
House, at least as far as this session of
the Congress is concerned.

Inevitably, as this bill goes to the
other body, it becomes a target. It is a
specific measure with specific provisions,
and those who are affected by it can
be expected to mount a counterattack.
The other body, I am sure, will do its
best to preserve equity and return the
credibility of reform.

I think inevitably the bill, as it comes
back, will be watered down to a degree.
Perhaps those of you who are most un-
happy with this measure at the present
time can console yourselves with that
near certainty.

I hope that nevertheless this bill will
have strong support here in the House,
as it stands.

Mr. Chairman, I would like to thank
the chairman of the Committee on Ways
and Means and the ranking minority
member of that committee for the great
patience they have shown in the devel-
opment of this legislation. I think it is
a far-reaching piece of legislation.
Whether it is revolutionary or not—and
I do not believe it revolutionary—it cer-
tainly is a ecredit to the industry and to
the skill and patience of the two great
leaders of our committee.

Mr, MIZE, Mr. Chairman, will the gen-
tleman yield?

Mr. CONABLE. I am happy to yield to
the gentleman.
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Mr., MIZE. Mr. Chairman, would the
gentleman please again give us the ra-
tionale relative to the changes in tax of
mufual savings banks and savings and
loan institutions and commercial banks?

Mr. CONABLE. I will say to the gen-
tleman from Kansas that one of the con-
cerns we have had in the banking field
has been the effective rate paid by the
banking industry. I do not have those
figures at my finger tips, but as I reeall
the effective tax rate for mutual savings
banks has been roughly 6 percent, for
the savings and loans 16 percent, and
for commercial banks 22 percent.

This has resulted largely from the tax
handling of reserves. Banks have had a
very favorable reserve for losses which
has permitted them to maintain this
low effective tax rate.

For most corporations and most busi-
nesses in the country, the effective rate
is closer to 44 percent.

Through their handling of these bank
loss reserves, the committee has made an
effort to bring up the effective tax rate
for the banking structure generally to a
level more in line with that paid by other
companies.

There inevitably is a cost involved in
this, as I said earlier in my remarks, be-
cause the banking industry is in an easy
position to pass on the increased costs to
the consuming public. We need banks.
Banks perform a very valuable public
service, and quite obviously they can-
not run at a loss. So if we increase their
costs, through taxes or otherwise, some
of those costs are going to be passed on
to the banking public. This is something
we have to face up to. Still it seemed to
the committee that these low effective
rates that I have mentioned did impair
the credibility of the tax structure, and
that is the reason we moved against them
in the manner we did.

Mr. MILLS. Mr. Chairman, I yield 5
minutes to the gentleman from Califor-
nia (Mr. CorMAN) , a member of the com-
mittee.

Mr. CORMAN. Mr. Chairman, being
an omnibus bill and dealing with a high-
ly complex subject matter, this bill does
not precisely please any Member. Each
of us, if he had the authority, would write
a slightly different law. Even among the
25 of us on the committee, seven separate
views were expressed in the report. We
had many 13-to-12 votes, Sometimes I
was on the losing side and sometimes on
the winning side. But I can tell you that
this bill is a substantial improvement
over existing law. If is a good bill. It is
worthy of our vigorous support. I hope
we will give it sufficient support so as to
convince the Senate that we do not antic-
ipate the undoing of our good work,

Some have said that this may be the
last tax bill for 20 years, and that there-
fore every provision must be precisely
right.

I suggest to you that no piece of legis-
lation can last for 20 years. We have
legislated in the tax field a number of
times in the last decade, and we will have
to legislate again.

I wish we were giving slightly more
relief to some people and slightly less to
others. I am sure we have missed some
of the loopholes. We are conscious of one
or two. The tax attorneys will figure out
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others, and as they do, we will have to
come back fo the House again and close
them up.

But let us look specifically at what this
bill does. It gives substantial relief to the
people of this Nation who work for a
living. To take an extreme example, un-
der present law wage earners who take
home fewer dollars than they would re-
ceive if they were on public assistance
still must pay taxes on their wages. This
makes no sense. Under the reform bill,
such low incomes are very properly not
taxable.

But let us look at some less exireme
examples: A man who now earns $2,000 a
year pays $176 of that amount in taxes.
Under the reform bill he would pay $39.
A family of four making $6,000 a year—
and I expect we all have many such
families in our districts—now pays $495.
Under this bill the family will pay $345.

Now, some have said that the new
rate schedule is too complex. It has been
suggested that we should do away with
this complexity and simply increase the
personal exemption to $700.

I grant it is true that the $700 exemp-
tion would involve approximately the
same revenue loss as would the reform
bill. But of all the relief measures that
have been suggested, an exemption in-
crease is the most regressive. It gives
the little man a little bit and the man
who makes a substantial income much
more than a little bit.

A $100 exemption increase gives those
in the 50-percent bracket $50 of relief
and those in the 14-percent bracket $14
of relief. This seems a strange kind of re-
form. Our bill is much more progressive.
For instance, that single man at $2,000
gets $38 more in tax relief from the re-
form bill of 1969 than he would receive
from an increase in exemptions to $700. A
man who supports his wife on $8,000 a
year gets $190 more in relief from our bill
than he would from the suggested exemp-
tion increase.

Or, to look at the issue in aggregate
terms, one-half of the relief on a $700
exemption goes to people who make more
than $10,000 a year. Under the reform
bill, however, one-third of the relief goes
to people who make less than $6,000 a
year, one-half goes to those who make
less than $8,500 a year, and two-thirds
goes to those who make under $12,500 a
year.

So I suggest that this bill will mean
equity and substantial relief to the mil-
lions of citizens who must support their
families on very modest incomes. The
bill’s approach may be complicated, but it
is also progressive, efficient and fair.

How about the people we have heard
so much about who make hundreds of
thousands of dollars a yvear but pay no
taxes? Those people, under the new tax
bill, will find it nearly impossible to
escape taxes. There is one famous case
from 1966 where a man with an adjusted
gross income of $14,802,000 paid no taxes
at all. Well, under the reform bill, he
would pay $4,504,000 in taxes. There is
another case where a man had a gross
income of $1.8 million and paid no taxes.
Under this new bill, he would pay well
over a quarter of a million dollars.

Perhaps they should pay even more,
and perhaps we should have made even
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greater adjustments than we did, but
our bill ensures, for the first time in
American history, that almost nobody
will be able to avoid contributing to the
cost of running this Government. That,
I submit, is an accomplishment worthy
of your approval.

I said earlier that this bill is not the
last tax bill in a generation, as some
have suggested. We will be talking about
taxes for many years to come, if only
because we cannot forecast public needs
into the indefinite future. We all hope
we will live at peace. We hope we can
eventually dismantle our military de-
fenses. But no one sees real hope for that
in our time. In addition, our domestic
problems will surely make substantial, if
unpredictable, demands on our public
resources.

So I acknowledge that we may well
find, at some point, that we need more in
the Federal Treasury than we get with
this bill. But we do effect substantial re-
forms in equity among taxpayers with
this bill. We say to those who have es-
caped their responsibility to contribute
toward our national needs: You are now
going to be taxed. And we say to the very
poor: You will get genuine relief, and you
will not have to part with the few dollars
needed to keep your families alive, intact
and healthy. We also say to almost every-
one, across the whole rate schedule be-
low $100,000: You are going to pay at
least 5 percent less in taxes than you are
now paying. We can say all this because
we have said clearly to the economic in-
terests: “You must contribute more than
you are now contributing.”

Some have complained that this would
deprive the Government of badly needed
revenues. In fact, the revenue effect is
not great. And I ask you to consider the
enormous revenue loss that would cer-
tainly, if not immediately, follow defeat
of this bill: Unless we secure fairness in
taxation, and very soon, we may well face
a nation unwilling {o pay taxes at all.

Mr. TUNNEY. Mr. Chairman, will the
gentleman yield?

Mr. CORMAN. I yield to the gentleman
from California (Mr: TUNNEY).

Mr. TUNNEY. Mr. Chairman, in the
press in the last few days we have had
the opportunity to read that there is one
area of income that is privileged, and
that is the oil industry, that it still will
be possible to earn a substantial amount
of money and not have to pay any tax
if the source of the income is 0il? Is that
correct?

Mr. CORMAN. That is correct. It is the
decision of the committee to take income
from oil out of the limited tax prefer-
ence. I hope that decision will be reversed
in the Senate.

If I may pose a question to the chair-
man of the Ways and Means Committee,
it is my understanding that HR. 13270
is intended to accomplisk. substantially
in title IT, subsection A, the purposes of
H.R. 12135. Is that correct?

Mr. MILLS. Would the gentleman
yield? Yes, this does accomplish sub-
stantially what was intended by H.R.
12135. It does not automatically provide
for the waiving of the penalties where

a st.at,e attorney general corrects a situ-
ation by causing a distribution of the
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assets of a foundation to a public char-
ity, but it is provided that the Secretary,
or his delegate, can delay the imposition
of the penalty. He can do this where he
has reason to believe the State attorney
general’s office will correct the situation.
After it is corrected by the State at-
torney general, then of course there is
no reason for imposing the penalty. In
fact, examples of this type are included
in the committee report.

Mr. CORMAN. Mr. Chairman, I often
hear it charged that millionaries who
pay no taxes are immoral. This is not
precisely correct. We cannot easily im-
pugn the integrity of those who maneu-
ver scrupulously, if shrewdly, within the
legal boundaries of our tax structure.
Still, no one can claim that the end re-
sult is moral.

We simply cannot continue to take
substantial sums from the paychecks of
every worker in the Nation and leave un-
taxed vast sources of wealth. The im-
morality does not lie with the taxpayer
who takes all that the law will allow.
Rather, it lies with us. We have, after
all, the authority and the responsibility
to change those laws.

This bill does not change them all. Nor
does it change any one of them as much
as many of us had hoped. Yet, I do not
hesitate to call it a sweeping reform. And
I do not hesitate to call its effects equi-
table.

Mr. Chairman, I urge passage of this
bill.

(Mr. TUNNEY asked and was given
permission to extend his remarks at this
point in the REcorp.)

Mr. TUNNEY. Mr. Chairman, it took
a war—and the surtax it spawned—to
awaken us to the deep injustice of our
tax system. The surtax issue jolted us
with the awareness that the burdens of
the Federal income tax fall most heavily
on poor- and middle-income taxpayers.
We have suddenly recognized that this
simply should not be.

The Tax Reform Act of 1969, as a re-
sult of some last minute changes, now
faces up to the plight of the middle-in-
come taxpayer. Because it does, it should
receive our wholehearted support.

Hopefully we have seen the beginning
of a trend toward progressively easing
the burdens placed upon the most over-
taxed segment of our society—the
middle-income homeowner.

Over 90 percent of our taxpayers re-
port incomes of less than $15,000 a year.
At least 20 million report incomes below
the poverty line. Twenty million more
report incomes below amounts estab-
lished as necessary to live in our large
cities with the most minimum kind of
comfort. Twenty-seven million report
incomes from $7,000 to $15,000, but are
denied any real affluence by rampant
inflation.

Taken together, this 90 percent pays
the lion’s share of the $70 billion or so
that we collect in personal income taxes.
The burden of carrying many expensive
programs falls on their backs, although
they are little able to afford it.

How do they live? Are they the in-
heritors of the American dream? Or do
they see themselves as participants in
some kind of American nightmare?
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They live by spending over half their
incomes on simple necessities of living—
food and shelter. They must spend most
of their income, and they save or accu-
mulate little. They pay heavy property
taxes and mortgage interest to obtain
the security of owning their own home.
The property taxes go up, and the in-
terest rates soar, and still their schools
and other community services do not sig-
nificantly improve. In the last few years
some services have actually deteriorated.
On top of that, they pay a bewildering
variety of sales and excise taxes which
are hidden in the price of things they
buy.

These families are saturated with tax,
They are being taxed to death. Still they
do not receive high quality services, and
every year what they earn buys even
less. These families—and the young, the
retired, the widows and widowers living
on limited, fixed incomes—they are the
ones who are hardest hit by inflation.

This 90 percent includes families who
supply the majority of the troops in
Vietnam. They are the ones who are
asked to pay for that tragic conflict three
times over: once with the sacrifice of
their children; twice as their incomes are
scattered to the winds by inflation; and
again, with a surcharge on the already
stiff taxes which they regularly pay.

That is how we honor those who
shoulder the major part of the Federal
income tax burden.

Our Internal Revenue Code at the
same time rewards another group of tax-
payers who pay no tax at all, Since they
pay no tax, they pay no surtax, They re-
ceive windfall profits from inflation, as
investments in land and stocks soar.
They spend a small part of their eco-
nomic income for necessities, and con-
sequently a smaller part of their income
on State and local taxes.

Included in this favored group are
many millionaires who pay no taxes at
all, or who pay them at the very low
effective rate of 5 percent. The rate on
the first $1,000 of income is 14 percent,
Consequently we are faced with the
nightmarish fact of men with annual
incomes of over $1 million—men with
incomes a thousand times higher than
the taxable income of a family of four
earning only $78 a week—who nonethe-
less end up paying taxes at a fraction of
the rate assessed against the poorest
Wage earner.

The Tax Reform Act of 1969 strikes
hard at the inequities which allowed this
result. It is an essential step toward re-
storing fairness and simplicity to the tax
system. It recognizes the inordinate
hurdens whiech, in the past, we have
placed on middle-income taxpayers, and
it makes progress in easing those bur-
dens.

Middle-income taxpayers will benefit
from reduced tax rates. They will also
be able to use an increased standard de-
duction which should simplify the prep-
aration of tax forms for millions of
persons.

When the tax relief becomes fully ef-
fective in 1972, middle-income families
will receive significant tax reductions. A
family of four earning $5,000 will enjoy
a 31 percent tax cut of $90. The same
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family, if it earned $10,000, would re-
ceive a tax cut of $174 or 16 percent. At
$7,500, the saving would also be 16 per-
cent or $111. Such a family earning be-
tween $12,500 and $15,000 would pay
from $220 to $226 less in taxes.

Other provisions of the bill will bene-
fit single persons over 35, widows and
widowers, and the poor.

These changes are encouraging. Prog-
ress has just begun, however. We must
remain alert to tax avoidance which vio-
lates the community’s sense of justice
and fairness. We must continue efforts
to relieve greater numbers of the poor
from Federal tax burdens. If a person
finds it a hardship or an impossibility
to pay for an adequate diet, or obtain
adequate housing—and if he already
pays significant indirect taxes on his
expenditures—we should review care-
fully the amount of Federal taxes he is
required to pay.

We must continue our efforts to bring
inflation under conirol, and remain sen-
sitive to the needs of the middle-income
taxpayer. This bill should not spell the
end of tax reform for another generation.

The war—and the surtax—have once
and for all shattered our complacency
and inspired a comprehensive effort to
review our national priorities. This bill,
however, responds to only half the prob-
lem. We must scrutinize how our Gov-
ernment spends, as well as how it col-
lects its revenues. Even an equitable sys-
tem of tax collection becomes an outrage,
where the revenues are spent inadvisedly
or ineffectively, while urgent needs are
ignored.

That is the situation today. Urgent
domestic needs are not being met. In-
stead Federal budgetary policies give dis-
proportionate stress to financing foreign
operations, and to expanding defense
outlays at a steady rate of about 9 per-
cent of our gross national product.

The burden of supplying needed com-
munity services has fallen on two un-
just taxes levied against property and
sales—taxes which are unjust because
they are not based on a person's ability
to pay. Property and sales taxes account
for over two-thirds of the faxes collected
by State and local governments. Because
middle-income families must spend a
higher proportion of their incomes than
the wealthy, they pay a higher propor-
tion of property and sales taxes to
finance our domestic needs.

Although property and sales taxes are
as high as they can go, the cost of meet-
ing domestic needs, particularly in edu-
cation, have been rising faster than our
national income. Property and sales
taxes have already been increased in a
vain attempt to keep up with costs.

While State and local incomes cannot
increase as fast as the GNP, it is esti-
mated that for every 1 percent rise in
national product, Federal income rises
1.5 percent.

The Federal Government monopolizes
the most lucrative tax base—personal
and corporate income—and it must begin
to share this rising revenue with the
States.

I firmly believe in the necessity for
this, and I have introduced legislation
to accomplish tax sharing. If adopted,
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the Federal Government would distribute
2 percent of the aggregate taxable in-
come reported on Federal returns. This
year such a program would result in the
distribution of about $7 billion to the
States on a formula basis. California
would receive about $650 million under
this approach. This would represent
about 10 percent of the State’s budget,
and would be given in addition to other
grants-in-aid. Unlike many grants-in-
aid, however, there would be no strings
attached to these funds. The State would
be left to decide how they could be used
most effectively. Such funds could pro-
vide a needed margin in resolving such
local erises as the one in school financing.

The tax reform bill is half the battle.
I urge that it be passed, and that we get
on with restoring reason and fairness to
the rest of the budgetary process.

Mr. MILLS. Mr. Chairman, I yield 5
minutes to the gentleman from New
York (Mr. ROONEY).

Mr. ROONEY of New York. Mr. Chair-
man, as usual, the distinguished chair-
man of the great Ways and Means Com-
mittee of this House, the gentleman
from Arkansas (Mr, MmLs), has per-
formed brilliantly in presenting to the
House the pending comprehensive and
much-needed tax reform. I urge its pas-
sage. It is not as much as I would like,
but it has something for every one of
my constituents.

I would like, too, Mr. Chairman, to
take this opportunity to thank the dis-
tinguished gentleman from Arkansas
(Mr. Mrrrs) and all the members of his
committee for the action they have taken
in connection with certain activities of
tax-exempt foundations. I want to again
thank the committee, too, for granting
me the opportunity of appearing before
it to testify with regard to the dangers
to our constitutional form of government
presented by a foundation dabbling in
politics. At page 32 of part 1 of the com-
mittee report on H.R. 13270 it is stated
that:

In recent years, private foundations have
moved increasingly into political and legis-
lative activities. In several instances called
to your committee's attention it was made
clear that funds were spent in ways clearly
designed to favor certain candidates . ..
In some cases contributions were made to
organizations that then used the money to
publicize the views, personsalities, and activ-
ities of certain candidates . . .

In my testimony before the Ways and
Means Committee on February 19 of this
vear I spelled out just such a case. Un-
fortunately, I was speaking from first-
hand knowledge since one of my oppo-
nents in the 1968 primary election had
used just such a gimmick. I am gratified
that the committee immediately grasped
the danger inherent in the use of the
“charitable” foundation political busi-
ness and the fact that no office holder
in this body or anywhere else in the
country was safe from this sort of thing
unless he had access to extreme wealth
or could in fact set up his own charitable
foundation to aid in his reelection.

Mr. Chairman, I am extremely pleased
that the great House Committee on Ways
and Means in its wisdom acted in the
manner it did to remove the foundation
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problem from American politics and I
am doubly pleased that I was able to
play a small part in bringing this to the
attention of the committee and through
its action, the American public.

Mr. MILLS. Mr. Chairman, I yield 5
minutes to the gentleman from Texas
(Mr. PIcKLE).

Mr. PICKLE. Mr. Chairman, I appre-
ciate the gentleman yielding.

Mr. Chairman, with the tax reform
package coming up before us under a
closed rule, I would like to make my
feelings known on several important
points in the bill. Before doing so, how-
ever, I would reiterate my sentiment
that several of these items, in my judg-
ment, are so important that they should
be the object of separate votes. Of course
I can see that this may not seem practi-
cal in a tax package of this size, and 1
can realize that fact.

One of the major items concerning me
is the treatment afforded in the bill to
the oil industry. Those of us from oil-
producing States know that this topic
has become the center of a hot, emotional
conflict, and I firmly believe that the at-
tacks being made on the oil depletion
are based more on emotion than on fact.
Why single out oil and gas? Why do we
give an exemption to iron ore, keeping it
at the same level, yet make a 25-percent
reduction in oil and gas? On the face of
it, thinking people must ask themselves
why?

I think it is significant that this item,
which has been represented as the high
mark for the need for reform, is not pre-
sented to the House so that it can cast
an independent vote and exercise its
will. For years, the depletion has been
ridiculed as a fantastic giveaway, and yet
rational minds have kept it on the books
since 1926. If it is now so bad, why should
not the majority of the House be given
the opportunity to vote on it directly?

I would also note that the Ways and
Means Committee was quite formal in
its approach on the depletion question.
While they were willing to go back to
touch up other aspects of the bill, this
part of it was never again reopened.

There is one particular aspect of the
depletion changes I would like to note
to the House, and that is the provision
dealing with foreign operations. I would
start by saying that any changes in this
area are of doubtful advantage to the
U.S. Treasury, and it generally is not
clear at all that a reduction in overseas
depletion allowances will result in a cor-
responding increase in domestic tax rev-
enues, Still, the package presented to us
completely knocks out overseas mineral
depletion as to oil and gas operations,
but makes only about one-fourth reduc-
tions on most other minerals.

I do not think the overseas allowance
should be removed on oil and gas. But
if that step is taken, then I say we should
certainly do the same for other minerals.
‘We should let the other overseas indus-
tries feel the same treatment.

This heavy-handed imbalance is not
one which would sit well on our con-
seience, and I am most hopeful that we
will see further actions on this aspect of
mineral depletion.
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Mr. Chairman, another point I wish
to comment on concerns the treatment
made in the bill for banks and savings
and loan associations. As the matier is
presented in most of the summaries
which appear on the bill, the committee
actions merely involve a new series of
formulas to recompute bad debt reserves
and scale down percentage deductions,
all with the result of raising substan-
tially the taxes on savings and loans, mu-
tual savings banks, and commercial
banks.

It is important, however, to look into
the background of what is heing done,
and to measure the impact of this action
on one of this country’s greatest needs—
housing.

Savings and loans started out as being
totally exempt from taxation, generally
on the theory that the institution was
merely acting as a clearinghouse for cus-
tomers to do business among them-
selves, When tax liability was initially
imposed in 1952, and increased in 1962,
there were still substantial advantages
left in the law for those institutions
which had a sufficient portion of their
outstanding loans in the home mortgage
market, In fact, these additional advan-
tages would flow to an institution only
if they had more than 82 percent of their
assets invested in residential real estate,
liguid reserves, and certain other assets.

Needless to say, this incentive was
quite effective, and in light of the rela-
tive uncertainties of the home loan mar-
ket, it does seem this incentive should
be maintained.

The actions of the committee are re-
portedly designed to close the gap in the
taxes paid between the savings and loan
associations and the commercial banks.
Possibly this does need to be done to a
certain extent. But I am most concerned
that these actions do not go too far. I
certainly hope we do not see a slow de-
terioration of the savings and loan in-
dustry, with the corresponding downfall
in the home building industry.

This is an area we need to promote,
not impair.

Mr. Chairman, the final topic on which
I would like to comment concerns the
new steps proposed on the cooperatives.
First, I would like to say that I am en-
couraged by the actions of the commit-
tee on this item, when compared to the
initial announcements they made in
earlier press releases.

As many of my colleagues may have
heard, the initial Ways and Means ac-
tion was to increase from 20 to 50 per-
cent the amount of patronage allocations
an exempt cooperative had to pay out at
the close of each year of operations.
Moreover, there was proposed the re-
quirement that the remaining 50 percent
be revolved out as patronage payments
within the following 5 years.

I think this initial proposal was too
harsh. It effectively precluded any co-
operative from acquiring capital for
needed expansions and improvements,
and it could have worked a hardship on
many of these co-ops operating in our
rural and agricultural areas.

Rather than pursuing this approach,
the final committee action keeps the 50-
percent current-year dividend require-
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ment, but lengthens the 5-year require-
ment to a 15-year pay-out requirement
phased in over a 10-year period.

Mr. Chairman, I realize that the opera-
tions of cooperatives have been subject
to extensive commentary as.to the pro-
priety of their existence in our free en-
terprise system. In some types of co-
operative operations, this may well be a
valid point, particularly in those in-
stances in which a cooperative competes
directly with a small, independent farm-
er and businesses. But on the other hand,
there are certainly those activities in
which cooperatives can and do provide a
valuable service, and I do not think we
should lose sight of this in determining
tax reform actions on these groups.

We have been given little time to study
this huge measure. Everyone wants tax
reform. Everyone wants tax relief. Every-
one wants to see the tax burden shifted
away from those least able to pay.

I know this has been the objective of
the committee, and the bill is a result of
a lot of work, study, compromise and
action. The committee, however, was
making changes in the tax tables as late
as yesterday, and I believe this is recog-
nition that we do need more time to
clarify and correct this bill.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield 2 minutes to the gentleman
from Utah (Mr. LLoyp),

Mr. LLOYD. Mr. Chairman, I take this
time to ask the chairman of the Ways
and Means Committee a question.

Today I have been inundated with
communications which charge that the
committee did not hold sufficient hear-
ings in order to give those who are inter-
ested in the bill sufficient time to appear
before the committee with their testi-
mony. I would appreciate it if the chair-
man would comment on that charge.

Mr., MILLS, Mr. Chairman, will the
gentleman yield?

Mr. LLOYD. I yield to the gentleman
from Arkansas.

Mr. MILLS. I certainly want to com-
ment on that statement, because who-
ever says that is just not informed about
what took place.

We began these hearings February 18.
The press release announcing the hear-
ings was released on January 29 so there
were 3 weeks of notice before we started.
We laid out in our press release every
subject matter we have acted upon with
one exception. We did not include in our
hearing notice any reference to the taxa-
tion of cooperatives. We did include in
our hearing notice the tax treatment of
every other subject matter that is in-
cluded in this bill.

There were approximately 600 people
who appeared before the committee and
over another 200 who submitted state-
ments. Their statements appear in these
15 volumes which consist of 5,815 pages.

Now, it is true we did not have a bill
before us at the time of the hearings.
Our committee develops a bill after the
hearings. If they want to charge there
was no hearing on this specific bill, I can
only say there could not have been, be-
cause the bill itself was introduced on
August 1, as the gentleman knows.

Mr. LLOYD. As a member I am ac-
quainted with the fact that press releases

22755

have been issued periodically. Would the
chairman make a comment on the
periodic issue of press releases?

Mr. MILLS. Yes. We issued our first,
covering what actions we had taken, on
May 27, Then we issued another press
release on July 11. Then on July 25 we
issued another. From that point on, as I
recall, we made our releases to the news-
papers on a daily basis, because we were
moving then quite rapidly.

Mr. LLOYD. Were there any respon-
sible organizations or individuals who
were denied the opportunity of present-
ing testimony to the committee either
orally or in writing?

Mr, MILLS. Not that I am aware of.
We heard everybody who asked to be
heard within the time we fixed for them
to file notice. We gave them approxi-
mately 3 weeks to do that.

Mr, LLOYD. I thank the gentleman.

Mr. Chairman, the clear and present
responsibility of the House of Repre-
sentatives is to correct inequities which
exist in the application of the Federal
income tax to the citizens. We must
bring tax equity to that forgotten wage
earner who bears a full share of the
tax burden without sharing in the tax
benefits available to wealthy nonwage
earners. The revelation yesterday by
Chairman WiLsur Miris here on the
House floor of the example of a widow
who was left tax exempt securities en-
abling her to receive $2 million {ax ex-
empt income per year is only one of
myriad examples of tax injustice. This
House cannot be blind to these facts, and
this vote for tax reform to achieve equity
is imperative.

The Ways and Means Committee has
performed a massive service. Those of us
in this Chamber know the diligence and
dedication which the committee has ap-
plied to this task since it began public
hearings in mid-February. There were
many who said it could not be done. But
we have here today a product—not a
perfect product—but a product con-
ceived by the best minds and the best
effort which the combined talents of the
membership of that committee can
produce.

The bill reduces certain tax incen-
tives and allowances, such as those per-
taining to development of our natural re-
sources and others, which raise grave
apprehensions in my mind and perhaps
in the minds of every Member. It con-
tains 368 pages. There are 435 Members
of this House. If we were to open this
voluminous bill up for amendments
while 435 Members attempt to serve the
particular interest we represent through
amendments, we would not be finished
by Christmas and we would be able to
do nothing else. A closed rule provides
us the only opportunity for actual prog-
ress.

Section 7 of the Constitution provides
that all bills for raising revenue shall
originate in the House of Representa-
tives, and this House has properly con-
fronted its responsibility. The bill moves
from here to the Senate where under a
policy of free and unlimited debate, that
body can modify any provision where the
removal or reduction of a tax incentive
or allowance is adverse to the public in-
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terest. I will not attempt to enumerate
here all those incentives and allowances
which I would wish it were within my
power to consider individually on the
merits. However, in addition to those tax
incentives and allowances essential to
develop our natural resources, I may
mention those pertaining to local bonds,
farm cooperatives, certain financial in-
stitutions and the degree of encourage-
ment warranted by private foundations.
All these and more, the Senate may
properly analyze and pass judgment up-
on.

It is said a journey of a thousand miles
begins with the first step. I would hope
this will not be a thousand mile jour-
ney. But certainly this House cannot
avoid its responsibility to take this first
step today toward establishing equity
and fairness in the application of the
Federal income tax. The free, taxpaying
citizens of America demand and deserve
no less.

Mr, BYRNES of Wisconsin, Mr, Chair-
man, I yield such time as he may con-
sume, to the gentleman from Indiana
(Mr. BraY).

Mr, BRAY. Mr. Chairman, this tax
reform bill is generally good legislation.
Writing a tax bill is complicated, and
the great extent of this bill makes it
especially difficult. The bill itself covers
368 pages.

The committee did not have sufficient
time to properly work out every change.
There is one provision to which I draw
your particular attention: that of chang-
ing the Federal tax-exempt status of
municipal bcnds. I believe it is a great
mistake.

Every community in America, every
school, our streets and highways, flood
control and antipollution projects, air-
ports, and scores of other vital commu-
nity projects are all dependent upon
obtaining the necessary money from
bond issues. To sell these bonds under
this new tax law, it will be necessary to
pay an interest rate so high that it will do
great injury to the property owners in
the respective taxing districts who are
already paying backbreaking taxes.

The committee apparently was aware
of this for they have worked cut a plan
whereby the Federal Government, if the
taxing unit desires, certifies on the bond
that it is not exempt from Federal taxes
will pay a part of the interest to the lo-
cal bonding unit. How are you going to
determine what percentage the Govern-
ment will pay? That means that every
township, every village, every city, every
county, every taxing unit, if they choose
to use this method of issuing bonds,
must go to Washington to negotiate as
to what, if any, reimbursements they
can receive from the Federal Government
on their bond issues. This certainly will
open a Pandora’s box and will mean
utter chaos.

By changing the exemption on munic-
ipal bonds we will force local govern-
ments at every level to look to Wash-
ington to solvz their problems.

Since this is a closed rule, no amend-
ments can be offered. I trust that when
the Senate considers this bill that they
will give careful consideration to this
section and eliminate it.
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The method provided in taxing mu-
tual funds are complicated and it is dif-
ficult to understand exactly how it will
work, but to relieve that uncertainty,
this section should be removed.

As I have stated, this generally is good
legislation, but in the interest of local
self-government and in the interest of
every community in the United States
this section should be removed.

Mr. MILLS. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Texas (Mr, MAHON).

Mr. MAHON. Mr, Chairman, along
with other Members of the House I am
very deeply interested in this legislation
and very concerned that we find the
right answers to the problems confront-
ing us.

In the debate of yesterday I made ref-
erence to my grave concern over the
provisions in the pending measure which
I consider highly adverse to the best in-
terests of the ocil industry and to the
Nation as a whole. I would like to com-
ment further on this most important
subject.

It seems more important now than
ever before that we have an atmosphere
which will encourage exploration and
the development of our domestic oil in-
dustry. In my appearance before the
Committee on Ways and Means on
March 20, I stated in part the following:

National security demands that we have
a healthy and growing oil industry. Forty
percent of the independent oil producers in
my area have gone out of the oil business in
the last 10 years. There has been a nation-
wide decline in exploration, & decline In
drilling, this in spite of the fact that there
are certain incentives, but these incentives
have not been adequate to provide the
growth that we should have in the develop-
ment of oll resources.

M~-. Chairman, I quoted to the Ways
and Means Committee an excerpt from
a study provided by the Department of
the Interior which states that in order
to meet rapidly growing demands for
petroleum during the next 15 years the
industry must find and develop 50 per-
cent more oil than has been found and
developed during the past 15 years. I
went on to state to the committee:

For many good reasons we don’t want to
precipitate a situation that would bring
about a further decline in exploration. What
we want to do Is to generate more interest
in the finding of reserves because we have
to find about 50 percent more in the next
15 years than we found in the last 15 years.

So, this is one of the problems here in-
volved. The consumer has been, generally
speaking, very fortunate. The price of a barrel
of oil 10 years ago was about $3.06 and it is
about £3.04 now, despite huge increased
costs, inflation, labor, and so on, and the
drilling of deeper, much deeper wells than
was formerly necessary.

In exploration you find that in wildeat
wells 8 out of 9 of them are dry holes. This is
a hazardous business and it needs to be en-
couraged from the standpoint of the na-
tional interest, national defense, and other-
wise.

Mr. Chairman, there are those who ap-
parently assume that those of us who
oppose certain damaging provisions re-
lating to oil are taking a narrow view of
the pending measure. I do not believe
this is a correct assumption. The overall
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economic well-being and military secu-
rity of this country is directly related to
the availability of an adequate domestic
oil supply for the future. We must take a
long-range view if we are to safeguard
our best interests.

Earlier this year in testimony presented
to the Appropriations Committee, Mr.
John O'Leary, Director of the Bureau
of Mines of the Interior Department in
referring to U.S. production and con-
sumption of mineral resources stated :

Looking at a straight-line extrapolation of
the U.S. production and consumption, we
find this: Right now we are producing in the
range of 826 billion worth of mineral re-
sources and consuming about $31 billion
worth. By the end of the century, we will
be consuming $90 billion worth annually and
producing something in the range of $45 bil-
lion worth annually. In other words the
present deficit of six or six and a half billion
will increase to 45 billion by the end of the
century.

Taking this back, in 1950 our deficit was
only about 8 percent of our consumption
requirements. Our deficit now is in the
range of 25 percent of our consumption re-
quirements. By the end of the century, it
will be in the range of 50 percent of our
consumption requirements.

Mr. Chairman, I realize that this is a
projection into the future but the signifi-
cance of the statement seems obvious. As
we all know we already face a critical
balance-cf-trade problem. The very per-
tinent question arises, how are we fto
offset this staggering projected deficit—
this huge projected increase in imports
to satisfy this anticipated demand.

Of the $25 billion of minerals produc-
tion Mr. O'Leary refers to, petroleum
represents about $10.8 billion; of the §31
billion of consumption, some $13.8 bil-
lion is oil. Following this trend down the
road to the projected $45 billion deficit
in minerals by the end of the century one
can clearly see the seriousness of the
situation which confronts us.

In 1964 our Nation had in all goods
and services a favorable trade balance of
over $8 billion. This year we will have
little if any surplus. How will we offset
the projected increasing deficit in
minerals?

We certainly cannot afford to create
conditions which stifle domestic explora-
tion. Our immediate and long-range
economic welfare just will not permit
this.

Mr. Chairman, in the vote on the pend-
ing measure today we are confronted not
only with the provisions in the bill which
relate to oil and minerals but we are also
confronted with provisions in the bill
which relate to many other areas of tax
legislation.

I am concerned, as I know many other
Members are, about some of the provi-
sions and implications of the pending
measure relating to a number of other
tax problems. The 369-page bill is ex-
tremely complex and technical and it has
not been possible to fully analyze in the
brief time since the bill has been avail-
able all the various provisions in the
measure. Such a far-reaching measure
deserves closer study and consideration
than we have been able to give it during
this brief period.




August 7, 1969

Mr, MILLS. Mr. Chairman, I yield 5
minutes to the gentleman from New
York (Mr. KocH),

Mr. KOCH. Mr. Chairman, first I wish
to thank the gentleman from Arkansas,
the distinguished chairman of the Ways
and Means Committee, for his gracious-
ness in yielding me this time.

Mr. Chairman, yesterday the distin-
guished chairman of the Ways and
Means Commitiee was very kind in re-
sponding to an inquiry which I made. I
asked him what was the committee’s ra-
tionale for seeking to impose a Tl5-per-
cent tax on the investment income cf
private foundations such as the Ford
Foundation, and not similarly taxing the
investment income of churches, colleges,
and those foundations which are largely
supported by the general public such as
the March of Dimes. I hasten to add that
I do not believe that any of these or-
ganizations ought to be subject to this
tax. But, in any event, I wanted to ascer-
tain whether there was any legitimate
reason for this distinction. I listened very
carefully to the chairman again reread
his statement this morning and I must
confess that I still can discover no valid
reason for the distinction. His answer in-
cluded the rather dubious proposition
that colleges and churches who receive
contributions from the public tfurn right
around and spend these moneys leaving
no balance to tax. This flies in the face
of reality when we all know of the tre-
mendous investment portfolios of these
institutions arising from bequests and
capital fund raising drives. Such institu-
tions, I submit, are no different than pri-
vate foundations in seeking to make
their money grow by prudent investment
so as to have greater wealth for their
worthy purposes.

As the result of my conversations with
others more conversant than myself on
this matter, I have come to the con-
clusion that there is no rationale other
than that there are members of the com-
mittee and this Congress who do not
agree with some of the programs and
philanthropic activities of certain private
foundations and wish in some way fto
indicate their displeasure. Surely if the
intent had merely been to raise moneys
to finance the closer supervision of the
activities of all foundations, private or
otherwise, then a very modest 1 or 2
percent might have been imposed. The
report of the committee describes the
tax as a “user fee” to defray the cost of
policing the foundations. However, as
the New York Times pointed out in yes-
terday’s editorial, the committee pro-
poses no machinery or funds earmarked
for such supervision.

Since no adequate explanation can be
given for this diseriminatory and puni-
tive tax of private foundations, I hope
that serious consideration will be given
in the other body to the elimination of
this provision.

I intend to vote for the bill because I
think it has sections which are very help-
ful to the low and middle income tax
payers, and I hope that those sections
of the bill which are, in my judgment,
still inequitable will be revised by the
other body.

Mr. MILLS. Mr, Chairman, I yield 7
minutes to the gentleman from Indiana
(Mr. JACOBS) .
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Mr. JACORBS. I would like to say a
word about the forgotten man in this
debate—the oilman. “Once there was a
little girl with a curl in the middle of
her forehead. When she was good, she
was very, very good. But when she was
bad, she was horrid.”

Mryr. Chairman, there is much good
about H.R. 13270. But, by omission, there
is much bad about i, too.

Tax reform in general terms has al-
ways been gcod speech material. Poli-
ticians have always known they must
either be for tax reform or seem to be
for it. :

Recently, being specific on the sub-
ject has even become vogue. So speak-
ing out against unjustifiable tax breaks
for certain privileged citizens may have
already become, at best, repetitious and,
at worst, passé. It is doing something
about it that would prove unique now.

Orwell wrote of a society where all
were equal, but some more equal than
others. It was left to my college professor
of political science to explain that: “Gov-
ernment is that means by which the
strong will take what they would have
taken anyway. And the weak can retire
gracefully.”

Until now the weak have been the
average taxpayers who year in and year
out pay the taxes to make up for the
tax break subsidies extended to such con-
spicuously unneedy interests as the
petroleum industry; inheritors of tax
depreciated and untaxed appreciated
property; holders of vastly appreciated,
yet untaxed assets used for charitable
deductions and holders of certain kinds
of bonds.

But the average taxpayers wno have
suffered this injustice are not so weak
anymore, They are not so weak anymore
because of the nature of the weakness
which vietimized them in the first place.
That weakness was a lack of knowledge
about what is going on and who is getting
away with what under the 1954 Federal
Income Tax Code.

But now the cat is out of the bag. And
these people who have been paying far
more than their fair share of the tax
burden can no longer be misled by the
nebulous sleight of tongue which mum-
bles something about the need for tax
subsidies to the petroleum industry be-
cause the country needs oil, and sup-
posedly no red-blooded American oil-
man will go out and dig it up if he has
to pay the same tax on his huge profits
as other businessmen. The average tax-
paying citizen might well ask, “How
much faith does this argument show in
the profit motive of the free enterprise
system?”

Nor is this average citizen likely to ac-
cept the threadbare argument that, with
market-oriented production and import
controls, there is a shortage of oil which
can be reduced by subsidizing those who
sell it to the public.

I hear it said that the petroleum in-
dustry risks money when it drills for oil.
And so, too, does every other business-
man who invests in the pursuit of profit.
The oil industry is permitted deductions
which do not pretend to relate to the
actual cost of doing business. Other
businessmen and individuals are allowed
tax deductions only to the extent that
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they represent exact amounts expended
in the production of income.

Some will tell you that from the oil
businessman’s point of view, oil is a de-
pleting asset, salable only once. Can this
not be said of the goods of any mercan-~
tile operation which is allowed to deduct
only the actual cost of goods sold?

With modern accounting methods,
there is no mystery about the actual fig-
ure of the depletion cost to a given oil
company. Indeed, the code provides for
cost computation of oil depletion as an
optional alternative to the 271%-percent
depletion allowance. Obviously, those
whose cost depletion exceeds 275 per-
cent will choose the cost approach for
taxes. And those whose actual depletion
cost is less than 27142 percent will aceept
the subsidy of the percentage method.
Thus, the Government is saying that if
an oil company pays a great deal of its
gross income to obtain the product sold,
there will be no subsidy. But if that cost
is a smaller percentage of the gross in-
come, there will be subsidy.

But after everything is said that can
be said, the fact would remain that year
in and year out the average income tax
paid by the petroleum industry has been
considerably less than 10 percent of prof-
its computed as other businesses are re-
quired in determining their Federal in-
come tax obligation. And that is a wrong
to which no citizen should have a right.

The mythical 2715-percent depletion
allowance which at present is only used
to the extent of about a mythical 23 per-
cent, is changed by this bill to an also
mythical 20 percent. The difference be-
tween the cost of depletion and the 20
percent equals the giveaway sanctioned
in this so-called reform bill. It seems to
me that the reform has been run through
a refinery on well-oiled rails. Once again
big oil seems to be sliding its slippery
way through the closed rule of Con-
gress. And people wonder why there is
a grassrools taxpayer’s revolt.

Does anyone here really think that the
outrage of this daylight robbery from
our constituents, the vast majority of
American taxpayers, can be kept a secret
from them?

As is well known by more and more
people in this country, mythical deple-
tion allowances represent only one un-
justifiable tax break for the petroleum
industry. The intangible drilling cost de-
duction allows for a complete writeoff
in 1 year of a large part of the capital
expenditure for drilling. Such an ar-
rangement makes the classic concept of
rapid writeoff seem like tax confiscation.
The practice should be ended. But the
bill before us does not end it. The so-
called “50 percent of income must be
taxed provision” applies to everyone—
everyone, that is, except oil people.

When the unspecially privileged citi-
zen pays tax to a State of the United
States, he is allowed—not a tax credit
for Federal income tax purposes—but the
far less beneficial tax deduction. When
an oil company pays royalties to a for-
eign government, that company is al-
lowed a tax credit mostly in the current
year. How American is that? This so-
called reform bill allows credit where
credit is not due. It continues this pe-
troleum privilege. Other areas of unjus-
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tifiable tax breaks besides the petroleum
industry remain safely ensconced in the
protective harbors of the committee in-
ner sanctum and the gag rule under
which mere ordinary mortal Congress-
men are not allowed even to offer amend-
ments on the floor. For example, the
unjustifiable treatment of inherited
property with respect to depreciation and
appreciation is well known, but not
changed.

Suffice it to say that it is difficult for
six men to earry a piano, but especially
difficult when some of the biggest of them
are riding on it.

Except where legitimate need exists,
equal protection under law should in-
clude equal treatment under the tax law,
but under this bill, it does not.

Mr. MILLS. Mr. Chairman, I yield
such time as he may consume to the
gentleman from Wisconsin (Mr. OBEY).

Mr. OBEY. Mr. Chairman, I rise in
support of this legislation.

If my election to the House on April 1
represented anything at all, it was a re-
flection of the deeply held desire by the
people who reside in Wisconsin's Seventh
Congressional District for meaningful
tax reform.

When I sought the support of the
citizens of my district, I pledged that if
I were sent to Washington my No. 1
priority would be tax reform. I intend to
fulfill that pledge today. I am pleased
to be able to do so because there were
times when I doubted the chance would
ever come.

I am not so pleased, however, about the
conditions under which we are forced to
debate and vote on this bill. I think it
unfortunate that this bill is being de-
bated under a closed rule which thereby
prohibits Members from offering even
one amendment.

There is much to justify a vote in
support of this bill. This bill will provide
some long range tax relief for the lower
and middle income taxpayer and it will
reduce the disgraceful inequities which
in the past have allowed 21 millionaires
and 134 other persons with incomes of
more than $200,000 to pay no Federal in-
come tax at all, while at the same time
2.2 million taxpayers with incomes be-
low the Government-designated poverty
level were required to pay $100 million
in income taxes.

There are a number of amendments
which I would like to have been able to
offer in an attempt to make this bill more
equitable.

They would have included—just to
mention a few:

First, an amendment to eliminate the
6-month surtax extension from the bill.
Admittedly, the surtax extension is at a
reduced rate of only 5 percent, but I am
reluctant to give my approval even to
that without assurance that necessary
changes in spending priorities will be
forthcoming. It cannot reasonably be
denied that the Government is spend-
ing a significant portion of our tax dol-
lar in the wrong places;

Second, an amendment to ease the pro-
vision in this bill dealing with coopera-
tives. This provision deals in an unneces-
sarily harsh manner with cooperatives
and the entire matter should be studied
more carefully before any action is taken;
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Third, an amendment to retain the 7-
percent investment tax credit for the
cost of new machinery and equipment up
to, say, $15,000 a year. While I support
the overall attempt to repeal the invest-
ment credit in order to help reduce in-
flationary pressures, I belisve a sound
case can be made for retaining that 7
percent credit for the first $15,000. Cer-
tainly, that limited a credit would have
a minimal effect on inflation and would
be of great assistance to family farmers
and small businessmen;

Fourth, an amendment to crack down
even further on high-income taxpayers
and corporations who use farm losses to
offset nonfarm income. The provision on
tax-loss farming originally proposed by
the Ways and Means Committee is
stronger than the one in the final bill,
and I would like to see much stronger
provisions to stop corporation from milk-
ing the Federal Treasury.

These amendments—along with sev-
eral others—would have made this a bet-
ter bill and I am convinced that, if we
had been given the chance, at least two
of them would have been passed.

In spite of my disagreement with sev-
eral portions of this bill, I am voting
for it because on balance it eliminates
many of the inequities which, if allowed
to continue, could create a crisis of confi-
dence in this country. The American tax-
payer has throughout the years compiled
a truly remarkable record of responsi-
bility and generosity. He has reached in-
to his pocket to help support not only his
own society, but many others as well,
all around the globe. And he has done
it—largely on a self-assessment basis—
despite his knowledge that for years spe-
cial privilege loopholes in our tax laws
have given help to the well-to-do at the
expense of the poor.

The American taxpayer does not ask
much of his Government. He does not,
by and large, seek to avoid hs responsi-
bility as a citizen so long as he knows
everyone else is also doing his share.
And so, in that sense, the passage of this
bill is a tribute to the American taxpay-
er's compliance with our tax laws, de-
spite enormous frustrations.

I am greatly pleased that one glaring
inequity was eliminated from this bill
vesterday when the committee very re-
sponsibly adjusted the tax rates to pro-
vide some tax relief for low- and middle-
income wage earners who itemize their
deductions. As originally proposed, the
tax reform bill, under certain ecircum-
stances, would not have given these peo-
ple any relief at all while it would have
given 88 percent of the $1.8 billion re-
sulting from the rate reductions to tax-
payers earning over $15,000 a year. For-
tunately, that inequity has now been cor-
rected and the tax relief will be spread
out muech more evenly over all income
groups.

Although the public should be aware
that the tax rate reductions in this bill
will not take full effect until 1972, the
changes in this bill will nevertheless
eventually provide a rate reduction for
the hard-working and deserving middle-
income taxpayers in this country. That is
one reason why the passage of this tax
reform bill is needed and why I intend to
vote for it.

I would caution my colleagues, how-
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ever, not to believe that passage of this
bill will end the struggle for tax justice.
In that regard we still have a long way
to go.

And there is one other danger present
here today and that is that this bill is
being considered much too hastily. We
are dealing with a 368-page bill and a
226-page committee report which has
only been available in final form for
some 3 days. The material contained in
these documents is complex and it is im-
portant; and it is difficult if not impos-
sible for Members—especially those not
on the Ways and Means Committee—to
dig into the details of this legislation.
The possibility exists that in our haste
we may be overlooking loopholes or even
new inequities which are still tucked
away in the far reaches of this bill.

This bill has its flaws and I would hope
that the Senate would eliminate at least
some of them before they give it final
passage. But on balance, if we are to
keep faith with the American people, the
bill before us today requires our support.

Mr. MILLS. Mr. Chairman, I yield 5
minutes to the gentleman from Louisiana
(Mr. WAGGONNER) .

Mr. WAGGONNER, Mr, Chairman, I
would like to say that I agree that the
House Committee on Ways and Means
has labored all year to produce what is
referred to as a tax reform measure. I
would suppose as my predecessor in the
well, the gentleman from Indiana (Mr.
Jacoss) has said, politicians or people
who hold political offices always must
be for tax reform, but I cannot help but
note it depends on whose foot the shoe
is. The gentleman from Indiana (Mr.
Jacoss) spoke eloquently about the tax
advantages and the need to reduce the
depletion of the oil industry, but the
gentleman took no cognizance of the fact
that the percentage depletion for iron
ore in the gentleman’s State was left
untouched and not reduced. So I would
suppose that it depends upon whose ox
is being gored, and we all attempt to
look after the interests of the people
that we represent.

To be sure, I represent a State which
is, in fact, the second largest oil and
gas producing State in the Nation and
which acre for acre is the largest oil and
gas producing State in the Nation—
thank God—because I am happy to have
those resources available for our people.

Mr, Chairman, there was some refer-
ence to this as a tax reform measure.
It would be a2 more apt deseription to re-
fer to this legislation as a revenue-pro-
ducing measure because in my personal
opinion it is exactly that, a revenue-pro-
ducing measure. There are those who
have, maybe not as jokingly as it would
appear—referred to this measure as the
tax lawyer and accountant's relief act
of 1969—because it is a complicated
measure,.

The committee did work long and hard,
but I believe the best interests of the
people of this country would have been
better served had this House had addi-
tional time since the committee reported
the bill to give a little more considera-
tion to it. I did, believing that to be nec-
essary, appear before the Committee on
Rules and asked that consideration of
this legislation be delayed until after




August 7, 1969

our August recess which begins next
Wednesday, the 13th of August, but the
Democratic process in the Committee on
Rules was at work, and the Committee
on Rules voted against me, and I abide
by their decision.

As you gentlemen know, it was just
Monday of this week when we were first
handed copies of this bill, 368 pages long.
It was accompanied by a 266-page re-
port. Just yesterday, I had my first look
at part 2 of the report, an additional
143 pages. This is a total of 777 pages
of legislation and report. I do not believe
that the House has acted wisely in fore-
ing us to take up and vote on this bill
without providing us a decent amount of
time to study its provisions and ascer-
tain what its ramifications are. This is
the most complex piece of legislation to
come before the House in decades, in
my opinion.

I, for one, want to know what I am
voting for or against. I want to know
how this legislation will affect every man,
every businessman and every housewife
and there is not time for me to find out
on my own and no one who can answer
the scores of questions many of us have
on this bill. I am told to read the digests
appearing in the news media, but I am
not interested in the snap judegments of
some newsman I do not know who has
probably had a great deal less contact
with this legislation as it was being writ-
ten than I have had.

I have a number of questions that I
would like to get clarified, Mr. Chair-
man, with regard to this measure. Some
of these questions, perhaps most of them,
I have handed to the distinguished
chairman of the House Committee on
Ways and Means—as capable a commit-
tee chairman as I have known in my
tenure here in the Congress.

Mr. Chairman, I shall proceed with
my questions. The first question has to
do with section 121 of subtitle B of title I.

Mr. Chaf#fman, do I understand cor-
rectly that under the provisions here the
investment income which is produced
through donations received by fraternal
organizations are to be taxed at the same
rate as businesses, rather than at the
715 percent rate accorded to founda-
tions, for instance?

Mr. MILLS, Mr, Chairman, if the gen-
fleman will yield, they would be taxed
at the corporate rate—but if the gentle-
man will pardon me, let me make it clear
why the 712 percent was provided for
foundations: foundations of the type we
are talking about, private foundations,
develop most of their income or revenue
from dividends. And if a foundation were
a corporation, then the corporate divi-
dends received deduction would come
into play, under which the corporation
deducts 85 percent of total investment
income from the tax, and leaves 15 per-
cent subject to tax, which with a tax rate
of 50 percent, means a 7' percent on the
whole income.

Mr. WAGGONNER. What would be
the effect of this then? Is it the intent
of the bill to penalize lodges and national
organizations who decide to file a con-
solidated return for their affiliate chap-
ters by taxing them at a rate which is
greater than that applicable to individ-
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uals, corporations, and other associa-
tions when an information return is not
timely filed?

Mr. MILLS. I believe what you are re-
ferring to relates to the requirements for
the filing of information.

Mr. WAGGONNER. Does this apply
also to organizations like the Boy Scouts,
the Girl Scouts, PTA, garden clubs, sym-
phony societies, and so forth?

Mr. MILLS. Yes, that is true. But the
Secretary is given the authority to waive
these filing requirements and I would
anticipate that he would waive the filing
on the part of many of those the gentle-
man pointed out, like the Boy Scouts,
Girl Scouts, PTA, and organizations like
that.

Mr. WAGGONNER. Mr. Chairman, to
move on to another subject—to the sub-
ject of hospitals—specifically section
101(j) and section 201(a) of the bill and
sections 501 and 170 of the code.

Is the language of the bill adequate
to insure their exempt status will not be
denied on the basis of the current sec-
tion 503 (e) (3), which I quote and which
says: “makes any part of its services
available on a preferential basis.”

For example, will the denominational
hospitals such as hospitals operated by
churches or church organizations be
penalized or be deprived of their tax-
exempt status because they prefer mem-
bers of their faith over nonmembers?

Mr. MILLS. Apparently, whoever
brought this matter to the attention of
the gentleman from Louisiana was not
aware of the full action taken by the
committee.

In taking the hospitals completely out
of the private foundation category, the
language you read, which I believe is
part of the self-dealing provision, be-
comes inapplicable. Even if it were ap-
plicable, it would refer to preferential
treatment only in the case of substantial
contributors, and certain other limited
groups.

Mr, WAGGONNER. Is the gentleman
saying that the same is true, then, of
hospitals operated by lodges and other
organizations?

Mr. MILLS. Yes.

Mr. WAGGONNER, To go to another
subject—farm losses—section 211 of the
bill and section 1251 of the code.

Is it the intent of this bill to penalize
the small farmer who under present law
has sustained farm losses for tax pur-
poses? In other words, assume a farmer
dies and his property passes to his chil-
dren who are scattered to the four cor-
ners of the Nation and let us assume also
that they desire to sell the property.
Would they be subject to the recapture
provision for the losses sustained by their
father?

Mr. MILLS. No, they would not. They
are not subject to the recapture provi-
sion with respect to the losses of their
father when they sell property which
passed to them by reason of their father’s
death.

Mr. WAGGONNER. Let us talk for a
moment about the average farmer.
Would this bill require the average
farmer any extraordinary accounting
problems or problems in tracing the
character of his income and expenses?
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Mr. MILLS. No. If I know anything
about the expression “average farmer,”
the provision would have no application
whatsoever to him.

Mr. WAGGONNER. I believe the
gentleman knows something about that
because we both grew up in farm
country.

Mr. MILLS. Let me say that this pro-
vision would have no application to such
an individual, because for the provision
to apply to a person he must have at
least $50,000 of nonfarm income a year
and, even then, the provision only applies
to his farm losses to the extent they
exceed $25,000 a year. I think these re-
quirements would eliminate all “average
farmers."”

Mr. WAGGONNER. Because invest-
ment-wise wealthy persons, to which you
direct your attention, have in recent
vears used the farm to obtain operating
losses, is it really prudent to destroy the
accounting rules well established and un-
derstood by most farmers who derive
their sole living from farming opera-
tions? In other words, would not it be
best to prohibit certain investments from
nonfarmers in farming operations?

Mr. MILLS. In a way, indirectly, that
is what the bill does. It does not destroy
the farm accounting rules. It just says
that a wealthy nonfarmer cannot receive
the special tax benefits of those farm
accounting rules. Whether a person is a
farmer or a nonfarmer has to be deter-
mined by a reasonable and practical
standard. The standard adopted in the
bill looks to the size of the person’s non-
farm income and the size of his farm
loss. If the person’s nonfarm income is
quite large—over $50,000—and his farm
loss also is large—over $25,000—the bill
in effect classifies him as a nonfarmer.

Mr. WAGGONNER. Mr, Chairman, let
me ask another question with regard to
farm income which has to do with the
subject of capitalization. What would be
the situation, for example, say, where
we would have a family who buys a piece
of land for $100,000. He receives during
the lifetime that he owns this land—
and it can be for any period of time, but
we will say for 20 years—a sum which
for example, is $50,000 from the Federal
Government in the form of conservation
benefits, for seed for his land, for im-
provements, and that sort of thing, to
build watering ponds. At the end of the
20-year period would that farmer be re-
quired to capitalize that $50,000 of the
nature I described which he received
from the Federal Government?
toMr- MILLS. He would not be required

Mr. WAGGONNER. He would not be
required?

Mr. MILLS. He would not be,

Mr. WAGGONNER. Let vs talk for a
moment, Mr. Chairman, about the limi-
tation on deductions of interest. Do I
understand the committee bill to mean
that if a taxpayer does not receive in a
taxable year net investment income from
an investment property, his maximum
interest deduction is $25,000?

Mr. MILLS. No, he can offset the in-
terest deduction against not only his in-
vestment income, but also capital gain.
Moreover, the limitation does not apply
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to interest which is incurred in carrying
on a trade or business or to personal in-
terest, such as on a home mortgage. It
only applies to interest on moneys used
to purchase or carry investment prop-
erties. I should also say that if the limi-
tation applies so some part of a taxpay-
er’'s interest deduction is disallowed, the
bill provides a carryover to future years
for the unused amount of interest de-
duction. The general rule, though, places
a limit of $25,000 on the amount of in-
vestment interest that a taxpayer can
deduct from his other income—that is,
his income other than capital gains or
investment income.

Mr. WAGGONNER. What the gentle-
man is saying is that there is a limit of
$25,000 for which he can claim a deduc-
tion if this interest is related to or ap-
plied to investment income and invest-
ment income alone,

Mr. MILLS. It is applied there first,
and then he can deduct an additional
$25,000 from his other income. When
I spoke yesterday, I pointed out that 72
of the 154 cases analyzed by the Ways
and Means Committee where there was
an income of $200,000 or more but no
tax paid, benefited primarily from the
use of an extremely large deduction for
interest. In other words, by borrowing
large amounts to make low-income pro-
ducing investments, taxpayers are able to
use the interest deduction on the bor-
rowing to shield their other income
from tax. It is these types of situations
the limitation in the bill is designed to
cover.

Mr. WAGGONNER. Mr. Chairman, I
am interested in the oil industry, for rea-
sons I have already stated. Will you tell
me what you personally believe the net
effect on the oil industry will be with re-
gard to ABC transactions and carve-out
transactions? Maybe I can simplify it
and you can answer the question in this
way: Would the application of the pro-
posed tax law, when all properties are
sold under the tax treatment provided
here, not tend to reduce the value and
thereby limit the ability of the oil oper-
ator to borrow under the tax treatment
provided for in this legislation in the in-
stance of ABC transactions and carve-
out transactions?

Mr, MILLS. I doubt that it would sig-
nificantly affect their borrowing or their
opportunity to borrow.

Mr. WAGGONNER. What about the
sales, then, Mr. Chairman?

Mr. MILLS, The proposal should not
have a significant effect on sales either.
The bill does not prevent the creation of
mineral production payments or ABC
transactions. It just treats production
payments—carve-outs or returned pay-
ments—as a loan or mortgage trans-
action, which in reality is what they are,
rather than the way the present law
treats them. The present treatment re-
sults in an annual revenue loss of $200
million. The bill would eliminate this
revenue loss which really results from
the improper characterization of pro-
duction payments by present law.

The effect of these provisions is to
make it impossible to avoid the 50-per-
cent net income limitation in the case
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of percentage depletion, the limitation
on the carryover of net operating losses,
and the limitations on the foreign tax
credit, and to prevent the paying off of
what amounts to a mortgage with
before-tax dollars.

Mr. WAGGONNER. Talking about
other interests, following from my last
question, the question has been raised
and was asked yesterday by the gentle-
man from Oklahoma (Mr, EpMONDSON)
of one of my colleagues, the gentleman
from Louisiana (Mr. Boces) whether or
not the percentage depletion on coal was
reduced by this bill, and his answer was
that he did not know, to ask the gentle-
man from Arkansas. The gentleman from
Oklahoma (Mr. EpmoNDsOoN) also asked
the chairman that question, and the
chairman’s answer to the gentleman
from Oklahoma was “No.” Is that still
the answer of the gentleman from
Arkansas? I ask this because I think
many .of the people who worked long
and hard on this bill have a misunder-
standing themselves about wiat this bill
really contains.

Mr. MILLS, If the gentleman will yield
further, the depletion allowance on coal
under existing law is 10 percent. Under
this bill, it will be 7 percent. I doubt,
however, if that will have very much ef-
fect, if any, on the coal industry since
most properties are controlled in that
industry by the net income limitation
which means that the percentage de-
pletion rate has little effect. If I said that
coal was not appreciably disturbed this
is what I meant.

Mr. PICKLE, Mr. Chairman, will the
gentleman yield?

Mr. WAGGONNER. I yield to the gen-
tleman from Texas.

Mr, PICKLE. Mr. Chairman, I appreci-
ate the gentleman from Louisiana yield-
ing, but I wanted to ask the chairman
of the committee why, when the com-
mittee reduced the depletion on foreign
production of oil and gas, they made only
a limited reduction in other minerals,
and they made a total elimination of
oil and gas, but they did not do this to
the other minerals, Why the decrease,
and why single out just two minerals and
not the others?

Mr. MILLS. Mr. Chairman, will the
gentleman yield?

Mr. WAGGONNER. I yield to the gen-
tleman from Arkansas.

Mr. MILLS. Mr, Chairman, it always
takes votes to carry a motion in com-
mittee, just as it does on the floor of the
House. I thought the depletion allowance
for oil and gas should be eliminated on
overseas operations and that similarly
percentage depletion with respect to the
overseas operations of all other extrac-
tive industries also should be eliminated.
I asked unanimous consent in the com-
mittee that we do that—because at that
point it took unanimous consent—and I
heard a flurry of noes,

Mr. PICKLE, Mr. Chairman, I would
assume from what the chairman said
that if this bill moves along—assuming
it does move along—at a later point the
committee and at least the chairman as
an individual would give consideration to
this, that if we do take away all foreign
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depletion allowance—I hope we do not—
but if we do, we will take all away or
none?

Mr. MILLS. That is the fair thing to
do, or to restore some foreign depletion
on oil and gas.

Mr, PICKLE, Mr. Chairman, I thank
the gentleman from Arkansas,

Mr. WAGGONNER. Mr, Chairman,
With respect to the minimum standard
deduction for a family, is that the same
as we debated in the limited surtax pro-
vision on June 30?

Mr, MILLS. When the provision passed
the House on June 30, it contained a
phaseout which applied where the fami-
1y’s income was above the poverty level.
In other words, the additional deduction
was reduced as the family’s income rose
above this level. This bill contfains the
same additional deduction—the low-in-
come allowance—but it removes the
phaseout after 1970 so the deduction will
benefit more people. The bill that passed
the House on June 30 took about 5.8 mil-
lion people off the tax rolls entirely, and
the revenue iinpact was about $625 mil-
lion, if my recollection is correct. The
provision in this bill will take 5.8 million
people off the rolls entirely, and will sub-
stantially decrease the taxes of persons
who have low incomes which, however,
are above the poverty levels. The elimi-
nation of the phaseout adds a cost of
$2 billion to the $625 million, so the total
cost of this part of the tax relief pro-
vided by the bill comes to $2.625 billion.

In other words, this provision of the
bill will provide $2.625 billion of tax re-
lief to relatively low-income taxpayers. I
should note that the bill also differs very
significantly from the one we passed on
June 30 in that it contains other sub-
stantial forms of tax relief. This bill also
increases the regular standard deduction
and cuts the tax rates for all taxpayers.

Mr. WAGGONNER. Then the chair-
man will offer this as a committee
amendment?

Mr. MILLS. No. This is in the bill al-
ready. I will discuss what I am offering
as a committee amendment in just a
minute.

Mr. WAGGONNER. Then in summary,
may I say this, This bill and the idea of
tax reform which I certainly support,
held out the promise of much-needed tax
relief for the people, but it has failed to
deliver on that promise. Instead, it is a
tax-producing measure. It cripples much
of the oil and gas industry by punitive
taxation. It takes the first giant Socialist
step down the road to a guaranteed an-
nual income to everyone whether they
work for it or not. The inclusion of the
surtax at 5 percent through June of next
year takes money out of the taxpayer's
pocket now, yet withholds until April 15,
1972, what little, if any, tax relief there
is to be had. The measure is clearly flow-
ing in contrary directions.

The argument was made earlier that
we had to take money out of the hands
of the people to prevent inflation. Now,
this week, the argument is advanced that
we have to put money into the hands
of the people. Which theory are we to
believe since they cannot both be cor-
rect?
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We repeal in this measure the invest-
ment tax credit which is another way of
penalizing success. But equally as dis-
turbing to me are the failures of this bill,
the things that could have been done
which have not been done. For instance,
there is no provision for providing relief
to the taxpayer with children in school
and who is faced with spiraling costs of
college expenses. This relief should have
been provided. No increase has been pro-
vided in the personal exemption which
would have benefited every taxpayer
across the board. As the author of a bill
to increase the deduction from $600 to
$1,500, I am naturally disappointed.

So much could have been done., But
so little has been done.

It is a deception and I cannot support
it.

The CHAIRMAN. The time of the
gentleman from Louisiana has expired.

Mr, MILLS. Mr. Chairman, I yield to
the gentleman from Montana (Mr. OL-
SEN) such time as he may consume.

Mr. OLSEN. Mr, Chairman, I am very
disappointed that the tax reform legisla-
tion is being presented to the House un-
der a closed rule. Nevertheless, I intend
to cast my vote for the omnibus bill be-
cause of my beliel that some reform is
better than no reform at all, and I fear it
will be a long time before the House gets
another crack at increasing the equity of
our tax laws.

I hesitate to resign myself to such a
pessimistic view, but it is hard to do
otherwise in view of the fact that this is
only the third time our tax structure has
been revised since income taxes were
adopted in 1913. As a matter of fact,
fewer than 30 Members of the body have
ever had an opportunity to vote on a tax
structure that is vitally important to
every man, woman and child he repre-
sents.

Perhaps I am wrong. Perhaps the pub-
lic outery that every one of us has re-
ceived from hundreds of average wage
earners will resume when our citizens
come to realize the continued inequity
that today's closed rule forces us to
accept.

Time and again I have heard reference
to “the forgotten American” in this
Chamber and elsewhere. This is the aver-
age American worker, you know, who
goes to church on Sunday. He pays his
taxes, of course, without grumbling and
never questions the equity of tax laws or
how his tax money is spent. The forgotten
American accepts a surtax with a shrug
of the shoulder and sees his children off
day after day to substandard educational
opportunities as the men he elected to
represent him in Government slash bil-
lions of dollars from the authorization
for educational spending. And how many
of our elected officials speak with mock
compassion and admiration for the for-
gotten American hoping that he will stay
forgotten and will not rock the boat?

Mr. Chairman, in case the Members of
this body have not noticed, the forgotten
American has all the more reason today
to feel forgotten, and we do not have to
go far to find who forgot him.

This is the reason why I regret that
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we are forced to consider this measure
under the closed rule today and this is
the reason why I am taking this oppor-
tunity to make my views known. I do
not believe an unqualified “Yes” vote,
though it will mean some improvement
in our tax structure, truly represents the
people of my district.

If I could, Mr. Chairman, I would ask
the House to consider a greater percent-
age of tax relief and families with income
above the poverty level but below $15,000
annually.

If I could, Mr. Chairman, I would ask
consideration of additional tax relief so
badly needed by our senior citizens and
handicapped Americans and an increase
of the $600 personal and dependent ex-
emption to a higher figure. Finally, I
would ask that loopholes be eliminated
completely, not merely lessened.

There is a great deal of support here
in the House and in the Nation for such
action, and I believe we could approve an
equitable tax structure that would in-
crease revenue, fight inflation, and elim-
inate any necessity to extend the surtax
at 5 percent for an additional 6 months.

Although the legislation we are con-
sidering today has many shortcomings,
I commend the leadership of the House
and the Ways and Means Committee for
a great deal of hard work and for the
long hours of overtime that were re-
quired to prepare these tax reforms. On
behalf of the people I represent, I thank
my colleagues who argued and voted for
the open rule, And finally, I am appalled
at the lack of leadership, support, initi-
ative and interest on the part of the ad-
ministration as these matters have been
considered in the Congress.

Mr. MILLS. Mr. Chairman, I yield 3
minutes to the gentleman from Missouri
(Mr. RANDALL) .

Mr. RANDALL. Mr. Chairman, yester-
day on the floor when we were dis-
cussing the rule, or perhaps just after
we went into Committee of the Whole
one of the new Members on our side of
the aisle made the comment that one of
the singular experiences about being a
Member was to be able to hear the chair-
man of the Ways and Means Committee
explain a fax measure.

We all have confidence in the chair-
man of the Committee on Ways and
Means. I asked for this time to try to
receive a few assurances by way of some
questions to the chairman. I assure him
I will be brief.

Mr. Chairman, I have received a lot
of mail concerned with the effect this bill
will have on our savings and loan insti-
tutions. It is said it will impair their
ability to serve the homebuilders. Out in
our country we have suffered from some
long-term strikes. The homebuilding
business does not need any more prob-
lems.

Would the gentleman be good enough
to say if there is anything in this bill
which will impair the basic objective of
savings and loan associations to serve
the homebuilding industry? I know the
reserve exemptions have been lowered.
Will the result only affect the profits of
these associations and with no other
adverse result as has been argued?
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Would the gentleman address himself to
that inquiry?

Mr. MILLS. Mr, Chairman, if the gen-
tleman will yield, actually most of the
savings and loan institutions have been
using only one of the alternate methods
for determining what their reserves
would be. They have used the method
looking to the income before the bad
debt reserve deduction, setting aside 60
percent of it for reserve purposes and
being taxed on the remaining 40 percent
of their total net income. That is the sys-
tem they have used in most cases.

Over a period of years the losses in-
curred by these institutions, as well is
other financial institutions, have been
very low. Some institutions may have
lost, but the average in the country has
been very low in the past 20 years. I be-
lieve for the mutual savings banks and
savings and loan associations the aver-
age was less than two-tenths of 1 per-
cent of the loan base.

What we did, over a 10-year period,
was to convert the reserve portion of net
income from 60 to 30 percent, which
leaves 70 percent of the net at the end
of 10 years that will be subject to tax.
This raises the effective rate on the sav-
ings and loan people from about 16.9 per-
cent on the average to about 27 percent
on the average. But that is still well be-
low the rate to be paid by commercial
banks. As a result there still will be plen-
ty of incentive for savings and loan asso-
ciations to continue investing in housing.
This is true because their tax rate will
be lower.

Mr. RANDALL. I thank the gentle-
man.

I have one guestion on cooperatives. Is
this bill going to adversely affect the
operation of the average cooperative?
What will happen to the patrons? Will
the result be beneficial? Will it affect
only the manner of administration or
management? What will be the true ef-
fect on the patrons; by that I mean, the
membership of the cooperatives?

Mr. MILLS. I would think that what-
ever law assures that a patron of a co-
operative will get his patronage divi-
dends from a cooperative redeemed in
cash would be beneficial to the patron.
There is no requirement in law today
that the 80 percent that can be retained
by cooperative management of the earn-
ings attributable to that particular co-
operative will ever be paid out. I under-
stand in some instances it never is paid
out.

The CHAIRMAN. The time of the
gentleman from Missouri has expired.

Mr. MILLS. Mr. Chairman, I yield the
gentleman 2 additional minutes.

In this case we say it has to be paid
out over a period of not longer than 15
years. Also we have said that gradually
over a 10-year period in the place of a
cooperative having to pay only 20 per-
cent of its annual earnings it must pay
50 percent. This additional 30 percent—
increasing by 3 percentage points a year
until the 30 percent is reached—how-
ever, may, if the cooperative so chooses,
be used in payment of old patronage ob-
ligations that it would in the normal
course of events be revolving out.
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Mr. RANDALL. Then it is your con-
clusion that the provisions of this bill
would be beneficial to the members?

Mr. MILLS. I take it, it would; yes.

Mr. RANDALL. On the question of
change in the tax treatment of munici-
pal bonds, it is said a subsidy may be
either 40 percent or only 30 percent. Does
the chairman believe the administration
would accept 40 percent instead of 30
percent?

Mr. MILLS. I would not be surprised,
on the basis of the information I have,
if the administration would ask in the
Senate that this figure be made a statu-
tory 40 percent with no discretion in
the hands of the Secretary to vary it.

Mr. RANDALL. May I present a sim-
ple illustration; and ask if this is the
way the proposed Federal subsidy
would work? Take a district, or city or
State which issues bonds, let us say, at
8 percent. With this 40-percent Federal
subsidy, is it a fair analysis to say that
the school district or city would be pay-
ing only 4.8 percent and the Federal
Government 3.2 percent? Is that a fair
illustration of the way the proposal
would operate?

Mr. MILLS. That is the way it would
work. If the district had issued a tax-
exempt bond it might be paying as much
as 6 percent interest and this would be
interest it is paying itself. So the munieci-
pality in this case will be better off if it
issues taxable bonds.

Mr. RANDALL. One final question
about the new provision on farm losses.
Is this going to affect any bona fide
farmers? Will they be hurt by this bill, or
will the new provisions apply only to
persons who make a profession of farm
losses or those nonfarmers who welcome
such losses?

Mr. MILLS. We think it applies to that
individual who is habitually losing money
on his farming operation and charging
those losses off against other income.
Even then it will not apply unless his
nonfarm income is large—over $50,000—
and his farm losses are large—over
$25,000.

Mr. RANDALL. Then the regular de-
ductions and regular farm operations
are not affected in any way by this bill?

Mr., MILLS. No, not at all.

Mr., RANDALL. I thank the gentle-
man. I very much appreciate his assur-
ances, When I receive such straightfor-
ward answers from the one man in this
body who should know more than any
other single Member abouf our revenue
laws I am not only grateful for these
answers but I also have some clarifica-
tion I have never been able to receive
from any other service.

Mr. MILLS. Mr. Chairman, I yield such
time as he may use to the gentleman
from Minnesota (Mr. FRASER).

Mr. FRASER. Mr. Chairman, I want to
indicate to the committee that I ex-
pect to support this bill. It is a major
step forward in introducing more equity
and fairmess into our tax system. Like
many others, I would have liked to have
seen certain changes made in the bill. I
do not think that the committee went as
far as it could have with respect to the
oil depletion allowance, for example.
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I am concerned about the loss of rev-
enue reflected in this bill. In the face of
the growing needs of the United States
as shown by the growing cost of govern-
ment at the State and loeal level, I do
not think it is wise for the U.S. Congress
to adopt tax legislation which means a
net loss in revenue. We must keep in
mind that we have responsibilities to help
meet the very urgent and pressing needs
of our Nation. We must look for ways
of increasing rather than cutting rev-
enue.

I am also concerned about the Ti4-
percent tax imposed on the incomes of
private foundations.

By granting tax exemption to pri-
vately governed foundations, we have in-
stitutionalized a way of encouraging
diversity and innovation. We have laid
the basis for independent decisions—
independent of government—in the ed-
ucational, cultural and religious life of
our society. We have thus escaped hav-
ing decisions in these areas made by the
monolithic fiat of government. In many
societies—including most of those in Eu-
rope during the past century—govern-
ment is the principal—if not the only—
source of funds—and therefore of deci-
sions—for educational, scientifie, chari-
table, and even religious activities.
Whether by accident or design, our ex-
perience over the past half century has
committed us to the audacious doctrine
that decisions in these areas are beyond
the province of government, that such
decisions should be made by hundreds
of individuals and groups representing
widely varied points of view.

The financial basis of this system lies
in the tax exemption of these nonprofit
institutions.

The great value of foundations lies
not in the volume of their assets but in
the character of their mandate—as crea-
tive forces that exert enormous leverage
for progress in human affairs.

This does not apply to every founda-
tion in the United States. For we know
better today than yesterday that not all
private foundations serve these noble
goals. As their number has grown—
there are now over 20,000—legitimate
regulation has proved difficult and many
of the laws are unenforced. In numerous
cases, foundations have been brazenly
manipulated to achieve personal finan-
cial gain, to preserve corporate control
and insure family domination of business
enterprises.

Certainly there is a need for closer
serutiny of foundation activities, more
regular enforcement of existing regula-
tions, and additional selective measures
to prevent further abuses. But the foun-
dation tax provision in this bill is too
broad in its effect. I would hope that this
particular provision could be modified
when the reform bill is considered by
the other body.

Mr. MILLS. Mr. Chalrman, I yield
such time as he may desire to the gen-
tleman from Montana (Mr. MELCHER).

Mr. MELCHER, Mr. Chairman, weeks
ago, I campaigned throughout eastern
Montana in favor of tax reform, but I
was not speaking of a tax bill which
would raise taxes paid by farmers,
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ranchers, and small business as a result
of investment tax credit repeal, nor a
bill that gives me $5 benefit for each $1
benefit to a family with $7,507 per year
income.

Mr. Chairman, I am sure that every
Member of the House finds much of
merit in this tax-revision bill, much that
is better tax equity, some items that
should be amended or deleted, some ob-
jectionable points, and som¢ oversights.

I find myself in that situation. There
are provisions in the bill which I want to
see enacted. But there are also provisions
which would seriously affect the economy
and development of my State. They are
of such a serious nature that I feel I must
vote to recommit the measure and
against passage if that becomes neces-
sary to indicate the importance I attach
to amendments and revisions.

My major objections are:

First. Failure to increase personal ex-
emptions, which are long overdue.

When exemptions were last adjusted
in 1848, they were intended to exempt
income sufficient for basic cost of living.
Since that time, the basic cost of living
has dramatically risen—by 52 percent.
But the exemptions have not been in-
creased. As a result, people with low-
and medium-level incomes are now re-
quired to forgo necessities to pay Fed-
eral income taxes assessed against them.
The exemptions should be raised at least
to the same real value in purchasing
power they had in 1948,

Second. Failure to provide a $20,000-
to-$25,000 exemption from the invest-
ment tax credit repealer for the benefit
of farmers, ranchers, and small business-
men.

I am in favor of the consideration
given the railroads on rolling stock in
the form of an accelerated amortization
provision. The needs of farmers and
ranchers and small businessmen for
equipment to keep themselves sufficiently
efficient to survive in competition with
abundantly financed large-scale farms
and ranches, chain distributors, and
conglomerate industries is just as urgent
as the plight of the railroads, or more so.
If the liguidation of rural areas, includ-
ing small communities, is to be slowed
and migration to the cities arrested,
small capital investments in rural areas
development—to which everyone pays
lipservice—needs every sort of encour-
agement we can give them. Adoption of a
$25,000 exemption from the investment
tax repealer is an opportunity to “put
our money where our mouths are.”

Third, Reduction of the oil and min-
eral depletion allowance, without at
least providing alternative inecentives for
the risk takers who explore, discover, and
develop new oil resources.

Reduction in this allowance in the bill
is going to set back development of the
petroleum industry in my State, now
10th in the Nation in oil production and
potentially an even more significant pro-
ducer if exploration and development is
not discouraged. The independent oil
exploration companies, the wildecat
operator and the high-risk oil enferpriser
are the people who hunt for Montana oil.
The recent Bell Creek discovery with 369
new wells since the first discovery in
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May 1967, has created hundreds of new
job opportunities, provided urgently
needed school revenues, and tax receipts.
Production of oil in Montana in that one
discovery area jumped from 35C barrels
in June 1968, to 1,707,000 barrels in June
1969, and has stayed over a million bar-
rels every month since. Together with
other oil production in the State, it has
kept our economy from declining during
a period of national economic growth.

There has been some growth in income
in Montana in this decade, but it lags
seriously behind the national average. To
the extent that future oil discoveries are
hampered and discouraged by the tax bill
before us, it will mean a loss of new Mon-
tfana job opportunities, a loss of new tax
base for schools, counties, and State, and
a brake on economic growth where eco-
nomic growth is most needed.

If the oil depletion allowance is going
to be changed, then the bill before us
should be recommitted and amended to
give those operators who are bona fide
explorers, taking real risks to discover
and expand our oil resources and indus-
try, tax allowances equal to the present
depletion rate. An allowance should be
extended also to stripper wells and
operators, working less profitable wells,
who are thereby conserving the least
profitable, but significant portion of this
exhaustible resource.

Fourth. The extension of the surtax,
which I have twice voted against, and
still oppose without true tax reform.

Unquestionably, the Ways and Means
Committee has worked long and dili-
gently on this measure. I am disappoint-
ed, however, that this is not a tax reform
bill but a set of revisions. It is inevitable
that in such a large group of revisions
there would be both acceptable and un-
acceptable features in the view of each
of us. I regret that there is no opportu-
nity to offer amendments, to improve the
bill, and bring greater tax equity.

I am concerned that in terms of actual
dollars, rather than the percentage sav-
ings in which our official tables are pre-
sented, that the benefits of the bill are
still disproportionately in favor of higher
incomes. The tax savings to a family of
four with $7,500 annual income will be
$111. My own tax savings are going to
run nearly five times that amount in
dollars.

The revision of regulations concerning
cooperatives is not a revenue measure.
There is no claim it will increase reve-
nues to the Treasury, and in any further
consideration of the bill, it may be ad-
visable to drop it as extraneous.

It is apparent this bill is going to pass,
but I shall vote to recommit and against
passage to register my opposition to fea-
tures which will have serious conse-
quences in my State, and to show that I
believe strongly they should be given
further consideration, if not in this body,
then by the Senate Finance Committee
and the Senate.

I very much favor real tax reform. The
tax burden today is not equitably dis-
tributed. Wealth escapes its fair share
and low- and middle-income people and
smaller businesses pay a disproportionate
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share of the cost of the Federal Govern-
ment. Big business enjoys tax advantages
in an already unequal competition with
small business. We must continue to per-
fect this measure, taking the time neces-
sary to hammer out a :neaningful reform
measure, rather than make some hasty
repairs.

Mr. MILLS. Mr. Chairman, I yield to
the gentleman from New York (Mr.
CAREY) .

Mr. CAREY. Mr. Chairman, I thank
the chairman of the committee for yield-
ing this time to me in order to commend
the very distinguished Committee on
Ways and Means for the long, hard, and
effective work they have done in bringing
this bill to the committee today.

I take this time also to commend the
distinguished chairman and all the mem-
bers of the committee for taking timely
action in a field which I think has long
demanded action. This is with regard to
the female heads of households.

I have sponsored a bill to give to
womer who are unmarried or divorced
or widows and heads of households, for
the past 10 years since I came to the
Congress, some kind of consideration.
The chairman has always been very help-
ful to me in trying to get to this legis-
lation when the time arrived. The single
ladies and those classified as “grass
widows” and those carrying the burdens
of heads of households will welcome the
relief which has been long due them and
which is now incorporated in this bill. I
commend the chairman and all the mem-
bers of the committee for giving them
a true reflection of their rights.

Mr, MILLS. Mr. Chairman, I yield
such time as he may use to the gentleman
from New York (Mr. FARBSTEIN).

Mr. FARBSTEIN. Mr. Chairman, I
want to thank the gentleman for yield-
ing and compliment him for having un-
dertaken such a herculean task, com-
pleted it, and, I hope, for offering a suc-
cessful amendment.

For the first time in many, many years
we have had a revision of the tax laws,
and this is primarily due, in my opinion,
to the efforts of the chairman of the
committee who has an excellent compre-
hension of the mood of the American
taxpayer.

Important changes are recommended
in the committee's bill. One notable re-
vision, which provides greater equity in
the structure, is the extension of the
head-of-household income tax rates to
certain single individuals who maintain
their own household. The present rigid
requirements to qualify for the more
preferential rates have created hardships
on many single individuals.

While this action is in the right diree-
tion, it does not go as far as it should.
I have introduced legislation in past
Congresses, and have introduced H.R.
2758 during this Congress, to apply the
more liberal head-of-household rates to
any single individual, regardless of age,
who maintains his or her own household.
Setting an age limitation as a require-
ment is purely arbitrary and will dis-
criminate against many deserving single
persons who are less than 35 years of
age.
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Other provisions which reduce or
eliminate the tax liabilities of the low-
income groups are also a significant step
in providing a fairer tax structure. I am
referring particularly to the increase in
the standard deduction, the new low-
income allowance, and the rate reduc-
tions. The committee, however, originally
excluded many of the low and lower mid-
dle income groups from the rate reduc-
tion relief. Only after a concerted effort
on the part of many liberal Democrats,
including myself, did the committee, in
their late action, provide for the redue-
tion in the rates for these income groups.

Some provisions of the bill are designed
to require high income individuals to
bear a fairer share ol the tax burden.
We have heard many times how so many
individuals over a certain level of in-
come have paid little or no income tax.
To prevent this inexcusable escaping of
taxes, the bill has limited the advantages
of the tax preferences which are en-
joyed primarily by wealthy individuals.
While the committee’s intention in this
respect is laudable, the effectiveness of
the bill will be quite minimal.

The bill falls far short in the extent
to which it will eliminate tax advantages
that benefit these high income groups.
For example, the reduction in the per-
centage depletion allowance from 27
percent to 20 percent for oil and gas is
totally inadequate. There is little justi-
fication for this unwarranted tax advan-
tage to exist. Percentage depletion should
be repealed completely.

Furthermore, under the limited tax
preferences section of the bill, the excess
of percentage depletion over cost deple-
tion is excluded from the definition of
tax preference. This is an unfortunate
last-minute reversal by the committee
of its earlier tentative decision to include
this excess as a limited tax preference.

Remedial legislation is urgently needed
in several other specific areas of present
tax law which are not covered by the
committee’s bill. There is no provision,
for example, dealing with the taxation of
appreciated assets transferred at death.
Billions of dollars of appreciated assets
are bequeathed and no income tax is paid
by the estate or the heir on the amount
of appreciation. Since the basis of the
property for the heir is stepped up to
market value at the time of death of the
decedent, the appreciation that acerued
in the hands of the decedent is neither
taxed to the decedent nor the heir. Some
corrective action should have been taken
to remedy this glaring inequity.

In the case of dividend income, there is
no justification to continue to treat this
type of income more liberally than earned
income. Present law allows a taxpayer to
exclude $100 of dividend income—$200
in the case of a married couple. This
should have been repealed—it has no
rightful place in the tax structure.

In other areas the committee has
taken away a tax benefit and then makes
concessions which largely nullify its ac-
tion. For example, the unlimited chari-
table deduction will be repealed, but the
limit on the deduction of contribution is
raised from 30 percent to 50 percent. An-
other inconsistency in the committee’'s
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objective of requiring the wealthy to pay
their fair share of the tax burden is the
modification of certain tax preferences
and then reducing the maximum rates
from 70 percent to 65 percent, and
further limiting the maximum rate on
earned income to 50 percent.

In the case of foundations, the pro-
posals to tax these organizations at 712
percent and to apply severe restrictions
on their operations will do irreparable
harm to our society. The activities in so-
cial welfare and other eleemosynary pro-
grams have been shared by philanthropic
organizations, such as foundations, and
by government. This participation by
private and public organizations has been
good for our country. Any severe cur-
tailment of the role of foundations, how-
ever, will certainly lead to a deteriora-
tion in these vitally needed welfare, edu-
cational, and social programs.

I wish to note at this time only two
additional weaknesses of the tax-reform
bill. First, the bill should not be used as
a vehicle to extend the surtax beyond
this year. The surtax has not been suc-
cessful in achieving its stated objectives.
It has not halted inflation. Therefore,
little justification exists for burdening
the taxpayer additionally with this tax.
Secondly, no consideration was made to
reallocate the additional tax burden re-
sulting from the large Federal expendi-
tures required to carry out hostilities in
Vietnam, The defense industries—which
are the primary beneficiaries of the
war—should bear a heavier tax on their
excess profits. A fair tax structure re-
quires the imposition of an excess-prof-
its tax on these industries.

Thus, while the objective of the Com-
mittee on Ways and Means in writing a
tax-reform bill were good, the bill which
we are debating falls somewhat short of
meeting the objective of providing a fair
tax system. Much more has to be done
to reallocate the tax burden more fairly
among the American taxpayers.

Many of these defects could have been
overcome if the full House had had the
opportunity to offer and vote on amend-
ments to the pending legislation. Unfor-
tunately, the Rules Committee adopted
a closed rule, one prohibiting the 435
Members of Congress from offering
amendments to the committee bill.

We are told that this bill could not
get an open rule, one permitting amend-
ments, because all the interest in the
House would join together in eliminating
even these minor improvements and we
would end up with nothing. Perhaps. But
perhaps it would have been worth the
chance to have rollcalls on every loophole
and every abuse and perhaps we might
have gotten meaningful reforms.

But, since the choice is not between
limited reform and comprehensive ac-
tion but between some and no reform
whatsoever, I shall cast my vote in favor
of the “reform” package with the deter-
mination to see that, before this year is
out, the 435 Members of the House will
have the opportunity to vote on another,
more comprehensive tax-reform bill.

Mr. MILLS. Mr. Chairman, I yield such
time as he may consume to the gentle-
man from New York (Mr. PODELL).
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Mr. PODELL. Mr. Chairman, the tax
reform measure we have considered was
brought to the floor of the House under
a closed rule, which has the deliberately
planned effect of stifling open debate
and preventing necessary amendments
which many Members of the House feel
are essential. The entire concept of a
closed rule on a major bill of long-term
national importance is wrong—it defeats
the central concept of participatory de-
mocracy. Anything is amendable, par-
ticularly this measure,

We are confronted with a bill which,
unfortunately, more often than not taps
the worst tax evaders in America gently
on the wrist and wallet. One glance at
how it affects the heaped-up tax priv-
ileges of the oil industry provides ample
proof of this contention.

Nothing has been done about ending
the foreign tax credit this industry en-
joys. For every dollar they pay abroad
in taxes, they will still continue to re-
ceive a domestic tax credit. What of
drilling expenses, which allows the oil
crowd to write off everything but the
family dog as a legitimate operating ex-
pense? What of import quotas, which
make every American pay twice the go-
ing world price for oil products—irom
gasoline to home heating 0il? Untouched
by the hot breath of reform. Is this a
change for the better? Iardly.

If we are to allow oil companies to
take depletion allowances, why not the
average head of a household? Is he not
depleting himself daily? Should he not
have the right to take a personal deple-
tion allowance? When Atlantic Richfield
is able to earn $145,000,000 in pure profit
and pay no taxes, what can we say to
the average lower- and middle-income
taxpayer? When Sinclair can earn over
$100,000,000 in profit and receive a tax
credit of almost $3,000,000, what excuse
can be offered these desperately pressed
citizens?

I am one of that significant number of
Members who has bitterly fought and
voted against the surtax. It is an abomi-
nable, unfair tax against those who need
tax relief most. Now they are being made
to swallow a second 6-month surcharge
extension at 5 percent. What a penalty
to pay for minimal tax reform. Such de-
plorable methods can only be labeled
shabby, backdoor legislation, aimed at
accomplishing indirectly what probably
could not be done directly. Success in
this endeavor will prevent those who
need relief most from taking swift ad-
vantage of tax relief provisions.

This measure is a delicately balanced
compromise which takes a small amount
of tax privilege away from most vested
interests. It is a bare beginning at best,
and reluctantly acceptable. Should one
special interest succeed in eliminating re-
forms affecting its privileges, the entire
balance of the measure will be undone.

I consider this bill an opening incision
in an extensive operation which will con-
tinue to be performed for some time to
come. It is not a fully adequate cure.
Rather it is a start. In its present form,
I shall reluctantly support it because the
people of the Nation require it so much.
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Yet we have progressed. To this ex-
tent, the chairman, the gentleman from
Arkansas (Mr. MirLs), and his commit-
tee deserve our praise and recognition for
the reform which they have pressed
home.

Mr. MILLS. Mr. Chairman, I yield such
time as he may consume to the distin-
guished gentleman from Florida (Mr.
HALEY).

Mr. HALEY. Mr. Chairman, I, too,
want to congratulate this committee
which has worked so long and which has
given so many hours of its time to bring
to the floor of the House a bill with as
many*things contained in it upon which
we may not all agree but, nevertheless,
under the circumstances it is possibly the
best bill that can be brought to the floor
at this time and passed.

Mr. Chairman, I hope the distin-
guished chairman of the Committee on
Ways and Means and other members of
his committee will continue to explore
the possible loopholes in the future so
that we will keep more or less up to date
on the tax situation as it exists in this
Nation.

Mr, MILLS. Mr. Chairman, I yield such
time as he may consume to the gentle-
man from North Carolina (Mr, TAYLOR).

Mr. TAYLOR. Mr. Chairman, the com-
plex 368-page tax reform bill approved
by the House Ways and Means Commit-
tee provides sweeping changes in the
Federal income tax structure. While it
provides some tax changes which I do
not favor and which I hope that the
Senate will delete, it does remove many
tax shelters which should be removed.
It restores a greater degree of equity
among taxpayers. It contains some pro-
visions beneficial to all taxpayers. It
virtually eliminates income taxes for the
very poor and provides some gradual re-
lief for the middle-income taxpayers who
bear a heavy burden today. The bulk
of the reductions go to taxpayers with
annual incomes of less than $15,000.

In the past middle-income taxpayers
have borne a heavy tax burden out of
a sense of responsibility and loyalty to
their country. This year well-informed
taxpayers know that many American
citizens who are earning more than they
are getting by with a lighter tax load,
and they are smarting under this obvious
injustice.

When voting against a surtax exten-
sion recently I stated that meaningful
tax reform legislation should be passed
before or at the same time that the sur-
tax extension is considered. I have spo-
ken out often during the last year con-
cerning the need for tax reform. Earlier
this year I introduced legislation which
would reduce the oil depletion allowance
to 15 percent, and I believe that this
depletion allowance is regarded by most
taxpayers as the biggest tax loophole.

The 27l.-percent oil depletion allow-
ance was established some 40 years ago
as an incentive to encourage the invest-
ment of capital in the high-risk search
for gas and oil. Today we have large es-
tablished oil companies whose searching
and developing program is just a por-
tion of their total operations. The money
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that they expend in this manner is tax
deductible, just as is the money spent
by any other industry in developing a
better product or expanding operations.

A recent issue of U.S. News & World
Report contained the following state-
ment:

For big oil companies as a group taxes run
at about six or seven percent of profits ver-
sus 50% for other industries.

It is my feeling that the oil industries
are receiving a break which other indus-
tries are not given and that the depletion
allowance for oi: should be reduced. The
714-percent reduction in the oil depletion
allowance as contained in this bill is
needed.

I believe that most people are willing
to pay taxes if they are convinced, first,
that they are paying only their share;
and second, that the money will be used
wisely. Now they have doubts on both
scores. Many low-income peopl2 in west-
ern North Carolina have written me and
said:

Everybody knows that wealthy people don’t
pay taxes.

I tell them that that is not true, that
only a limited number of wealthy people
rre dodging taxes, and send them a copy
of the graduated tax rates, but tkere is
just enough truth to it for people to
have that impression and that is danger-
ous for the country.

The backbone of our tax system is the
basic honesty of people and their will-
ingness to bear a fair share of the tax
load. A tax system that is not fair and
just cannot and should not survive.

This legislation is a broad response to
a national demand for greater equity in
taxation, and I am supporting it.

Mr, BYRNES of Wisconsin. Mr. Chair-
man, I yield such time as he may con-
sume to the gentleman from Alaska (Mr.
POLLOCK) .

Mr, POLLOCK. I thank the distin-
guished gentleman from Wisconsin for
yielding to me this time.

Mr. Chairman, I want to talk in favor
of America’s favorite whipping boy, the
oil depletion allowance. There are times
when men of good will, normally stable
and mature men, are swept up in a furor
of emotionalism and make decisions that
are unwise. There have been times when
even this body has taken actions that are
primarily emotional. Today, tax reform
has become an emotional issue and it
would be well for us to examine care-
fully and rationally every proposed
change in the law to insure that the
decisions we make are in the best inter-
ests of the Nation. We should guard
against any decisions based on misin-
formation,

This is especially frue with regard to
percentage depletion for oil and gas.
There are a number of myths surround-
ing this particular tax provision and also
the oil industry itself. These should be
dispelled so that this matter of per-
centage depletion can be examined in
a realistic and practical way. Some of
these myths that I would like to put to
rest are:

First. The oil industry is fabulously
profitable.

Second. The oil industry does not pay
its fair share of taxes.
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Third. Percentage depletion, by re-
ducing the taxes of oil producers, has
increased the economic burdens of the
small- and middle-income taxpayers.

The average person probably thinks of
millionaires whenever the oil industry is
mentioned. But, as a matter of fact, there
are between 10,000 and 15,000 producers
of oil and gas in the United States and
only very few of them are millionaires.
The major companies, including some 25
to 50 companies, are owned by literally
millions of ordinary people. These com-
panies do make substantial profits, but
they have so much money invested in
the oil business that they must make sub-
stantial profits in order to realize a
reasonable rate return on their invest-
ments. In fact, the oil companies gen-
erally realize a lower rate of return on
their investments—Iless than 13 percent—
than manufacturing companies.

The myth of fabulous profits in the
oil business will probably persist until it
is generally realized that an oil well does
not provide assurance of great wealth.
The facts show that the average oil well
in the United States produces only 15
barrels of oil a day, which, at an average
price of about $3 a barrel, is worth about
$45. From this $45, however, the producer
must pay the landowner a royalty—
which averages about 15 percent—and
must pay all operating expenses. What
is left is not enough to pay a carpenter,
a bricklayer, or an electrician for a day’s
work. Furthermore, the oil operator must
recover his investment in exploration
work and the cost of drilling the well
before he has & profit. The average well
being drilled today costs over $60,000.
In Alaska, I can assure you the cost is
many times higher.

Percentage depletion does remove a
part of the income tax burden from a
producer’s income. As a result, the in-
come tax paid by an oil producer on each
dollar of income is less than the income
tax paid by most other businesses. The
difference, however, is not as great as we
have been led to believe. We have been
told that in 1967, 21 of the largest com-
panies in the oil industry paid Federal
income taxes equal to only 7.8 percent
of profit before taxes. This percentage is
improperly determined and is misleading.
Since foreign income taxes are imposed
of foreign-source income, it is improper
to compute an effective U.S. tax rate by
relating all income on a worldwide basis
to the tax paid on U.S.-source income.
V’hen properly related to income from
U.S. sources, the income taxes of these
companies represented over 19 percent
of net income before such taxes. On an
overall basis, total direct taxes of the 21
companies amounted to over 64 percent
of adjusted income before taxes.

Also, there are a number of other
levies, such as severance taxes, which
help insure that the industry pays its fair
share of total taxes. According to data
compiled by the Petroleum Industry Re-
search Foundation, Inc., the oil indus-
try’'s total taxes are 5.4 percent of gross
revenues even if we exclude all motor
fuel and excise taxes on petroleum prod-
ucts. This compares with 4.6 percent for
all business corporations. If motor fuel
and excise taxes are included, the total
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tax burden as a percentage of gross rev-
enues is almost four times as great as for
other businesses.

The Treasury Department told the
Committee on Ways and Means that
among the returns filed in 1967, they
found 154 individuals with incomes over
$200,000 who paid no Federal income tax
at all. This information led many people
to assume that most of these 154 non-
taxpayers were oil producers. The rec-
ords show, however, that less than 1 per-
cent of the income that escaped the
Federal income tax in these 154 cases
was attributable to percentage depletion.

It is obvious that the depletion provi-
sions have not resulted in excessive earn-
ings for the oil industry. Also, the taxes
imposed on the oil industry—other than
income taxes—have been substantially
higher than those imposed on other in-
dustries. As a result, the rate of profits
in the oil industry has been lower than
in manufacturing companies generally.

Who, then, has benefited from per-
centage depletion? It has been the aver-
age man, the workingman who has
benefited. He has had an ample supply
of energy at reasonable prices. And it
is depletion that has been the effective
incentive for developing this adequate
supply of energy. It is no mere coinci-
dence that the United States is one of
only two industrial nations—the other
is Canada—who have developed ade-
quate reserves to supply its own needs.

It is of particular significance that
the prices of petroleum products have
been low. In 1968, the prices of consumer
commodities generally were over twice
as high as in 1926. But the price of gaso-
line—excluding motor fuel taxes—was
only about 7 percent more than it had
been 42 years earlier. Probably no other
essential commodity has such a favor-
able record. During this same 42-year
period, this country has gquadrupled its
consumption of energy and has led the
world in industrial productivity.

The Treasury Department has said
that elimination of percentage depletion
for oil and gas would serve to increase
the Government’s tax revenues by $1.3
billion. It has also estimated that re-
ducing the depletion rates for all min-
erals by 27.3 percent would yield addi-
tional tax revenues of $400 million. Let
us examine these estimates in the light
of other results that might reasonably
be expected.

First, if the oil industry is able to in-
crease the prices of gasoline and other
petroleum products enough to maintain
profits at the same level, it might rea-
sonably be expected that the industry
would continue to spend the same
amount of money in exploring for new
oilfields. In this event, the consumers
of petroleum products would be the only
ones affected by a reduction in deple-
tion. But who are these consumers? They
include almost every person in the coun-
try, but a price increase would affect low-
income families more seriously than
those with relatively high incomes. A re-
cent study * indicates that families with

1“The Impact of the Percentage Depletion
on the Oil Industry and Its Gasolire Custom=
ers”, Petroleum Industry Research Founda-
tion, Inc., July 1969.
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incomes of $3,000 to $5,000 a year spend
3.4 percent of their income for gasoline.
On the other hand, families with incomes
of over $15,000 a year spend only 1.4
percent of their income for gasoline, This
indicates that reducing depletion rates
would hit the ordinary workingman
hardest.

Another result would follow if the oil
companies are unable to raise their prices
enough to compensate for a reduction in
depletion. In this event, their profits
would be reduced and it would be sub-
stantially less attractive to invest money
in the search for new oil and gasfields.
For even with percentage depletion at
the 27'4-percent rate, there is some doubt
whether the oil industry will be able to
attract enough capital to ind the re-
serves that will be needed. The Chase
Manhattarn Bank has estimated that to
meet our constantly increasing needs
for petroleum, the induastry must spend
$116 billion in the next 12 years to find
and develop 87 billion barrels of oil. In
order to do this, annual expenditures
must more than double the present level.
It is obvious, of course, that the indus-
try's profits must improve markedly to
attract this much money.

If the industry cannot spend enough in
exploration and development, our pres-
ent reserves of 40 billion barrels will
dwindle and our productive capacity will
decline. This would make us increasingly
dependent on foreign oil.

Since foreign oil is presently cheaper
than domestic oil, it has been suggested
that this is the best solution for the
American people. At present, our crude
oil reserves in the United States are only
T percent of the world's discovered re-
serves. On superficial examination, one
might wonder if we should not increase
our imports of foreign oil and rely on
low-cost crude from the Middle East,
where about two-thirds of the world's
reserves are located. There are two prin-
cipal reasons why this should not be
done:

First. If crude oil import restrictions
are removed, development of domestic
reserves would be severely reduced. It
has been estimated that exploratory wells
drilled in the next 15 years would be re-
duced by 85 percent. As a result, by 1985,
we will have to import over 60 percent of
our petroleum requirements. When we
become this dependent on foreign oil,
the price of foregin oil will undoubtedly
be foreed upward by the foreign govern-
ments and there will be no real price ad-
vantage in using foreign oil.

Second. Becoming dependent on foreign
oil will put us in a very insecure posi-
tion in any emergency. Our industrial
economy and our military security must
not be vulnerable to having our supply
of energy abruptly cut off.

Once our petroleum exploration and
development operations are demobilized,
technical manpower would be lost to
other challenging employment. It would
not be possible to “moth ball” the do-
mestic oil industry and maintain it on a
standby basis. It generally requires 6 to
10 years from first exploration to final
development of a typical oil field—con-
sequently, as a practical matter, it would
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never be possible to reactivate the indus-
try quickly enough to take care of an
emergency.

Of more particular interest to me, of
course, is the effect upon Alaska of any
reduction in the depletion allowance.
Alaska has only within recent years be-
come a significant member of the group
of oil producing States. Oil industry em-
ployment and payroll amount in 1968
were approximately double the employ-
ment and payroll amounts for this same
industry in Alaska during 1966.

We are all aware of the very large
discovery of oil made on the north slope
of Alaska in 1968. Although this is a very
substantial discovery it is small when
compared with the needs of the United
States for petroleum resources. I hope
this is but one of many fields that may be
discovered in Alaska, and if such addi-
tional fields are to benefit the State of
Alaska and our Nation, much exploratory
work remains to be done. We should not
at this time remove any of the incen-
tives necessary to encourage further ex-
ploration and development.

Much of Alaska is a hostile environ-
ment in which to carry out operations in
the search for oil and gas. The extremes
of temperature, the remote location and
the large areas of tundra where ground
transportation is impossible in the sum-
mer months, make the cost of operations
significantly higher than in other parts
of our Nation, We recognize the need for
an adequate oil and gas producing capa-
bility within the borders of the United
States, free of the uncertainties as to
supply and price which follow depend-
ence on oil from foreign nations. The
great distance between my State and the
“South 48" increases the cost of mate-
rials and reduces the price at the well of
our oil and gas when they are extracted.
The cost of exploring for, producing, and
transporting oil from Alaska is high. The
unit cost per barrel will decrease if we
will continue the incentives necessary to
encourage the large outlays required to
increase the available production from
Alaska.

During 1968 the oil industry provided
approximately 3,500 jobs in Alaska with
a payroll of approximately $57.5 million.
Taxes, royalties, rentals, bonuses, and
other direct payrients by the oil industry
to the State of Alaska amounted to $37.2
million in 1968.

The depletion allowance has been an
integral part of our income taxation law
for more than 40 years. Through the
course of these years it has been a major
incentive to the development of our
natural resources and has greatly bene-
fited the entire Nation and those States
from which the natural resources are ex-
tracted. Alaska is a frontier area and ex-
ploration has only commenced, which I
hope will lead to enjoyment of the bene-
fits flowing from the development of its
natural resources. I ask that the incen-
tive which encouraged the development
of natural resources in our other States
not be withdrawn at the time when ex-
ploration is in its early stages in Alaska.
Alaska more than any other State, has
been disadvantaged by the elements and
by remoteness from its markets and
source of supplies. It should not be dis-

August 7, 1969

advantaged anew by congressional ac-
tion which deprives it of maximum ex-
ploration and development of its mineral
resources.

Mr, BYRNES of Wisconsin. Mr, Chair-
man, I yield such time as he may con-
sume to the gentleman from Washington
(Mr. PELLY) .

Mr, PELLY. Mr. Chairman, I want fo
thank the gentleman from Wisconsin for
yvielding to me at this time.

I support this bill because of the fact
that it is a tax reduction bill, and it is
a tax reform bill. I have long called for
less taxes and also for elimination of tax
loopholes.

But, Mr. Chairman, in voting for this
bill, let no one think I support all of its
provisions. Especially, I oppose the pro-
visions having to do with subsidizing
part of the interest on State and local
government bonds in order to encourage
political subdivisions voluntarily to re-
linquish the privilege of tax exemption.
These partial interest payments must be
paid by the Treasury regardless of an
appropriation as required by the Con-
stitution. In other words, this is backdoor
spending.

In addition, this change in rules on
tax exemption on local government
bonds will force the subdivisions of gov-
ernment to go to the Federal Govern-
ment in the future for financing their
needs, This is bad and will be very costly
and invite central control over local de-
cisions.

There are other objections such as the
treatment of gifts in kind which I fear
will reduce private contributions to char-
ity and education.

Mr. Chairman, the debate on this leg-
islation to reform the income tax laws
is about over. As I said, I will vote for
the bill, but I am hopeful that careful
study in the Senate will result in some
improvement. On the whole, this is de-
sirable and long overdue tax reform. I
only wish I could support it 100 percent.

Mr. BYRNES of Wisconsin, Mr, Chair-
man, I yield such time as he may con-
sume to the gentleman from Indiana
(Mr. MYERS).

Mr. MYERS. Mr. Chairman, while the
Tax Reform Act of 1969 does not ac-
complish all I had hoped for when tax
reform was first proposed, it does repre-
sent the first significant tax legislation
in recent years which provides genuine
relief for the middle- and lower-income
taxpayer.

Although the legislation is not perfect,
it does represent the most comprehensive
reform of the tax system since 1954. Most
importantly, it grants much-needed re-
lief to millions of Americans who have
been paying more than their fair share
in Federal taxes.

However, this proposed tax relief,
alone, is not enough. The need for re-
duced Federal spending is more urgent
today if the tax gains for the middle-
income taxpayer and the poor are not to
be wiped out by inflation.

If inflation can be halted, and the tax
cuts in this bill go into effect, the aver-
age family should have more spendable
income. However, all of this depends upon
our success in the war on inflation.

There are several areas which the
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committee did not cover in their bill. As
an example, I had hoped tax relief could
be granted to those with dependents
attending institutions of high learning
and to those students who are supporting
themselves while in school by allowing
deductions for tuition and expenses.

This package does provide much-
needed relief for the elderly, the dis-
advantaged, and the handicapped as well
as millions of middle-income families.
We have been waiting too long for signif-
icant tax reform legislation. This bill
represents a significant move in the right
direction and deserves the support of
both Houses of Congress.

It does seem a shame to me that the
Members of this House received the hill
and the report only 4 days before we
must vote on it and then only with 6
hours of floor discussion. Through neces-
sity, this bill is quite comprehensive and
complex. The Ways and Means Commit-
tee spent several months studying these
provisions and holding hearings. A bill
containing 368 pages and the reports
containing two volumes and several hun-
dred pages just take more time than
:-{e have had to understand this legisla-

on.

Again, I am supporting this much-
needed tax reform, but I regret that we
have not had adequate time to fully study
all of the provisions.

Mr, BYRNES of Wisconsin. Mr. Chair-
man, I yield such time as he may con-
sume to the gentleman from Colorado
(Mr. BROTZMAN) .

Mr. BROTZMAN. Mr. Chairman, I in-
tend to vote in favor of H.R. 13270. I be-
lieve that, on the whole, the Ways and
Means Committee has done a good job
under very trying circumstances in re-
porting out a bill which has been sorely
needed in this Nation for many years—
a restructuring of our income tax
formulas.

The Wall Street Journal termed the
bill “the most sweeping revision of the
Federal income tax laws in the Nation’s
history.”

But sweeping though it is, I also be-
lieve that further revision of the tax laws
will be needed in the near future. I do not
believe it is humanly possible to pass
landmark legislation in such a complex
area as taxation without further compli-
cations. The test of time will, I believe,
demonstrate that passage of H.R. 13270
will have eliminated many inequities and,
at the same time, have created several
new ones.

The dynamics of taxation are such
that we cannot begin to anticipate which
problems will require our immediate
attention.

However, I would like to suggest two
areas which must be watched very care-
fully for serious complications should
H.R. 13270 be enacted.

First, I think there is a very good
chance that H.R. 13270 will put a severe
crimp in the home mortgage operations
of savings and loan associations. If this
occurs, the people who suffer the most
will be the very lower- and middle-in-
come families to whom H.R. 13270 ad-
dresses itself most directly.

Second, the downward adjustment of
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the oil depletion allowance may, indeed,
produce more dollars for the Treasury
initially, but the economics of this in-
dustry are such that increases in the
price of gasoline and other petroleum
products are not only possible but prob-
able. Considering the fact that lower-
income families spend a higher percent-
age of their annual income on gasoline
than do high-income families, once
again the ultimate burden will fall on
the shoulders of the lower- and middle-
income families.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield such time as he may con-
sume to the gentleman from North Caro-
lina ( Mr. MIZELL) .

Mr. MIZELL. Mr. Chairman, I rise in
support of the legislation that we have
before us today. We have all been anx-
iously awating this tax reform bill and
I would like to commend the illustrious
chairman of this committee and its mem-
bers for the tremendous job they've done
in bringing this bill to the House in such
a short periou of time.

As a freshman Membei of this body,
I am glad to see us taking the action
to correct the inequities in our tax pro-
gram, and I would like to comment on
just a few o1 them here today.

One, if this bill is passed there will
be no more situations such as the man
who makes $200,000 a year paying little
or no taxes. Under this bill, he will have
to pay income taxes on a minimum of
50 percent of his total income.

This bill will also affect the “hobby”
farmer who has been using the farms
as a tax writeof and who has been
competing unfairly with our people who
depend on farming for a livelihood.

I am also happy to see, Mr. Chairman,
that you have not permitted the trust
funds and foundations to escape com-
pletely from their responsibilities to pay
taxes. And, I trust that this legislation
will encourage them to make sure that
their conributions are going for humane
and charitable investments and not for
tax-free trips to Europe for the purpose
of counting tombstones such as one
trust organization got away with last
year. That trip, by the way, cost more
than $200,000. If they don’t refrain from
supporting these types of ventures then
n aybe we should take a new look at what
they should pay.

The part of the reform bill that I
am most interested in is that which con-
cerns the personal income tax and I
am happy to see that those in the low-
and middle-income brackets are finally
going to get some of that badly needed
relief we all have been working so hard
for. These are the people in the country
who have been carrying the brunt of the
tax load; the people who need the relief
the most.

I am also glad to see that within the
next 3 years the standard deduction will
increase from 10 to 15 percent and the
maximum standard deduction from
$1,000 to $2,000. At the end of the 3-year
period, the married taxpayer with two
children in the $5,000-a-year bracket
will be paying 31 percent less in income
taxes than he is now. The single individ-
ual under 35 in the same income bracket
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will be paying 22 percent less. The single
individual over 35 or anyone who quali-
fies as head of the household in the
$5,000 bracket will realize a 26-percent
decrease during the next 3 years.

For example, Mr. Chairman, in the city
of Winston-Salem alone, in 1966 more
than 51,000 persons filed income tax re-
turns with incomes of less than $10,000
a year and more than 20,000 of those
were in the $3,000 and less bracket.
Winston-Salem has the highest per
capita income in the Fifth District, so
you can readily see that our people are
really going to feel the benefits of this
tax reform legislation. Not only in my
district, but people all across this country
will benefit.

I observe, also, in this package those
in the $15,000 bracket, the married
couple with two children will see an 11-
percent decrease in their tax payments
over the next 3 years. So, you can see
this bill is really going to offer relief for
thousands of people in a wide range of
income.

These taxypayers will begin to see the
change as early as the first of next year
and, then when the income tax sur-
charge is completely phased out by the
31st of the next July, the middle- and
low-income groups will really begin to
feel a tax relief.

There is some $9 billion relief to the
taxpayers, most of it in the middle- and
low-income brackets, and this revenue
will be made up from the “fat calf” and
by closing loopholes so it will just about
balance out the revenue.

When we pass this tax reform bill
today, we will have a more equitable
tax program. Then, it becomes more es-
sential that we take a responsible atti-
tude toward our spending programs so
that we can keep our economy on a
sound basis.

I think the next step in tax reform
should be to increase the amount of de-
duction per dependent as further relief
to our taxpayers.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield such time as he may
consume to the gentleman from Wis-
consin (Mr. SCHADEBERG) .

Mr. SCHADEBERG. Mr. Chairman,
like all legislation, HR. 13270, a bill to
reform the income tax laws, is a
product of compromise. Because it is a
compromise between conflicting views
about what our tax policy should be, I
am not in total agreement with the
measure. However, it is because this
measure does not contain long lasting
actual relief for the low- and middle-
income taxpayer, that HR. 13270 must
be only a start and not the end in reach-
ing a national tax basis.

Mr. Chairman, the bill presently before
us provides for a 64-percent reduction
in those persons who earn less than
$3,000 who have to pay taxes. The bill
also extends over a period of 3 years a
5-percent increase in the amount of the
standard deduction and a $1,000 increase
in the maximum level of the standard de-
ducsion. These provisions are a start to-
ward reform, but to stop here is to run
the risk that the adjustment of existing
tax preferences also contained in the bill
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will shift the burden once again to those
we are attempting to provide with relief.
If we stop here, those who are to be
eliminated from the tax rolls and those
who are to have their burden lessened,
might well be forced to bear an indefinite
extension of the surcharge along with
unheard of new taxes.

The cry has gone up for reform. But
sufficient relief will not be provided by
measures to maintain the same level of
revenue by the adjustment of certain tax
preferences. Relief can be achieved only
by assuring the lower- and middle-
income taxpayers, who are being pres-
ently helped, that a complete overhaul
of taxes will be linked with meaningful
efforts to cut spending. It is a simple
matter of mathematics that we cannot
continue to spend more than we can
realistically collect in one or another
form of taxation.

If we do not go farther, and if we do
not combine total reform with fiscal re-
sponsibility, then Congress will show its
unwillingness to face the serious matter
of continuing tax relief for those who
work with their hands and minds to
create the wealth out of which this Na-
tion gets its strength. Our efforts will
appear to be only politically motivated.

Mr. Chairman, I support this legisla-
tion as a beginning for reform. The mem-
bers of the House Ways and Means Com-
mittee are to be commended for their ef-
forts to bring much needed relief to the
low-income taxpayers and middle-income
taxpayers. I agree with them in that
“more remains to be done.” Further tax
reforms, the elimination of the surcharge,
and a general decrease in Federal spend-
ing is the way toward a sound economy.

Mr. BYRNES of Wisconsin. Mr, Chair-
man, I yield such time as he may con-
sume to the gentleman from Indiana
(Mr. DENNIS) .

Mr. DENNIS. Mr. Chairman, this bill
may very well be the most fundamental
and far-reaching measure with which we
will be faced during the 91st Congress,
and quite possibly it is the most thor-
oughgoing revision of our tax laws with
which we will have to deal for many
years.

It is for this reason that I feel very
strongly that the average Member ought
to have had more than a mere 48 hours
in which to study some 700 pages of bill
and committee report before being re-
quired to enter floor debate and to finally
vote on passage. By the same token, our
constituents were entitled to more time
to inform themselves and to advise us of
their views; and there was really no valid
reason, to my mind, why a reasonable
length of time for these purposes could
not have been provided.

These considerations led me to oppose
the rule—particularly as the bill came to
the floor under a closed rule which pre-
vents amendments, and, in turn, operates
to reduce meaningful debate. These same
considerations argue in favor of a recom-
mittal of the bill to the Committee on
Ways and Means, for further improve-
ments might be made by the committee,
and, at all events, Members could study
the bill before it was again reported back
to the floor.

The bill is the product of much work
on the part of the Committee on Ways
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and Means, under the leadership of a
very able chairman and a most capable
ranking member, and, on balance, I sup-
port its passage.

The great virtues of the bill are that it
gives some measure of long desired and
strongly demanded tax relief to low- and
middle-income taxpayers, and that it
does equity by assuring that virtually all
citizens of substantial means will pay
some Federal income tax and will bear
some part of the tax burden.

One of the bill's most attractive and
worthwhile features is the 50-percent
limitation, or ceiling, which it provides
on the taxation of earned income.

There are less desirable features. The
provisions regarding treatment of State
and municipal bonds are complicated
and, in my judgment, highly question-
able. The provisions as to charitable
donations will probably so operate as to
discourage large gifts on single occasions
to educational institutions. Probably
most questionable of all, in my judgment,
is the new treatment of capital gains. By
abolishing the so-called alternative
method of taxing capital gains and thus
raising the tax on such gains from a
ceiling of 25 percent to 35 perecent—32.5
percent after 1971—the bill tends, in
some degree at least, to discourage the
accumulation of capital, and we cannot
travel too far down that road and still
preserve our economic system. There are
still other controversial and debatable
provisions.

I am hopeful that some of these pro-
visions may be improved in the Senate
and in conference so that we may ulti-
mately, and after due deliberation, pass
a reform bill which we can be reasonably
sure will not unduly discourage private
enterprise while still establishing the
principle of tax relief and reform.

It is in this spirit and hope that I cast
my vote in support of the Tax Reform
Act of 1969.

Mr. BYRNES of Wisconsin. Mr. Chair-
man, I yield such time as he may con-
sume to the gentleman from Oregon (Mr.
DELLENBACK) .

Mr. DELLENBACK. Mr. Chairman, I
thank the gentleman for yielding.

Mr. Chairman, HR. 13270 is certainly
one of the most complex, far-reaching
pieces of legislation with which we have
dealt at this session. It is also one of the
most significant.

Every one of us who has studied this
measure can certainly find features con-
tained therein of which he disapproves,
as I find provisions of which I disapprove
and which I would like to see changed.
But it also contains many features which
most of us, in the name of increased fair-
ness, would like to see become part of
the law of the land. The question is how
we look at the bill, on balance. On bal-
ance, in my opinion, the good features of
this bill substantially outweigh any res-
ervations which I have against certain
features of the bill.

Each of us is, directly or indirectly, in
one way or another, going to be affected
by the passage of this measure. Some of
us have investments in businesses or in-
dustries which will be affected directly
by such passage. My family and I, for
example, have some stock interest in an
oil company which, under the provisions
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of HR. 13270, will be required to pay
additional taxes. In spite of this fact, I
believe that fairness in the payment of
taxes calls for this change and for the
passage of this measure. So also we have
some bank and other stock interests. Un-
der the provisions of H.R. 13270 the busi-
nesses involved will also be required to
pay additional taxes. Again, however, I
believe that fariness in the payment of
taxes calls for this change and for the
passage of this measure.

I feel that the possible impact of this
measure on me personally is of such a
qualitative if not quantitative nature
that I should add to the filing made some
months ago of my family’s and my stock-
ownership interests under the House of
Representatives’ financial disclosure law.
I shall accordingly do so shortly. The
purpose of that law was to make avail-
able to the public knowledge of possible
conflicts between our duties as Congress-
men and any personal financial interests
which we might have. If ever any finan-
cial interest which my family or I have
creates such a conflict of interest, I will
either refrain from voting on such meas-
ure or pledge myself to vote in the best
interests of the Nation and of the people
I serve, without regard to such personal
financial interest. This is the procedure
which I have followed since first begin-
ring my public service in the Oregon
State Legislature and continuing into my
service in the Congress.

Mr. Chairman, I intend to vote for
HR. 13270 and I urge my colleagues
to do likewise.

Mr. BYRNES of Wisconsin, Mr. Chair-
man, I yield 3 minutes to the gentleman
from Texas (Mr. Busx), a member of
the committee.

Mr. BUSH. Mr. Chairman, if recog-
nized for this purpose, I shall offer a mo-
tion to recommit this bill. I have not
had many years in this Chamber, but I
have never seen a piece of legislation on
the floor of this House during the time
I have been here where so many Mem-
bers are saying, ‘“Well, there are some
good things about this bill and there are
some bad things about it,” However, 1
do feel that certain aspecis of it have
not been adequately considered.

The relief processes we considered—I
think we did it with good intentions but
perhaps more study could have been used.
We did this in one morning and we made
a technical mistake. This was corrected
to the tune of $2.5 billion going out to
the economy over a period of years. I
think that the total reductions came to
something like $9 billion, and in my view
the way we distributed these deserves
more consideration than we gave.

I recognize that coming from Texas
that my opposition, if you would put it
that way, or my offering this motion to
recommit would be considered regional
and to a degree I would have to plead
guilty for this because I believe in the
oil industry and its importance to our
Nation. I believe I understand it. I be-
lieve taking $600 million out of one in-
dustry at this time is inappropriate in
the face of the overwhelming evidence
that we have had from the Department
of the Interior and from the Federal
Power Commission that we have a tre-
mendous reserve shortage developing.
But my opposition is not regional. My
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opposition is national and it stems from
the fact that to a degree a couple of
days from now we are going to have a
message come up from the President, a
welfare package, and Congress is going
to be asked for some $4 billion. I think it
is going to be a good program but I would
like to know where we are going to get
the money for this program.

S0, Mr. Chairman, I offer this motion
to recommit reluctantly because I serve
on this great Committee on Ways and
Means and because I support so many
of these reforms. I also support, as I
think all the Members do, the efforts of
the committee. The bill is not black and
it is not white; but we have not come to
grips in my view, Mr. Chairman, with
the overall provisions of this bill as to
whether it is inflationary when we are
extending the surtax and then we are
going to get a big tax cut. We are not
coming to grips with how we are going
to solve the problems—we have the great
city problems—where do we get the reve-
nue for these?

I know that it is difficult to have to
be opposing a tax reform bill. It is, of
course, bad politics, but I'm not sure it
is wrong.

Again I reiterate that I recognize that
this recommital motion will not exactly
sail through, and if it fails, as I am con-
fident it will, I hope that there can be
some considered thought given—and I
know the chairman of the Committee on
Ways and Means and the ranking mi-
nority member and the other members
of the committee will give considered
thought to the overall balancing of our
economy at a time when we have some
tremendously serious pressures.

So, Mr. Chairman, again my position
is not one of all-out opposition; cer-
tainly it is not opposition to tax reform.
I support so much of what we have done
in reform. I hope I can leave with you
the impression that my concern is not
regional, but I do think it is appropriate
that each Member in his conscience as
he votes will look at what this legislation
tends to do directly. The President cam-
paigned on tax credit and he campaigned
on revenue sharing. He believes in these
and in decentralization. Now, where are
we going to get the funds necessary to
fulfill these programs if we take the
money out of the corporate field and out
of the business field and we hand it all
plus more to the consumers at a time
when we are told we should not be infla-
tionary?

‘We increase purchasing power and we
reduce investment; where does this leave
this country? This is a question that I
hope we can give appropriate consid-
eration to. The motion to recommit
would give us some time to give this
consideration.

The CHAIRMAN. The time of the
gentleman from Texas has expired.

GENERAL LEAVE TO EXTEND

Mr. MILLS. Mr. Chairman, I ask
unanimous consent that all Members de-
siring to do so may extend their own re-
marks at this point in the Recorp on the
bill, H.R. 13270.
~ The CHAIRMAN. Without objection,
it is so ordered.

There was no objection.
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Mr. GIBBONS. Mr. Chairman, I am
concerned that there be no misunder-
standing in anyone’s mind as to the
overall intent of the committee in draft-
ing the provisions of the bill relating to
foundations. There seems to be some feel-
ing that the committee was acting in a
punitive manner, and that we were some-
how trying to penalize the good and the
bad foundations indiseriminately.

This was by no means the case. In the
course of the hearings, ample testimony
was presented to convince us that some
foundations have been created as legal
devices for escaping taxes and that these
organizations have abused the present
laws governing all foundation activity.

In this bill we have sourht to close
these avenues of financial abuse. Cer-
tainly it was never my thought, and I do
not think it was the committee’s inten-
tion, to restrict the great work of the
bona fide foundations. There is no way
to properly estimate the substantial con-
tributions of the private foundations to
the life of our Nation. The activities of
some of the foundations have enriched
the lives of virtually all our people.

Nor was there any thought in our mind
that the foundations should be limited
to just the historie types of philanthropy.
I think the Members of this House may
be more aware than anyone else of the
great value of the research, analysis and
expert advice on public matters that is
made available through foundation
activity.

We may not like everything the foun-
dations do, but I think the committee
recognized that the good, legitimate ones
serve a valuable purpose that perbaps
no other type of institution can serve as
well, Without them, governments at all
levels would have to spend more, do more,
and become more involved in areas many
of us would rather leave to private
initiative.

We have tried to insure in this bill
that these worthwhile activities of the
good foundations can be continued. I
hope we have success.

Mr. CHAMBERLAIN. Mr. Chairman, I
include material which I had intended to
insert following my statement yesterday
with reference to the treatment of State
and municipal bonds under this bill. I
refer particularly to a resolution adopted
by the Board of Supervisors of Jackson
County, Mich., a resolution adopted by
the City Council of the City of Lansing,
Mich., and a letter from the city manager
of Owosso, Mich., all expressing concern
about provisions under H.R. 13270 affect-
ing the tax-exempt status of State and
municipal bonds.

The resolution and letter follows:
RESOLUTION BY THE CIiTy COUNCIL OF THE
City oF LANSING

By Committee of the Whole

Whereas, there is presently under con-
sideration legislation which may affect the
tax exempt status of municipal bonds; and

Whereas, any change in the tax exempt
status of municipal bonds would seriously
Jeopardize and curtail future capital expendi-
ture and materially increase the cost of bor-
rowing money, thereby increasing the cost
of local taxpayers; now, therefore, be it.

Resolved, that the Lansing City Council
supports the efforts and policy statement
adopted May 28, 1969 by the Municipal Fi-
nance Officers Association at their 63rd An-
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nual Conference in Toronto, Ontario, the
policy statement being attached and incor-
porated by reference; and be it further

Resolved, that the Lansing City Council ask
their representative and senators in Wash-
ington to support this pollcy; and be it
further

Resolved, that a copy of this resolution be
sent to the representative and senators in
Washington, also the Michigan Municipal
League and the National League of Citles.

Adopted by the following vote:

Unanimously.

Attest.

THEO FULTON.
Owosso CrTy HALL,
Owosso, Mich., May 23, 1969.
Hon. CHaArLES E. CHAMBERLAIN,
House Office Building,
Washington, D.C.

DEArR Mr., CHAMBERLAIN: The City Council
is strongly opposed to any attempts to change
the tax exempt status of municipal bonds in
any way. We would appreclate your doing
battle for us.

Sincerely yours,
F. NEIL JACKSON,
City Manager.
ResoLuTiION—TAX EXxEMPT BONDS

Whereas, the United States House Ways
and Means Committee has announced its in-
tention of eliminating the tax-exempt status
of municipal bonds and securities, and

Whereas, such action will result in greatly
increased local governmental costs caused by
the higher interest rates these governmental
units will have to pay in order to sell their
bonds and securities, and

Whereas, this can only result in the pay-
ment of higher taxes by the cltizens of the
community or the reduction or elimination of
services rendered by the local governmental
units,

Therefore, be it resolved; The Jackson
County Board of Supervisors strongly oppose
the enactment of such a change, and

Be it further resolved, That a copy of
this resolution be forwarded to Congress-
man Wilbur Mills, Chairman of the House
Ways and Means Committee, to Congressman
Charles E. Chamberlain, and to Senators
Philip A. Hart and Robert P. Griffin.

CERTIFICATE OF JACKSON COUNTY CLERK

STATE OF MICHIGAN, COUNTY OF JACKSON

I, Floyd J. Poole, Clerk of the County of
Jackson, and of the Circuit Court thereof, the
same being a Court of Record, having a seal,
do hereby certify that I have compared the
attached copy of Resolution adopted May 22,
1969 by Jackson County Board of Supervisors
with the original of record in my office, and
that the same is a correct transcript there-
from, and of the whole of such original.

In testimony whereof, I have hereunto set
my hand and affixed the seal of the Circuit
Court for the County of Jackson, at the City
of Jackson, this 27th day of May, A.D., 1969.

Froyp J. PooLE,
County Clerk.

Mr. EDMONDSON. Mr. Chairman, the
tax bill now before the House contains a
numer of desirable features, including
several for which I have personally
worked for a long time.

I am particularly pleased that the
Ways and Means Committee recommends
a rate reduction that will benefit all tax-
payers, that head-of-household recogni-
tion has been extended to many citizens
long deserving of this benefit, and that
the standard deduction has been in-
creased. These are long-needed steps,
and I commend the committee for in-
cluding them in the bill.

Although the bill contains other desir-
able provisions, I cannot vote for it in its
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present form, and I sincerely hope it will
be improved in the other body of the
Congress.

The committee has elected to refuse
the tax reform most needed by the aver-
age American taxpayer: an increase in
personal exemption. The taxpayer with
children in school, long due an increase
in the exemption allowed for each de-
pendent, will not find that relief in this
bill.,

As a longtime sponsor of legislation
to increase the personal exemption, I
share the disappointment of many Mem-
bers of the House in the bill's failure to
provide this measure of equity.

The bill also includes an extension of
the surtax, at the rate of 10 percent until
December 31, and at the rate of 5 per-
cent until June 30, 1970.

I opposed the surtax when President
Johnson first proposed it, and I continue
to oppose it. By including it in a bill that
reduces rates, the Congress in effect takes
back a substantial part of the tax relief
which is provided in the rate reduction.

‘We put money in one pocket for the
taxpayer, and take it back from another
pocket.

The surtax provision alone makes this
bill unacceptable to me.

It is also unacceptable because of its
certain impact upon the American min-
ing and minerals industry. I believe the
health of that industry is vital to our
economy and national security, and I
believe this bill does violence to the
industry.

The depletion rate reductions provided
in this bill are applied to practically all
minerals produced in the United States,
including such strategic items as vana-
dium, fluorspar, tungsten, cobalt, nickel,
peryllium, mercury, zine, lead, and
uranium.

Oil and gas, long the whipping boy
for many erities, are also cut.

I share the view of a majority of mem-
bers of the Mines and Mining Subcom-
mittee of this House that depletion cuts
for such strategic minerals are not in the
national interest.

Both the American consumer and our
national security will suffer in the long
Tun, unless this decision is modified in
the other body.

There are other reasons, Mr. Chair-
man, for opposing the bill—just as there
are other good arguments that can be
advanced in its behalf,

In the final analysis, I do not believe
it should be necessary to include arsenic
in this bottle of medicine, and there is
too much arsenic in it for this Member
of the House. My vote will be “No.”

Mr. ANNUNZIO. Mr. Chairman, the
membership of the House will participate
today in the greatest improvement in
Government of their entire career.

Today we participate in approving the
tax program designed by the Ways and
Means Committee, with courage, integ-
rity, responsiveness to public needs, and
technical skill, fully commensurate with
the preeminent power of that committee.
Our approval of this tax program, when
it has obtained the assent of the other
body, will result in great progress to-
ward dividing the price of civilization
among the Natlon’s households and or-
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ganizations according to their means and
their ability to pay, as the Federal in-
come tax originally was intended to do.

The distinctive characteristic of the
tax bill reported by the Committee on
Ways and Means is not the massive num-
ber of changes it makes in the Internal
Revenue Code. The tax bill, if it were
only evidence that Chairman MirLs, Rep-
resentative Boces, and the other mem-
bers of the committee and staff, and the
public who testified and commented on
tax questions, have brought together for
thorough review and action all of the
problems which have developed in a half
century of income taxation, would be an
impressive bill to scholars and tax tech-
nicians. But it is not the monumental
study and diligent rewriting which will
make the Federal tax structure become
a contributor to the advance of civili-
zation rather than a creator of domestic
disturbance. Equitable sharing by all—
even the most wealthy and the most
cunning in tax avoidance—in the cost of
Government, reduction in the price of
Government as a proportion of incomes
earned, redirection of tax incentives so
that they will encourage production and
progress and not encourage the prolif-
eration of transactions designed to keep
away from contribution to the Federal
revenues—these are the characteristics
of the tax bill.

The program which this tax bill fits
into is clear and sensible: First, main-
tain the surtax on income tax for the
time being, in the interest of fiscal

soundness of the Government; then re-
duce income tax rates throughout the

rate structure, in steps over a period of
years so that a smaller part of taxable
incomes will be contributed to Federal
uses; then relieve the hardships which
present day living imposes on taxpayers,
such as unusual moving expenses re-
quired for continuing in employment,
and simplified income averaging to take
account of unemployment or changes
in job or other factors which produce
unusual year-to-year fluctuations in in-
come; next, insure the taxpayers against
loss of these benefits at the hands of fu-
ture Congresses, by bringing into the
revenues a fair share of the income of
many people and organizations who es-
cape such contributions without provid-
ing offsetting advantages to the public.

The rate reduction will leave taxpay-
ers with more than $2 billion of their
income, above what they would have re-
tained without this tax bill, in the 1971
tax year; in later years, their benefits
would rise to more than $4 billion, even
if present income levels continued un-
changed; the actual benefits in the pros-
perity which will continue after the
present inflation has been stopped, will
be greater.

Reliefs other than the rate reduction
will leave taxpayers with nearly $5 bil-
lion more of their income, than if the
Internal Revenue Code were not re-
formed. These benefits will be available
and beneficial to persons at every income
level. People with incomes of less than
$3,000 per year will be relieved of three-
quarters of a billion dollars of taxes by
the low income allowance and the spe-
cial treatment given to single persons.
Taxpayers with incomes of more than
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$100,000 per year will be relieved of
three-quarters of a billion dollars by the
general rate reductions and special treat-
ment of single persons—but reform pro-
visions will add taxes of more than $1
billion.

Taxpayers in the income brackets be-
tween $7,000 and $20,000 per year, where
more than half of the Federal income tax
revenues originate, will be saved about
one and a quarter billion dollars of taxes
by the 15 percent standard deduction, re-
placing the 10-percent standard. The
gains in terms of money which can be
spent as the taxpayer desires will be val-
uable, and probably increase in benefit as
the taxpayer reduces his debts and other
commitments requiring deductible pay-
ments. But the gains in terms of relief
from recordkeeping, in trying to stretch
every deduetion, in being free from Inter-
nat Revenue harassment about deduc-
tions, will be prized more than the mone-
tary gain by many taxpayers.

The tax reliefs are protected by tax
reforms. The reforms, counting both
those which affect the individual income
tax and those which modify the corpora-
tion income tax, are expected to produce
$1.6 billion added revenue next year, and
over $3.5 billion after the period of grad-
ual introduction has been completed,
within a decade. The termination of the
investment credit will produce more rev-
enue than the reforms, in 1970, and
slightly less than the reforms by 1979.

The tax bill protects the reforms which
are reliefs from taxes, by a more equi-
table sharing of the tax load, through
removal of or reduction of various tax
preferences.

The preferred treatment given some
transactions or taxpayers was not the
result of some hidden move or conspir-
acy; the tax law is a complex of special
treatments, granted in order to make
the law equitable, and to encourage ac-
tivities such as charitable giving, forma-
tion of small business, oil exploration,
development of sound financial institu-
tions, investment in risky and poten-
tially profitable capital assets, and so
forth. But in some instances, the special
inducements which the tax law has of-
fered are no longer necessary; they can
be removed, with benefits to the reve-
nues, more equality in competition
among business, and no loss of productive
activity. The tax law before the House
makes a number of such corrections.

The tax bill also proposes to deal with
the comparatively small number of
astonishing escapes from participation in
the financing of government, accom-
plished by less than 200 very wealthy
persons. By ccmbining a number of the
features of the income tax law which
were intended to make a net income tax
equitable, they have totally escaped Fed-
eral taxation. That result was never in-
tended by the Congress in any of its
efforts to write equitable tax legislation.
The present hill cures this problem in
part by meodification of a number of
present relief or special preference pro-
visions; then it assures that all wealthy
persons will have an opportunity to con-
tribute to the price of civilization, by re-
quiring a minimum income tax, operated
through a limitation on tax preferences.

The tax bill restructures the Federal
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income tax to enable persons who are
most in need of spending money fo be
able to use more of their income accord-
ing to their own wishes; it assures that
all who are able to bear the cost of gov-
ernment will participate in doing so; it
reduces or terminates special induce-
ments which are needed less than in the
past, or not needed now. The reforma-
tion of the Federal tax structure is likely
to be the most remarkable accomplish-
ment of this Congress.

Mr. ADDABBO. Mr. Chairman, I rise
to support H.R. 13270, the Tax Reform
Act of -1969.

This legislation is a comprehensive
package of measures to close a number
of loopholes in the tax law and to make
the distribution of the tax burden more
equitable. The bill tightens controls over
private foundations, reduces the oil de-
pletion allowance from 27! to 20 per-
cent, and imposes a minimum income tax
on those wealthy individuals who now
escape all taxes because of large incomes
from State and municipal bonds, eapital
gains, rapid depreciation of real estate,
and other tax shelters.

In addition to the loophole-closing pro-
visions, the bill provides some tax relief
to middle- and low-income taxpayers.
The standard deduction is increased, tax
rates for single persons over 35 years of
age are reduced, and tax rates are re-
duced over a 2-year period—1971 and
1972—to give middle-income taxpayers
at least a 5-percent tax cut.

As a package, HR. 13270 represents a
meaningful start on tax reform. While
I do not support the tax surcharge which
is extended for 6 months at a rate of
5 percent, I can support most of the
other provisions of this bill.

In voting for H.R, 13270, I hope that we
will consider this legislation the begin-
ning of an effort to overhaul our tax
system. There is much to be done if we
are to really make our Revenue Code
work fairly.

Among the measures to which I would
assign a high priority in this next session
of Congress are simplification of the tax
law, relief for parents of children in col-
lege through tax credits for tuition, an
increase in the personal exemption from
$600 to $1,200, a deduction for commuter
expenses, and additional allowances for
repairs and depreciation for home-
owners.

Mr. Chairman, I support HR. 13270
and will continue to urge additional re-
forms in the Internal Revenue Code.

Mr. SHIPLEY. Mr. Chairman, I would
like to talk about the real bedrock aspects
of the current controversy over percent-
age depletion and related tax provisions
of the petroleum industry. Let us take a
look at what the proposed cutback from
27% to 20 percent in the oil and gas de-
pletion rate will mean to every one of our
constituents as consumers of petroleum
products.

Mr, Chairman, we cannot expect all of
our constituents to be experts in the
intricacies of petroleum taxation, but we
can rest assured that they will under-
stand and react to price increases that
must result from a reduction of the in-
centives to explore for oil and gas. Worse
still, can you imagine the reaction of our
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constituents should they awake some
morning and find no gas to cook their
breakfast, and no gasoline to fuel their
automobile?

Mr. Chairman, this is not just scare
talk nor a personal pipedream. It is a
very real and present danger that we
face. Our country’s insatiable appetite
for petroleum is such that we can see,
right now, impending shortages of do-
mestic supplies of oil and gas unless we
substantially increase our efforts to find
and develop new supplies. There has been
considerable comment in the press about
a forthcoming shortage of natural gas as
indicated by recent trends in addition to
our gas reserves, Our actual consumption
of energy has surpassed our most opti-
mistic forecasts, so the danger we face is
probably even more serious than most of
us realize.

Mr. Chairman, I would point out to
my colleagues that domestic reserves of
natural gas now represent only a 15-
year supply at the present rate of con-
sumption. Only 10 years ago our gas re-
serves represented a 22-year supply. If
we are to maintain a 15-to-1 ratio of re-
serves to production, discoveries in the
next 12 years must be about 50 percent
greater than in the past 12 years.

The problems of supplying our needs
for crude oil may be even more critical
than for gas. Mr, Chairman, 10 years ago,
we had a spare producing capacity of 4
million barrels a day. Even if imports
had been shut off, we could have sup-
plied all our own needs and still have had
enough spare capacity to meet extraor-
dinary demands that might arise from
a crisis such as the closing of Suez in
1956.

Let us take a look at our present pro-
ductive capacity in relation to domestic
demand for liquid hydrocarbons. It is
now estimated that before the end of
1970, our domestic productive capacity
will barely be able to meet our total do-
mestic demand. In other words, our
spare producing capacity will have com-
pletely disappeared. Even with the large
volumes of oil anticipated from the
North Slope of Alaska, it is estimated
that by 1985 domestic production will
be able to supply only 82 percent of do-
mestic demand.

The petroleum industry faces a monu-
mental task in dnding new supplies of
domestic oil and gas to supply our needs.
This is certainly no time to reduce explo-
ration incentives by tampering with our
longstanding petroleum tax policy.

Mr. Chairman, some contend that we
need not worry about our domestic sup-
plies of petroleum. We can always rely,
they say, on imports to supply our needs.
Should we ever become largely depend-
ent on foreign oil, I hope those people
who advocate such a course of action
will step forward to shoulder the blame
when one of our foreign suppliers turns
off the faucet on shortages and high
prices become a hard reality.

The time to recognize this danger is
today when we can and must see that it
does not happen. The plain truth of the
matter is that the petroleum industry
needs more incentive, not less. Its sources
of exploration capital must be increased
if the iIndustry is to invest the $100 bil-
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lion that is required to find and develop
new supplies needed in the next 12
years.

Mr. Chairman, we reduce at great peril
the petroleum industry's incentives to
explore for oil and gas. We would there-
by expose our citizens to shortages of
petroleum products, and to prices which
would be a serious blow to their family
budgets. The consumer has been the
greatest beneficiary of our petroleum tax
policy in the past. He has an even great-
er stake in its continuance for the future.

Mr, ADAIR. Mr. Chairman, I rise to-
day to object to section 601 of Tax Re-
form Act, HR. 13270, which changes the
previous tax-exempt status of State and
municipal bonds. In my opinion, this
provision is going to impose an additional
financial burden on State and local gov-
ernments and open the way for Federal
control of State and municipal bond
sales.

Those individuals and institutions who
invest in tax-exempt State and local se-
curities are not escaping liability for
Federal taxes as alleged by the propo-
nents of this provision. By electing to in-
vest in these securities and, thereby, re-
ceive a reduced interest rate, they are
indirectly paying Federal taxes and per-
forming a service to local and State gov-
ernments, The additional revenue which
they contribute to local and State gov-
ernments because of the low yield on
their obligations results in lower State
and local taxation and avoids the need
for additional Federal assistance to these
governments.

Section 601 of this act by encouraging
the States and their political subdivi-
sions to voluntarily relinquish the privi-
lege of tax exemption for their obliga-
tions in exchange for an interest subsidy
paid by the United States will markedly
shrink the market for such securities.
Consequently, State and local taxes will
have to be raised. Moreover, the interest
rate on these securities will, undoubt-
edly, be raised and, thereby, make these
bonds even less attractive.

The final objection I have to this pro-
vision is that the Federal subsidy will
not be contributed automatically if re-
quested as has been stated. State and
local bond sales will be controlled by the
Federal Government because the project
giving rise to the debt issue and the abil-
ity of the issuer to meet the obligation
will be reviewed before the subsidy is
granted.

Mr. MINISH. Mr. Chairman, to those
of us who have battled for years for tax
reform this moment, when the Tax Re-
form Act of 1969 is offered to the House,
must be somewhat akin to the moment
Colonel Armstrong stepped on the moon
for those who had labored in the space
program, This is a moment long antici-
pated, often despaired of, by those Mem-
bers who believe with me that compre-
hensive tax reform and revision is one of
the most important issues confronting
the Nation. I pledged to myself upon my
election to the 88th Congress, in 1963,
to champion this cause and, as our
esteemed colleagues on the Ways and
Means Committee ean testify, I have
persevered in the struggle since then, If
my elation is not so profound and satis-
fying as that experienced at the space
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center, that is understandable. The bill
before us fails to meet my definition of
truly meaningful, comprehensive tax re-
form. That, too, perhaps is understand-
able—it is surely less difficult to place
men on the moon than it is to eradicate
all the inequities and loopholes in the
jerry-built tax structure that has grown
through the years. This is an area where
vested interests too often dominate and
where the people’s yoice has only lately
been heard in any volume.

Tax reform is designed to promote
four general goals: one, keeping tax
burdens in line with the ability to pay
taxes; two, equity of tax burdens among
similar taxpayers and between dissimilar
taxpayers; three, tax simplicity; and
four, neutrality of the tax system in
economic decisions.

All of us who serve in Congress have
learned the wisdom of Lincoln’s words:

There are few things wholly evil or wholly
good. Almost everything, especlally of Gov-
ernment pollcy, is an Inseparable compound
of the two, so that our best jJudgment of the
preponderance between them is continually
demanded.

Tax legislation, of course, deals with
an extremely sensitive area and the fine
art of conciliation and compromise is
put to the test in the shaping, consider-
ing, and reshaping of these highly com-
plex provisions.

The traditional closed rule barring
floor amendments makes it necessary to
accept or reject the committee bill as it
stands. In my judgment, the good, al-
though diluted in many instances, does
compel support of the bill. It is my ear-
nest hope that improvements will be
made in the Senate and that a measure
more fully responsive to the demand for
greater equity in taxation will be enacted
into law.

I should like to discuss briefly certain
proposals that will directly affect a great
number of my constituents.

One provision in the pending bill to
which I must take most vigorous excep-
tion is the extension of the surtax at 5
percent for the first 6 months of 1970.
I deeply regret its inclusion by the com-
mittee and the refusal of the Rules Com-
mittee to permit a floor amendment to
eliminate this most objectionable provi-
sion that is, in fact, extraneous to a tax
reform bill. I voted against the imposi-
tion of this inequitable and ineffective
surtax in June 1968; against its 1-year
extension that passed the House this
June 30; and against its continuation
for 6 months as approved by the Senate
and agreed to by the House on August 4.
The surtax has failed abysmally to halt
infiation and hold down interest rates as
we were promised a year ago. The infla-
tionary spiral has been soaring ever
since; interest rates have been skyrocket-
ing ever since. Its continuation will
simply prolong an evil and aggravate
living conditions for the average wage
earner and pensioner,

The failure of the committee to in-
crease the individual exemption from
the present grossly inadequate $600 to
$1,000, as provided in my pending bill, is
also a keen disappointment. There is
absolutely no justification for keeping
exemptions at the rate established in
1948 despite inflation and cost-of-living
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increases over the years. The Nixon ad-
ministration has argued that to increase
exemptions would cost too much money.
I cannot accept that argument—my
overtaxed constituents are entitled to an
exemption that more accurately reflects
the actual cost of support. Closing loop-
holes more decisively—such as the oil
depletion allowance on which the Nixon
administration made no recommenda-
tions or comments—would more than
offset any loss in revenue from the high-
er exemption rate.

Speaking of the favoritism enjoyed
through the years by the oil and gas
industry, I am disturbed that the
committee’'s decision to cut the oil and
gas depletion allowance from 27! to
20 percent has been coupled with a
decision to permit other loopholes bene-
fiting the industry to remain. As one
who believes that the rationale for the
panoply of credits and deductions first
conferred upon the industry in 1926 has
long since evaporated, I find the 714 per-
cent cut most inadequate. It is not even
half a loaf—only a quarter, If that, since
knowledgeable observers maintain that
the net result is that oil has been
touched more in appearance than in
substance. I submit, Mr. Speaker, that
this is indefensible and I shall continue
to fight for the elimination of all the
notorious loopholes that have made the
oil industry a symbol of entrenched
privilege.

Turning to the brighter side, I am
gratified at the committee’s action in
insuring that all taxpayers will enjoy a
reduction in tax rates. Although I would
favor a greater concentration of the
benefits of the rate reduction among the
middle-income group, nonetheless, I wel-
come, as they will, the relief provided in
the pending bill. For a homeowner with
a wife and four children and an income
of $10,000 a year, the reduction would be
6.3 percent. I would urge that the Senate
scrutinize most closely the rate reduction
schedule with the view of offering greater
relief to the average citizen who has long
been required to shoulder nearly two-
thirds of all personal Federal income
tax levies.

I also applaud the more equitable
treatment for single taxpayers provided
in the bill. As a longtime sponsor of leg-
islation to correct the excessively high
liability incurred by this group, I am
gratified that the committee has ex-
tended “head of household” benefits to
single individuals who have reached the
age of 35 and widows and widowers of
any age maintaining a household. Inci-
dentally, I would have preferred the age
of 30 for single persons as stipulated in
my current measure. We all recognize
that by this time of life the expenses of
such a person are not too dissimilar from
those incurred by a family. Many single
individuals, while they cannot techni-
cally qualify for “head of household”
status, do make substantial contributions
toward the support of an aged father or
mother or other relatives by the time
they reach this age. Also they frequently
maintain their own home, with a sig-
nificant portion of their income having
to be spent for housing, for furnishing
their home, for taxes, for interest pay-
ments, for food, medical bills, and so
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forth. These costs are almost as much
as for a married couple who enjoy the
advantage of being permitted to file a
joint return. Yet, despite this fact, the
single individual continues to be penal-
ized by a much higher rate of taxation.

Latest population statistics published
by the Bureau of the Census report that
there are over 19 million individuals
aged 35 or over who are either single,
widowed, or divorced. Of this total, 13
million are women. And I am sure that
all of us will agree that it is imperative
that these individuals have enough
aftertax income to insure that they can
afford decent living quarters.

I am also heartily in favor of the low-
income allowance which would remove
5.8 million poverty-level taxpayers from
the tax rolls. A major problem of the
individual income tax has been that tax
is imposed on some people whose incomes
fall below the poverty line. Imposing an
income tax below these levels is harsh
and unjustified, and the proposed relief
is urgently needed.

Likewise, the increase in the general
standard deduction in three steps to 15
percent in 1972 with a $2,000 limit in
place of the present $1,000 limit is emi-
nently justified. This higher standard
deduction standard will offer relief chief-
ly to families and individuals in the
$5,000 to $20,000 income range.

While my concern has been primarily
to secure equity for low- and middle-in-
come groups, I concur in the benefits
conferred upon higher income persons in
the form of averaging income that fluc-
tuates from year to year and of a tax
ceiling of 50 percent on “earned income."”
We may not always think the boss is
worthy of his hire, but the fact remains
that income derived from wages and
salaries at all levels warrant greater
consideration than the “capital gains
class.” It is only proper and long past due
that a distinction in favor of “earned in-
come”—the expenditure of sweat, skills,
or talents—be made as opposed to ‘“‘un-
earned income.”

Another salutary provision would
liberalize moving expenses allowances. As
a sponsor of legislation on this subject,
I am pleased that the committee has
allowed up to $2,500 for expenses of
house hunting trips prior to a move, tem-
porary living outlays at the new location,
and commissions and other charges of
house selling and buying. This is a prob-
lem that affects a great many workers in
our highly mobile society, and it is only
fair to minimize the hardships that in-
evitably accompany a move from one
area to another. Of course, no “sweet-
ener” can really ease the blow for those
persons who must move from the great
State of New Jersey.

Among the matters to which I trust
the Senate will give most careful exami-
nation is the impact of certain provi-
sions affecting foundations and chari-
table contributions. Public minded and
enlightened citizens and institutions are
gravely concerned about various restric-
tions imposed in these fields. For ex-
ample, with respect to the prohibition
against private foundations providing
funds for vote registration drives, Mrs.
Robert Klein, president, League of
Women Voters of New Jersey, has pointed
out that the kind of money needed to
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provide voter services activities is avail-
able only through foundations and tax-
exempt funds. Mrs. Klein rightly ob-
serves:

It is of the utmost importance, particularly
at this polnt in our history, that all American
citizens recognize the power of the vote and
feel encouraged to seek changes and reforms
in Government through the use of the ballot.
Our work in voters’ services convinces us that
multitudes of Americans have not experi-
enced the value of exercising their voting
privilege, that they do not understand many
of the complex issues facing our country, and
that they are not convinced that the way to
seek change is through the ballot box. It is
important that full-scale efforts be made to
educate citizens In this matter, to help them
become registered voters, to provide as much
information as possible about issues and
choices, and to encourage them to go the
polls.

Many private schools and colleges as
well as such organizations as the Young
Women’s Christian Association fear the
proposed restrictions on charitable do-
nations will seriously impair their abil-
ity to continue their vital services. To in-
hibit legitimate incentives to support
worthy causes would threaten the exist-
ence of institutions that serve the public
interest in a very real way. As former
Health, Education, and Welfare Secre-
tary John Gardner has stressed:

Tax exemption is a means of preserving
the strength of the private sector and in-
suring that our cultural and educational life
is not wholly subject to the monolithic die-
tates of government.

Mr. Chairman, as I wrote President
Joanson on June 27, 1968, on the need
for comprehensive tax reform, the
American people have the will and for-
titude to assume any sacrifice required
of them but they must insist that their
sacrifice be no greater proportionately
than that incurred by other individu-
als and corporations. Our tax system
must be based upon the democratic
principle that those who enjoy the most
bountiful share of our tremendous na-
tional wealth must pay their proportion-
ate share of preserving the society in
which they are so blessed. The legisla-
tion now before us does implement that
prineciple in many significant ways. It
goes far beyond the only two previous
revisions made in the Federal tax
structure since its adoption in 1913.
Those changes in 1939 and 1954 were
characterized by a former Commissioner
of Internal Revenue as merely ‘“‘facelift-
ing.” It is my hope that this bill will be
strengthened as it goes through the fur-
ther legislative process. But no matter
what its final form, the battle for tax
equity must not be regarded as closed.
In his 1935 Message on tax reform to the
Congress, President Franklin D, Roose-
velt stated: “With the enactment of the
Income Tax Law of 1913, the Federal
Government began to apply effectively
the widely accepted principle that taxes
should be levied in proportion to ability
to pay and in proportion to the benefits
received. Income was wisely chosen as
the measure of benefits and of ability to
pay. This was, and still is, a wholesome
guide for national policy. It should be
retained as the governing principle of
Federal taxation. The use of other forms
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of taxes is often justifiable, particularly
for temporary periods; but taxation ac-
cording to income is the most effective
instrument yet devised to obtain just
contribution from those best able to bear
it and to avoid placing onerous burdens
upon the mass of our people.” Now, 34
years later, the Tax Reform Act of 1969
before us has laid a good foundation on
which to build a tax structure that is
worthy of a democratic society. I pledge
my continued wholehearted commit-
ment to this cause which must remain
high on our list of national priorities
and goals.

Mr. GOODLING. Mr. Chairman, I
think it unfortunate that a bill of this
magnitude—368 pages—should reach the
Members of this body 4 days before
we are called upon to vote on it.

It is impossible for any Member to
familiarize himself with all its features.
Our only recourse is to depend upon the
members of the committee for informa-
tion on the various sections.

I have serious reservations and ob-
jections to that section dealing with au-
thority bonds. Here the Federal Gov-
ernment is getting into another phase
of local financing, and I consider this a
bad precedent.

As a nonlawyer, I also qucstion the
legality of this section. Here we have,
in effect, a legislative committee making
an appropriation which simply means
back door spending which is always ob-
jectionable.

Mr. SKUBITZ. Mr. Chairman, it is
with reservations that I support this
measure.

This bill is 368 pages long. The com-
mittee report which is supposed to ex-
plain its provisions is 369 pages long.
Both of them became availalle to us last
Monday and here we are today—3 days
later—voting upon it.

I must confess that I have not had
time to carefully analyze its provisions
or determine all of its ramifications. I
get some comfort from the fact in know-
ing that I am not alone, If I were to
hazard a guess, I would say that outside
the Ways and Means Committee not a
single Member of this body can intelli-
gently discuss every provision of it. I
might add that I question whether half
of the committee can do it.

Fortunately, the bill, if it passes, will
gc to the Senate, where that body wis
work its will. If it survives ihe Senate—
it will go to conference—and then we will
be given a second chance.

Certainly everyone wants tax reform.
Inequities should be corrected. However,
in my opinion, little or nothing has been
done to correct the biggest inequity of
all—the tax bite placed on the average
worker who has been carrying the major
part of the tax burden. I am hopeful
the Senate will do something about this.
Frankly, I think the one thing we should
have done and did not do is to raise the
dependent allowance. Everyone would
benefit from such action.

Mr. SHRIVER. Mr. Chairman, we have
before us for consideration today the
first comprehensive revision of our tax
laws since 1954. It has come to the House
for debate only 4 days after it was re-
ported by the Ways and Means Com-
mittee.
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There has been little time for individ-
ual Members to read the 226 pages of
the committee’s report or to study the
368 pages of the bill, HR. 13270. I had
hoped that we would have an opportu-
nity to examine and evaluate the provi-
sions of this tax reform legislation, and
to provide ample time for our constitu-
ents to express themselves.

Tax reform certainly is long overdue.
The mail I received early in this session
indicated that the people wanted loop-
holes closed. They were irritated by re-
ports that some citizens with enormous
incomes pay little or no income taxes.

Now there are many good provisions
in this bill; but there also are bad pro-
visions. We are told that further tax re-
forms are under consideration by the
committee.

The traditional “closed rule” under
which this legislation is being considered
bars amendments or changes of any
kind. Thus, in making a decision we have
to weigh the good against the bad in
the bill.

I wholeheartedly support the tax relief
provisions contained in this legislation
which will reduce, and in many in-
stances, eliminate tax payments for
many middle- and low-income families
in our country who have been so hard
hit by inflation. I had hoped the com-
mittee would have taken steps to in-
crease the present $600 income tax ex-
emption, in accordance with legislation
which many Members including myself
have introduced.

The committee has wisely included in
this bill at least two proposals which I
have made in legislative form. This leg-
islation provides tax relief for the large
number of so-called forgotten taxpay-
ers—those single persons, 35 years of
age or more, and persons whose spouse
has died. They are to be given head-of-
household treatment or an intermedi-
ate tax rate treatment which is halfway
between those available to married
couples and those previously available
to these single persons.

In this Congress, and in previous Con-
gresses, I have sponsored legislation to
liberalize income tax deductions for
moving expenses. I am pleased by the
committee’s action which adopts the
provisions of my bill.

As we wrestle with this tax reform
legislation today, it would be well to re-
member that the most meaningful type
of tax reform we could provide the
American people would be tax simplifica-
tion. Tax simplification can be achieved
by a broadening of the base and a re-
duction of the rates.

The confidence of the American peo-
ple in the integrity of their Govern-
ment demands a tax structure that is
both understandable and fundamentally
fair, The Internal Revenue Service has,
along with other Government bureaus,
swamped the American taxpayer in a
paper jungle that has forced him to
either become or hire a “Philadelphia
lawyer” and accountant.

Mr. Chairman, I also take this oppor-
tunity to cite several provisions in this
bill which will adversely affect local gov-

ernments, educational and philanthropic
institutions, and vital industries of this
Nation.
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There is no simple answer to the prob-
lem of tax reform. What may be a loop-
hole to one represents equity for an-
other.

For example, the provisiont of the
bill which drastically alter the tax treat-
ment of municipal bonds comes at the
worst possible time and goes far beyond
any proposals that are needed to achieve
tax equity.

Local governments and local school
boards are faced with growing costs of
education, maintenance of public order,
health, housing and the welfare needs of
our citizens, State governments do not
have a source of revenue that grows pro-
portionately.

In the face of these expensive prob-
lems, the committee has recommended
action that will compound the problems
that these State and local governing
bodies are having.

In another area, that of charitable
contributions, we may be eliminating
some tax inequities but in so doing we
are foreing private charities and all edu-
cational institutions to turn more to the
Federal Government.

To many of my colleagues who reside
on the eastern coast of these United
States, tex reform means “let us get the
oil industry.” The reduction of depletion
to 20 percent is a regrettable and dan-
gerous action. Perhaps the oil industry
must do more to improve its image with
those who would destroy it.

However, there can be little question
of the importance of adequate oil and
natural gas supplies and reserves to the
economy and national security of our
Nation. The action against the industry
proposed in this bill will drain some $600
million annually from the funds avail-
able for domestic exploration and de-
velopment.

The real loser may well be the Ameri-
can consumer who could end up paying
more for gas and oil.

In Kansas the oil industry consists
largely of small, independent producers.

Over 27,000 persons earn their liveli-
hood in one phase or another of this in-
dustry, and farmers in 92 of the 105
counties have leased their land for oil
and gas exploration and production.

In the 1960’s both production and re-
serves of oil in Kansas diminished at an
alarming rate. Oil imports, inflation and
other economic conditions have damaged
the independent industry in Kansas.
Taking $600 million out of an industry
at this time is not in the best interest of
Kansas or the Nation.

While the rule under which this legis-
lation is being considered prevents the
offering of amendments, we can only
hope that the other body will make the
necessary revisions and improve upon
the work started here.

Mr. DANIELS of New Jersey. Mr.
Chairman, I rise in support of H.R.
13270, the Tax Reform Act of 1969.

We have for too long ignored the needs
of middle-income Americans, people
working 8 to 10 hours a day and who in
the past few years have been forced to
take on another job just to make ends
meet. For too many years a dispropor-
tionate burden of meeting the Govern-
ment's obligations has fallen on the
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shoulders of these middle-income tax-
payers while a substantial number of the
wealthy carry but a small share and a
substantial number of millionaires pay
nothing.

In recognition of that inequity, I intro-
duced in 1967 and at the beginning of
this session, a tax reform bill which
would have closed up a number of glar-
ing loopholes. Many of the proposals in
my bill were not adopted by the com-
mittee as I hoped it would. Nevertheless,
I shall support the reported bill which
came to the floor of this House under a
closed rule even though there are a num-
ber of items in this bill with which I
am unhappy. I believe the bill does not
go far enough in plugging tax loopholes.
However, it is a step in the right direc-
tion. On the whole the bill is a good one.
The worst that can be said for it is that
it does not go far enough, that it does
not provide a sufficient quantity of re-
lief in certain areas. On the other hand,
however, it provides the opportunity for
broad relief to middle-income taxpayers
who need it most as well as the oppor-
tunity to distribute more fairly the bur-
den of taxation on those who can best
afford to carry it. Thus, the bill will serve
as a strong foundation upon which to
build future reform.

I am aware that many of my col-
leagues are dissatisfied with the reduc-
tion of the oil depletion allowance. I am
aware that many of my colleragues are
dissatisfied with treatment given capital
gains and corporate taxes. I am also
aware that many of my colleagues are
dissatisfied with extent of relief given
middle income faxpayers. Having been
one of the early supporters of broad tax
reform I too, am dissatisfied with parts
of the bill.

But I have been fighting for major tax
reform for too long to see it fail now
because I or someone else is unhappy
with one or a few of its provisions.

I am too well aware of the difficulties
in drafting a major tax reform bill. I
am too well aware of the countervailing
pressures which must be satisfied in or-
der to develop eguitable relief. For that
reason, I offer my congratulations to
Chairman Mirrs and his committee for
drafting a bill which provides a struc-
ture for reform. I sincerely believe that
it is one which we can all live with, it is
one which we can take back to the peo-
ple as evidence of our good faith and say
“we have begun.”

The tide that is rising in America to-
day which is demanding tax reform and
which is responsible for today’s legisla-
tion is a strong one. It will persevere
long enough to provide the force with
which to build a truly equitable tax
structure, one in which all citizens will
equitably share in the support of their
Government. And I am confident that
this bill will provide the base upon which
that equitable structure can be built.

Mr. CONTE. Mr. Chairman, you may
recall that I voted in favor of extending
the surtax—but with very serious reser-
vations. My reservations stemmed from
the fact that the bill was not part of a
comprehensive tax reform package.

I am most pleased to see that today we
are considering such a package. I have
said many times before, and I repeat
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now—the time for meaningful and com-
prehensive tax reform is long overdue.

The bill before us is not perfect—and
that is not surprising, in view of its scope.
But it is, on the whole, a good piece of
legislation. It reflects a great effort on
the part of my distinguished colleagues
on the Ways and Means Committee to
make the tax laws more equitable.

I would like at this time to mention
some of the proposals that have special
significance for me. I can think of no
better place to start than with the oil
depletion allowance. I have maintained—
time and time again—that this is one of
the biggest loopholes in our tax laws.

Earlier this year, I introduced legisla-
tion to reduce the allowance to 15 percent
in the case of domestic oil and eliminate
it in the case of foreign oil. I am pleased
that the latter provision has been recom-
mended. I am sorry, however, that the
allowance has otherwise only been re-
duced to 20 percent. But I must concede
that even this modest reduction is better
than nothing. In my opinion, it does rep-
resent a real attempt to make the oil
industry pay some of what it should have
been paying to the Federal Treasury all
along.

One area in which I am very interested
is tax-exempt foundations. I testified
on this before the Ways and Means Com-
mittee. I did not favor then, nor do I
now, a blanket tax on the investment
income of a foundation. I might note
that the term “investment income” is
quite broad, and according to the com-
mittee report includes interest, divi-
dends, rents, and royalties.

I oppose such a tax because I do not
think that is the way to plug up abuses.
The way to do it, in my opinion, is
through measures directed to specific
abuses—and the bill does just this.
Therefore, I question whether an over-
all tax, even assuming one supports the
concept itself, is necessary.

One of the best features of this bill is
the fact that it helps the little man and
at the same time makes the big man pay
a more realistic share of the tax burden.
The increased standard deduction and
the low-income allowance will bring
much needed relief to many deserving
taxpayers. For example, it is estimated
that the low-income allowance alone
would remove 5.2 million returns from
the Federal tax rolls and result in a tax
reduction on another 7 million returns.

The big man, or higher bracket tax-
payer, will now have to pay a little more.
Under the so-called LTP or limit on tax
preferences provision, less income will
escape the grasp of the Internal Reve-
nue Code. And under a companion pro-
vision, deductions will be allocated be-
tween income subject to tax and income
not subject to tax.

I think the proposal to liberalize de-
ductions for moving expenses is a very
good one. I have introduced legislation
to this effect for several years.

The proposal on farm losses should
remedy a bad loophole that has hurt
many genuine farmers.

I would also note the provision for
spreading the cost of pollution control
facilities over a 5-year period. I had in-
troduced a somewhat similar bill earlier
this year. I think it is a good way to
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insure investment in antipollution de-
vices.

Mr. Chairman, I have in this short
time focused on a few of the provisions.
Overall, the bill is quite impressive. It is
the kind of comprehensive tax reform
we have all been waiting for, and I am
very happy to see it here today.

Thank you, Mr, Chairman, for the op-
portunity to make these brief remarks.

Mr. BURTON of Utah. Mr. Chairman,
many statements have been made in
Congress and in the press, in regard to
the alleged bonanza the big oil companies
receive from percentage depletion, that
are inaccurate, misleading, or both. I
would like to take a few minutes of this
body’s time to put some of these errone-
ous statements in proper perspective and
clairfy some of the misrepresentations
that are being expounded.

First. Depletion is a loophole: The first
of the misrepresentations that is being
made, Mr. Chairman, is the use of the
word “loophole” in referring to percen-
tage depletion. The percentage deple-
tion provision of the statute in no way
meets this definition. As I am sure all of
my colleagues know, this provision has
been operating since 1926 in a manner
that Congress intended and serves to
accomplish the purpose for which it was
intended—an incentive to encourage ex-
ploration.

Second. Only big companies get the
advantage of depletion: It is often said
that percentage depletion benefits the
big oil companies which produce most
of the oil rather than the small com-
panies which find most of it. This is not
true since approximately 90 percent of
all the oil produced is produced by the
operators who drilled the wells and de-
veloped the reserves. Furthermore, small
companies often benefit from extensive
geological and geophysical work con-
ducted by large companies before min-
eral properties are subleased to them for
development.

The same rules for determining allow-
able depletion apply to all sizes of com-
panies and even to individual producers.
Percentage depletion is computed sepa-
rately for each property—usually for
each lease—and is the lesser of 27%% per-
cent of gross income or 50 percent of net
income before depletion. Cost depletion
is always allowed and is used when it is
more than percentage depletion. No dif-
ferent rules apply to big companies. Of
course, the dollar amount of the deduc-
tion is more for big companies but so is
the deduction for depreciation, taxes,
wages, and so forth. Big companies
simply have no advantage.

Third. Some taxpayers pay no taxes
because of depletion: Of course, deple-
tion serves to reduce Federal income
taxes, but percentage depletion cannot,
of itself, eliminate such taxes. The stat-
ute limits percentage depletion to 50 per-
cent of net income of each separate
property, so, obviously, it cannot reduce
the tax more than 50 percent of what it
would have been without depletion.
Those persons who do not understand the
application of the depletion provision of
the statute often think taxes are elimi-
nated by percentage depletion—buft this

CONGRESSIONAL RECORD — HOUSE

simply cannot be. If a producer of oil
and gas pays no income tax, it is because
that producer has plowed all his profits
back into exploration and development
efforts. This is precisely what the incen-
tives are designed to encourage.

Fourth. Oil companies do not pay their
share of taxes: One of the most fre-
quently heard misstatements, Mr.
Chairman, is that oil companies do not
bear their fair share of taxes. A reliable
research organization has made a study
of the tax burden of the petroleum indus-
try in comparison with that of other
industries for the years 1964-66, the
latest years for which comparative data
is available. Their report shows that the
petroleum industry’'s domestic tax bur-
den, exclusive of motor fuel and other
excise taxes, was 5.4 percent of gross
domestic revenues, as compared with
4.6 percent for all business corporations.

The oil industry paid $2.5 billion taxes
in 1966, exclusive of $8 billion in motor
fuel and excise taxes. Including these
latter taxes, the total domestic tax bur-
den on the petroleum industry and its
products was about 21 cents on each
dollar of gross domestic revenue—about
four times that of most other industries.

Fifth. Big companies know exactly
how many holes will be dry: It is obvious
that a company, big or little, would not
drill a hole large enough to produce oil
if it was known it would be dry. Based
on past experience, some explorers may
be better able than others to estimate
the percentage of holes that will be dry.
Only by actual drilling can it be deter-
mined whether a particular well will be
dry. A dry hole represents a substantial
after-tax net loss to the one who drills it.

The industry spends nearly a billion
dollars per year on dry holes. If the large
companies could determine in advance
which ones would be dry, they would drill
no dry holes, and thus eliminate such
losses. So far, scientific developments only
make it possible to determine a possible
producing rock structure and not wheth-
er any oil exists in a particular location.
As a matter of fact, some companies, by
excelling in judgment and use of scien-
tific expertise, do have better results
than others. But, even so, using the best
technical know-how they drill several
times more exploratory dry holes than
producing wells in search of new oil and
gas deposits. It is still a fact of life that
oil companies, large or small, on the aver-
age have to drill 11 wildcat wells to find
an oil or gas deposit.

Sixth. The public is subsidizing oil
companies through the depletion provi-
sions: This statement is based on the idea
that the oil industry does not pay a fair
share of taxes and, as a result, the gen-
eral taxpaying public must take up the
slack. It is not true because the oil com-
panies do pay a fair share of total taxes,
as I have already explained. In fact, the
public is actually getting the benefits of
depletion through an ample supply of
energy at reasonable prices. The fact
that the benefits of depletion have been
passed on to the public through prices
of petroleum products is evident by—

The price of gasoline has increased
less than 10 percent since 1926, while the
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prices generally have increased 100 per-
cent, and

The profits of oil companies have
been relatively low, representing a lower
rate of return on investment than for
manufacturing companies.

Mr. Chairman, the six misleading
statements which I have discussed are
only a few of the erroneous ideas that
have developed on the subject of percent-
age depletion and its application to the
oil and gas industry. An attempt to ex-
plain them all would not be feasible. It
is hoped, however, that these comments
will serve to correct some of the misun-
derstanding surrounding this subject.

Mr. SCHWENGEL. Mr. Chairman, I
would like to take this opportunity to
commend my distinguished colleagues on
the Ways and Means Committee for their
outstanding efforts on behalf of tax re-
form. In January, it was said that the
job could not be done, but you have
done it, and done it well.

H.R. 13270 is historie legislation, It is
the first major revision of our tax laws
in the last half century. It constitutes a
real milestone in the history of our sys-
tem of self-assessed taxation.

Over the years, a number of inequities
have worked their way into our tax laws.
Some were due to court decisions, some
were due to administrative rulings, some
were due to changes in economic condi-
tions, and still others were the result of
the efforts of powerful special interest
groups who secured passage of legisla-
tion creating loopholes. These inequities
have reached the point where the system
is grossly out of balance, especially with
respect to middle- and low-income fami-
lies. The inequities and loopholes, cou-
pled with the current problems of high
prices caused by inflation have finally
forced an outery from the taxpayers
most severely affected by the loopholes.
Fortunately this outery was loud enough,
and the committee strong enough, to
overcome the various special interest
groups.

The bill incorporates most of the fea-
tures of my own tax reform program in-
troduced earlier this year. For this rea-
son, I will give the bill my fullest sup-
port.

I was disappointed that the commit-
tee did not see fit to increase the per-
sonal exemption to $1,200. The in-
crease in the standard deduction will
be some help, and does give some rec-
ognition to the effect of inflation on the
cost of raising a family and maintaining
a home.

I was also disappointed on the action
taken with respect to cooperatives. I am
not convinced that the cooperative pro-
visions were really a loophole, and cer-
tainly not such as to justify the rather
drastic changes contained in the bill. It
seems to me that the committee could
have dealt much more firmly with what
I consider to be a real loophole, the oil
depletion allowance. The reform bill
should have gone much further in reduc-
ing the allowance.

On bhalance, it seems to me, the bill
does give significant tax relief to a ma-
jority of the taxpayers, and will thus re-
ceive my support,
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Mr. JARMAN. Mr. Chairman, the pro-
posal in the Tax Reform Act of 1969 to
reduce the oil and gas depletion allow-
ance is based on several rather familiar
criticisms. First, some critics have at-
tacked it because that 271%-percent rate
for oil and gas is higher than that for
most other minerals. As you know, the
producer may deduct 27!5 percent from
the gross annual income of a lease or
property. However, producers are pre-
vented from taking the full 2715-percent
deduction because this figure may not
exceed 50 percent of the net income of
the lease and this restriction, in practice,
allows the producers an average allow-
ance of only 23 percent and, in many
cases, much less than that.

Other familiar arguments against

the depleticn allowance at
its present level are that the oil and gas
producers are not paying their share of
taxes, and their rate of return on invest-
ment is too high. These arguments sim-
ply are not justified as the following com-
parisons will show. The oil and gas in-
dustry annually pays into the Federal
treasury $2.5 billion indirect taxes or
5.1 percent of gross revenue from all op-
erations. On the other hand, the direct
tax burden for all business corporations
in the United States on gross revenue
is 20 percent less than that of the petro-
leum industry. Likewise, the average
profit of 99 oil companies in 1968 was
equal to an 1l1.5-percent return on net
worth while 2,250 manufacturing com-
panies earned a 12.1-percent return on
net worth. Although my purpose is not
to defend the depletion allowance by
comparing it with other industry stand-
ards, I think these comparisons com-
pletely answer these criticisms.

Mr. Chairman, as you know, depletion
is a tax provision that encourages people
to risk their money in the search for new
oil and gas fields. It was established at a
time when ready reserves were easy to
obtain and the Nation's demand for oil
and gas was relatively low. However, in
the past 110 years since the discovery
of petroleum in this country, we have
used approximately two-thirds of our
readily recoverably supply, and expect to
use 2145 times as much in the next 30
years. This increased demand for the
product and the added difficulty in ob-
taining it makes it even more important
that the present depletion allowance be
retained. Each year, our oil and gas com-
panies spend 3!4 times as much on the
search for new reserves as they receive as
a result of the depletion allowance.

Exploration is a high risk venture in
which chances of an exploratory well
producing any oil or gas are only 1 out of
9. And, the chances of discovering a
commercially profitable oil or gas field
are 1 in 48. It is obvious that any reduc-
tion in the depletion rate would discour-
age exploration. It would, therefore, be-
come necessary for the producers to be
more cautious and selective in their drill-
ing plans in order to eliminate the high
risk attached to discovering commercially
profitable wells.

The risk in discovering the hard to find
but commercially profitable oil and gas
deposits would be too great to justify
the large capital investment. And, if the
companies find it necessary to cut back
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on exploration, the resulting oil and gas
shortages would have a shattering effect
on our economy. While this effect might
not be felt immediately because of our
Nation’s reliance on an uncertain foreign
oil supply, our economy would be stricken
in the event of a crisis that would cut
off the availability of this foreign oil.

There is no doubt that a financial
weakening of the oil and gas industry
will certainly cause economic disturb-
ances in my State of Oklahoma and oth-
er major oil and gas producing States.
Any reduction in the depletion allow-
ance would have a far-reaching effect
that would be harmful to our Nation.
The relatively small amount of tax that
would be collected would not possibly
offset this disturbance.

Mr. Chairman, the only recourse for
our continued sound oil and gas econo-
my, on which our Nation so heavily re-
lies, is to maintain the oil and gas de-
pletion allowance at its present 2714-
percent level.

Mr. Chairman, since House rules pre-
vent any effort to amend this bill when
it is considered in the House of Repre-
sentatives, I intend to vote against the
entire bill as a protest vote to the cut in
the oil and gas depletion allowance con-
tained in said bill. If this bill passes the
House, my earnest hope is that the Sen-
ate will retain the 27'%-percent figure
and that the House conferees will accept
that figure.

Mr. FASCELL. Mr. Chairman, 15 years
ago, aware that our tax laws were fail-
ing to respond to the needs and condi-
tions of the day, we fashioned what is to-
day one of the world’s most comprehen-
sive tax codes. Before and since, the
American taxpayer has compiled an un-
paralleled record of voluntary compli-
ance with the law probably because of
an abiding belief that the substance of
the law and its administration are im-
partial.

Recently, that belief has been under
severe challenge. Rightfully so, I am
convinced. The pressures of inflation, the
constant search for new tax sources by
State and local governments, and im-
position of the surcharge all have had
the effect of focusing attention on provi-
sions of our tax laws which enable many
citizens to escape their fair share of the
cost of Government,

Thus, tax reform is an idea whose time
has come. Not merely because the public
is incensed about the increasing tax bite,
nor because the promise of reform has
gone unfulfilled for so long, but simply
because the tax structure, as it now
stands, fails to meet all objectives of
fairness, equity, and simplieity.

The reform bill reported by the Ways
and Means Committee constitutes a sig-
nificant attempt to cure that situation. I
applaud the outstanding work of the
committee and consider its bill a first big
step toward halting erosion of respect
for our tax laws.

However, in all candor, it must be said
that the cause of simplicity is not served
by the committee bill. There is no deny-
ing that our tax laws have the dual pur-
pose of raising revenue and advancing
social policies. Nevertheless, we should
not lose sight of the fact that by reduc-~
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ing the tax burdens of those in need
without simplifying the procedures by
which to comply we may be neutralizing
the beneficial effects. Worse yet, enlarge-
ment of substantive benefits without
simplification of procedures and forms
may result in reluctance by some of our
citizens to avail themselves of new tax
benefits and a misunderstanding of their
consequences. Such a situation now ex-
ists among our elderly who are con-
fronted yearly by a hodgepodge of com-
plex forms and formulas.

I am very pleased that the committee
has adopted the heart of my fax reform
proposals which have the purpose of as-
suring that all Americans in similar cir-
cumstances pay approximately the same
amount of tax. It is necessary that we
eradicate the injustice by which the ef-
fective rate of tax paid by the poor often
exceeds that paid by the wealthy.

My proposals to the Ways and Means
Committee called for lessening of the tax
burdens on the poor, for liberalization
of the general standard deduction, for
a mandatory graduated minimum in-
come tax and for an optional maximum
tax, Their inclusion in the tax package
of the Ways and Means Committee and,
hopefully, their imminent enactment
into law will enhance the promise of tax
justice at every income level.

Even with passage of this tax bill the
job of reform is far from completion.
The disparity in rates and presumptions
between estate and gift taxes, the tax
treatment accorded to the elderly, and
the possibibisy of greater revenue shar-
ing between Federal and State govern-
ments are but three areas which still re-
quire scrutiny and possible action by
Congress. I am pleased by the announce-
ment that the Ways and Means Com-
mittee will soon continue the great re-
form work it has commenced.

I will vote for enactment of H.R. 13270
because it is a first dramatic step to-
ward the goal of tax justice. I am con-
cerned, however, that the task of the
average taxpayer in wending his way
through its provisions has not been made
simple.

By voting for enactment of this meas-
ure I will be reiterating my suppecrt of
a l-year extension of the surtax.
Equally essential to control of inflation
is continuation of cutbacks in nones-
sential Federal spending and repeal of
the 7-percent investment tax credit. It
is perfectly clear that use of high inter-
est rates as a brake on spending and con-
sumption has not dampened inflation.
The Consumer Price Index showed a
rise of six-tenths of 1 percent in June.
Other indicators reflect no reversal of
the inflationary spiral.

I am convinced that unless we continue
applying these fiscal tools to our over-
heated economy the benefits expected
from a reformed tax code may prove to
be illusory. As I said on June 24:

The national economy requires retention
of the surtax for a reasonable time and the
American taxpayer requires more equal treat-
ment from our tax laws. Both are indis-
pensable goals.

Mr. HANLEY. Mr. Chairman, this is
the day many of us have been waiting

for for years, the day when we finally
say to the special interests of this coun-
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try: “You're going to start paying your
fair share of the national tax liability.”
But, Mr. Chairman, it is not the sweet
day that those of us who have been urg-
ing reform had hoped it would be. Indeed,
some of the anticipated sweetness has
been distinctly soured in the last minute
maneuverings of the Ways and Means
Committee. There are some hookers in
this bill and there are some items that I
definitely do not like, but I intend to vote
for the bill because, on balance, it is a
good one, and, on balance, it is the only
one we will get a chance to vote on this
year, or perhaps for many years to come.

I, for one, am disturbed over the fact
that the Ways and Means Committee
issued a 300-plus page report on the bill
on Monday and then insisted on bring-
ing the bill to the floor less than 48 hours
later. If there are any red eyes in the
Chamber today, it is probably because so
many Members spent such long hours
reading the fine print in the committee
report.

Mr. Chairman, I am gratified over
many of the reforms we are going to
achieve today. In my statement before
the Ways and Means Committee several
months ago, I outlined a number of areas
in the Internal Revenue Code which I
felt demanded a restructuring. Specifi-
cally, I was concerned over the abuses of
self-dealing which have crept into some
private foundation operations. These
have been covered in the present bill. I
was concerned over the activities of non-
farming “farmers” who used these oper-
ations as tax losses. Again, this matter
has been dealt with in the bill. And I
was disturbed over the inequitable oil and
mineral depletion allowances which have
been on the books for years. These also
have been dealt with, although not as
stringently as I would have desired.

There are several items of special in-
terest to the average taxpayer in this
bill, which I also favor, Mr. Chairman,
and among them are the increases in
the minimum standard deductions, de-
ductions for moving expenses when
changing jobs, and a new head of house-
hold treatment rate for single persons.
These are long overdue.

But as I said a few moments ago, Mr.
Chairman, there are some sour aspects
to the bill which I reluctantly accept. Not
the least of them is the extension of the
surcharge at 5 percent from next Janu-
ary to next June. I have vigorously
fought and on two occasions voted
against the surcharge this year. And were
it not for the fact that we have finally
achieved these long-sought other tax re-
forms, I would vote against the surcharge
again. But we all realize that this is a
package bill, and that amendments are
not permissible. We realize that we can-
not pick out the items we want in the
bill and reject the ones that are unpala-
table. And so my vote for the bill today
will be coupled with a plea to the Senate
that they amend the bill when it comes
before them; that they will eliminate the
provision extending the surcharge be-
yond next January and that they will in-
clude a specific provision increasing tax-
payer and dependent exemptions.

Mr. EVINS of Tennessee, Mr. Chair-

man, I want to commend and congratu-
late the chairman of the Committee on
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Ways and Means, the gentleman from
Arkansas (Mr., MiLLs) and other mem-
bers of this committee for their remark-
able achievement in drawing and intro-
ducing this landmark legislation, the Tax
Reform Act of 1969.

Tax reform has been long delayed and
is much needed.

Most taxpayers pay their fair share of
Federal income taxes but there are those
few who consistently evade their respon-
sibilities—and this bill is aimed at cor-
recting these inequities and closing these
loopholes.

Several of the provisions of this bhill
are similar to those in HR. 11017, the
tax reform measure which I introduced
May T last.

The provisions in HR. 11017 which in
varied form have been incorporated in
H.R. 13270, the Tax Reform Act of 1969,
include broad-based relief for taxpayers,
repeal of unlimited charitable deduc-
tions, sharp curtailment of “hobby farm-
ing” as a tax shelter and evasion of reg-
ular income and limitations on tax-ex-
empt foundations, among others.

While my bill recommended the rais-
ing of the personal exemption from $600
to $1,000, the Committee on Ways and
Means in its bill chose a different ap-
proach to achieve essentially the same
objective.

The Tax Reform Act—the committee
bill—seeks to accomplish this same re-
sult by raising the amount of the stand-
ard deduction from 10 to 15 percent—
with a new maximum of $2,000 rather
than $1,000 becoming effective over a
3-year period.

In addition, the committee bill pro-
vides for reductions in tax rates of at
least 5 percent throughout the entire in-
come range with one-half the reduction
taking effect in 1971 and the full reduc-
tion taking effect in 1972. Another pro-
vision will remove from the tax rolls
some 6 million persons in the lowest in-
come brackets.

This bill provides a great range of
needed corrections in our tax structure.
I am advised that if this bill becomes
law, no longer will certain individuals
be able to escape their taxes and respon-
sibilities through various loopholes, This
bill will close the major loopholes. This
is a major step forward. The ccrrections
are long overdue, Equity, or more near
equity in tax treatment of taxpayers is
achieved.

By requiring taxpayers who have re-
sorted to tax avoidance to pay their
share, the great majority of the taxpay-
ers who pay their just shares can be
given some relief in the form of increased
standard deductions, the increase in
rates, liberalized moving expenses, as-
sistance to single taxpayers, and low in-
come allowance, among others.

Repeal of the T-percent investment
credit will also increase revenue., In my
bill I attempted to retain this credit for
small businessmen but the committee in
its wisdom did not see fit to concur in
this recommendation. Perhaps this relief
can yet be achieved in the Senate.

Overall, however, this is a landmark
bill—a historie bill—a bill which will go
a long way toward creating a fairer, more
equitable tax system.

I shall support its passage.
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Mr. BURLESON of Texas. Mr. Chair-
man, the 368-page bill now before us is
here under the label of “reform.” I do
not suppose there are very many things
which could not stand some reforms but
in this instance I believe the word and
its application are overly used.

Assuming that all of us understand
the complicated and technical provisions
of this legislation, I seriously question
whether even the experts in this field
can, with any satisfactory degree of cer-
tainty, know the long-range effects of its
application.

There is no question that there are
abuses in a great many areas of our pres-
ent tax law. There is no question but
that, in these areas, there should be a
tightening of so-called loopholes. To
find ways of paying as little tax as pos-
sible is the business of those who spe-
cialize in this field. This has always
been true and it always will be. As a
matter of fact, one of the high offi-
cials of the Treasury Department has
termed this bill as one for tax lawyers
and accountants,

It is impossible to spell out every de-
tail in most any bill presented to this
Congress, and especially one as techni-
cal as this measure of 368 pages. To at-
tempt to do so would produce volumes
the size of a mail-order catalog. This
being the case, it becomes necessary that
the Secretary of the Treasury “or his
delegate,” which is the term used and
meaning the Internal Revenue Service,
may “promulgate such rules and regula-
tions as he deems necessary” for carry-
ing out the many provisions of this
measure,

Now, Mr. Chairman, in most all laws,
and especially in our tax laws, regula-
tions applied many times appear to be
entirely different than what was pre-
sumably intended when the law was
enacted. Throughout this bill before us
appears this provision of wide latitude
delegated to these officials.

It is my feeling that the underlying
philosophy in these proposals before us
is not healthy to continued freedom of
our free enterprise system under demo-
cratic Government. It seems to me there
is an erosion of this concept. There are
already under present law limitations on
this basic idea but this measure goes
considerably beyond what we now have
and the application of it gives me a very
great concern.

To be more specific, I cite these
examples.

The increased taxes on capital gains
strike at the very heart of the free en-
terprise system by discouraging the ac-
cumulation of capital for investments.
Under our Government’s obligations, in-
cluding our huge national debt, econo-
mists estimate we need and must expect
an increase in our gross national product
of about $12 billion annually. To main-
tain this level there must be huge capi-
tal investments to provide new employ-
ment opportunity and to have new taxes.

In the case of municipal bonds, the
provisions in this bill are, in my judg-
ment, absolutely needless. According to
Treasury officials we cannot expect any
Federal revenue gains by what is pro-
posed here, It is proposed that the State
and local governments issue taxable
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bonds which, of course, carry a higher
rate than if they continue the present
practice of issuing fax-free bonds. By is-
suing taxable bonds it means the Jocal
taxpayer is going to be charged a higher
rate of local taxes than now imposed. If
the local school distriet, a municipality,
a water district, or whatever it may be,
votes and issues bonds, the higher tax
will cost every citizen from 2% to 3%
percent more.

It is provided in this bill that the pur-
chaser of these bonds will then be fed-
erally taxed, and the Federal Govern-
ment returning the difference in the tax-
free rate and the taxable rate to the local
government. This does not mean a reim-
bursement to the individual paying a
higher tax rate on the bonds. A munici-
pality may continue fto issue tax free
bonds, but selling them at the lower rate
is something else. The local government
is offered a subsidy as an incentive for
issuing taxable bonds but it does not say
how much.

The result of this provision, in my
opinion, is to have the Federal Govern-
ment impose its authority as to when and
how much and how many bonds are is-
sued and, more seriously, will force local
governments to look more and more to
Washington for grants for those pur-
poses which they are now willing to
finance by their own bond issues. I see no
other result than added cost to every citi-
zen when improvements are made for
schools, city buildings, water improve-
ment or whatever it may be.

Our local oil industry is hit hard by
the provisions of this bill. The depletion
allowance, which has a solid historic rea-
son behind it, is being reduced at a time
when the industry is having serious
trouble. Our reserves are already alarm-
ingly low and these provisions will fur-
ther discourage exploration. Natural gas
is in short supply and, unless exploration
and production are expanded, prices will
inevitably increase.

Our defense posture is dependent on
oil. A lack of adequate production in this
country will cause us to depend more and
meore on foreign sources.

In this connection, foreign oil produc-
tion has also been severely treated, by
reducing the benefits of applying taxes
pald to foreign governments against the
overal] income of producers abroad.

The oil industry pays approximately
40 percent of the expenses of our State of
Texas. If it is discouraged to expand and
remain healthy, it means every taxpayer
will be required to make up the differ-
ence. Right now our State legislature is
trying hard to find new sources of rev-
enue,

In the case of charitable contributions,
the so-called allocation of deductions
will limit gifts to our colleges, churches,
hospitals, and other charities.

No one can successfully argue that
there have not been numerous abuses by
some of the thousands of foundations.
Many have been created for the purpose
to avoid paying taxes. In this area there
is need for limitations. At the same time,
many of the foundations have helped
build, and continue to support, some of
our finest institutions.

The provision in this bill for *“self-
dealing,” which means a foundation
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owned by an individual or individuals
who profit from its operations, would
now prohibit such arrangements. This
is as it should be. Foundations with tax-
free income, in competition with private
business, need limitations as provided in
this bill. Those which stay strictly with-
in charitable, religious, scientific re-
search, and other worthwhile missions
for which they were created, should not
be injured or hampered, but it is difficult
to measure, at the moment, just how far
the provisions of this bill actually go.

The tax relief granted in this bill may
turn out to be a myth. It appears that
some relief is being given by adiusting
tax rates to be effective in 1971, but while
relief is supposedly being given with one
hand, what amounts to a minimum tax,
worked through a limited tax preference
concept together with allocation of de-
ductions, is the hand which takes it
away.

Another section of this bill deals with
the treatment of nonrelated farm in-
come. Here, again, there have doubtless
been abuses by the “hobby” farm and
the “play” ranch. Losses in these in-
stances are charged against other in-
come to the extent it makes no difference
whether a profit is realized off the opera-
tion or not. The provisions of this bill
place limitations on this sort of practice,
but create a very complicated formula
to reach it. It is not expected to injure
the bona fide rancher or farmer, but it
may have the effect of limiting certain
conservation practices and the upbreed-
ing of livestock, which would be a dis-
service to everyone.

This bill has yet to travel through the
legislative process. I had hoped there
might be more opportunity to study and
explore the effects before we reached the
point we are today, but such is not the
case, Even though the Ways and Means
Committee has spent a good part of 6
months in producing this we are called
to vote on today, it is surrounded with
many question marks. As a matter of
fact, there are certain sections of this
bill on which there were no public hear-
ings at all, but which were dropped in
without proper study. It deserves the
most careful study in depth to really
know what the effects of it may be. What-
ever is done will affect the lives of our
people for a long time to come.

These are but a few of the many sub-
jects dealt with in this measure. From
the debate that has gone on these 2 days,
it is obvious there are considerable dif-
ferences of opinion as to the meaning
and application of the provisions in the
several titles and many sections of this
bill. As those of you know who appeared
before the Rules Committee for a rule
to bring this measure to the floor, some
consideration was given to permitting
separate votes on each title. This, of
course, was not done but it would seem
to me that if permitted a vote on the
many separate issues, but not subject
to an amendment, this House of Rep-
resentatives could better have worked its
will. A tax bill, of ccurse, with all the
technicalities involved, cannot be writ-
ten on the floor of this House, but it does
impose a burden of judement to only be
able to accept or reject the whole pack-
age when the final vote occurs.

I hope the Senate will give long and
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careful study to this matter and that
improvements can be made. If is my
hope that what comes out of the con-
ference, which will resolve the differences
in what we do here and what may be
done in the other body, will result in a
measure which I can support.

Mr. FLOWERS. Mr. Chairman, since
coming to the Congress in January, I
have received more mail, more tele-
phone calls and more personal contacts
from my constituents concerning tax
reform than any other issue before us.
This is a matter of paramount impor-
tance to the citizens of the Fifth District
of Alabama and to the Nation as a
whole. .

I believe that their concern is certainly
justified and as Representatives of the
people it is our duty to respond. The for-
gotten men and women—middle-income,
hard-working, law-abiding, taxpaying
majority in our Nation have had about
all they can stand, and perhaps more, of
an unequal and unfair distribution of
the tax burden.

I wish to commend the Ways and
Means Committee and its distinguished
chairman for their diligent and pains-
taking efforts in producing the bill which
we have before us now. I take nothing
away from their work when I say that I
do not agree with all of its provisions and
when I say that I wish that this body had
an opportunity to propose amendments
at this time. However, Mr. Speaker, I am
convinced that the bill must be passed,
even considering some of its imperfec-
tions, for it is certainly a vast improve-
ment over present existing laws. Loop-
holes are being closed—inequities are
being removed—and in the process, the
taxpayer is receiving a well-deserved
break in tax rates. I have long advocated
and supported tax reform and, therefore,
I urge the passage of H.R. 13270.

Mr, JONES of Tennessee. Mr, Chair-
man, the Tax Reform Act of 1969 is a
monumental piece of legislation. It rep-
resents the most extensive revision of the
Internal Revenue Code in history, and I
wish to commend the Committee on
Ways and Means for the sustained and
dedicated work that they have done on
this bill since the very beginning of this
Congress. The committee has been in
public hearings or executive sessions al-
most incessantly since January, and all
Members of the House owe the commit-
tee a debt of gratitude for its diligent and
faithful labors.

This is not to say that I agree with or
support each and every provision in the
bill. Indeed, there are sections of it that
if it were in my power to amend, I would
certainly do so. The parliamentary situ-
ation and the rules of the House preclude
such action at this time, however, and
regrettably, I will have no such oppor-
tunity today.

On balance, however, it is a good bill
with the desirable provisions in it far
outweighing those portions with which I
do not agree. The bill closes or reduces
precipitously the size of a number of no-
torious tax preferences, which should en-
hance measurably taxpayer confidence
in our self-assessment tax system in this
country, which is still by far on the whole
the greatest revenue system in the world.

The revenues that will be gained by the
removal or reduction of tax preferences
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are to be wisely used in reducing the tax
burdens of our citizens. The lessened tax
burdens will take the form of rate redue-
tions all up and down the schedules as
well as other specific provisions of the
bill, such as the low-income allowance
and liberalization of the standard deduc-
tion and the other provisions which will
have the effect of reducing tax liabilities.
I personally had hoped that tax reduc-
tion could have been made effective
earlier than in 1971 and 1972. I under-
stand, however, that the budgetary and
economic situations are such that an
earlier effective date would not be pru-
dent under the circumstances, and I am
gratified that at least by 1972 the full ef-
fect of the rate reductions will be avail-
able to the taxpayers of this country.

Mr. HANNA. Mr, Chairman, 2 years
ago, when the tax surcharge proposal
was first presented to Congress, I stated
that no surcharge should be accepted
unless it went hand in hand with a
sweeping across-the-board reform that
would create a more equitable system
of taxation. I said then—and I believe
these words are just as appropriate to-
day—that it is clear that our citizens
are not satisfiled with the fairness of
the current system. I believe there are
meaningful reforms that can be made.
I for one want to make it abundantly
clear that I will not consider any tax
proposal which fails to include in it
significant, meaningful proposals for
reform.

That was what I said 2 years ago.
Then, last year, when I announced my
grudging support for the surtax meas-
ure, it was under the clear understanding
that some genuine movement would be
made in the area of tax reform.

However, after the surtax proposal
passed, no genuine effort at tax reform
was made.

It was with this in mind that I consid-
ered the surcharge when it came up for
extension this year. I found that still no
meaningful reform had been introduced
before the House. I reluctantly felt it
was necessary to re-state the same theme
of a year and a half before.

On April 2, I recommended a number
of methods by which the system could be
made more equitable—ways in which
loopholes could be closed. I should like to
briefly repeat some of the proposals I
made then:

I called for the establishment of a
minimum income tax for everyone above
the poverty level—so that a few indi-
viduals at the very top income brackets
would not be able to escape Federal tax-
ation. I was not the only one making this
proposal. Economist Paul A. Samuelson
made a similar statement in a national
magazine. And, in February of this year,
the tax reform study submitted to the
‘Ways and Means Committee emphasized
the same point.

In addition, I called for the allocation
of deductions between both taxable and
nontaxable income, so that an individual
would have to charge his personal in-
come tax deductions against both his
taxable and nontaxable income.

I proposed that a limitation be placed
upon farming expenses that could be
deducted from nonfarm income,
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I recommended a repeal of the un-
limited charitable deduction.

I called for a revision of capital gains
and loss taxation laws.

I suggested that new tax laws were
needed to deal with multiple corpora-
tions. In accordance with this proposal,
I asked that multiple surtax exemptions
be withdrawn for all related corporate
units of a parent company.

I asked for a removal of the tax-ex-
empt status for municipal industrial de-
velopment bonds.

I proposed a revision in real estate
depreciation tax laws.

I declared that the 7-percent invest-
ment tax credit for new equipment be
repealed, as a means of checking infla-
tion.

I called for tighter controls over trans-
actions between tax-exempt organiza-
tions and their donors.

I asked that tax-exempt foundations
be required to distribute all their net
income to charity.

I proposed the taxation of unrelated
business income of tax-exempt founda-
tions.

I declared that a revision should be
made in the tax laws concerning a chari-
table income trust with a noncharitable
remainder.

The next proposal was for the placing
of restrictions upon the activities of tax-
exempt foundations, to guard against
their unwise or irresponsible use of their
own assets.

I asked, finally, for the placing of a tax
on the net investment income of private
foundations.

These proposals, of course, were not
new. The need for their implementation
had been evident for a long time. But no
action had been taken upon them.

The Ways and Means Committee has
now acted upon all of these 15 proposals
I have just mentioned. In addition other
measures for reform have been presented
by the committee.

In the past, I have withheld my sup-
port from a surtax extension. I said on
June 30 that I would not accept the ex-
tension unless it was accompanied by a
basie, across-the-board tax reform pro-
posal.

Such a proposal has been long overdue.
President Roosevelt called for it. So did
Presidents Truman, Eisenhower, and
Kennedy, and each of them, to some ex-
tent, did make some headway.

But when President Johnson broke
with this tradition, in 1967; when he
called for the 10-percent surcharge,
without an accompanying tax reform—
it was then that we lost sight of our true
goal, and we were asked to throw our
support behind a tax program which we
realized was not equitable.

Therefore, in 1967, and again in 1968,
and once again this year, many of us
stood up and asked for a return to the
tradition of equity. We asked for a real-
ization of the tax reform goals of Frank-
lin Roosevelt, of Harry Truman, and of
John EKennedy. Despite our deep respect
for both our party’s leadership, and the
leadership of the Committee on Ways
and Means—and they are the most dis-
tinguished panel of tax experts ever
assembled in the history of Con-
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gress—we voted against the surtax. The
needed reform had not yet come.

But now, the vehicle for that reform
has been placed before us. This is what
we have been asking for, and all that we
have been asking for, during all these
Years.

1 said, almost 2 years ago:

If the citizen believes that the share of the
tax burden he is being asked to assume is
unjust, democratic government is in trouble.
Such a view erodes the quality of citizenship
by breeding a contempt for the law and dis-
trust for those who enact and enforce it. It
invites a mentality which finds it easy to
rationalize tax evasion on the basis of the
belief that since the tax law is basically
unfair there is nothing really wrong with
breaking it.

In the 2 years since that speech, Amer-
ican citizens have continued to live with
the inequity of these tax laws. At the
same time, two consecutive Presidents
have failed to come forth with any mean-
ingful proposals for tax reform, and
these two Presidents have tried to place
an even greater burden upon the shoul-
ders of the middle-income American,
through the passage, and then the ex-
tension, of the 10-percent surtax.

We all remember how one candidate,
in last year’s election, talked so: cease-
lessly about how much he was for the
average citizen, of how deeply he felt
about the plight of the average Ameri-
can, who did not riot, who did not com-
plain, who paid his taxes, and obeyed the
law,

Yet, what happened to this heartfelt
concern over the predicament of the
“average citizen"” during this year’s de-
bate on the surtax extension?

Did we hear any proposals emanating
from the White House for a meaningful
tax reform?

We only heard that the oil depletion
allowance should be kept at 2714 percent.

But let us not place all the blame upon
one administration. Paul Samuelson tells
us how long this struggle for tax reform
has been going on, and for how long it
has been ignored:

As he put it—

It is three decades since experts In public
finance—people like the late Henry C.
Simonds of the conservative University of
Chicago, Harold M. Groves of the progressive
University of Wisconsin, and Joseph FPech-
man of the neutral Brookings Institution—
have presented a united front in pointing out
the glaring inequities in our present laws.

Were they heard? No. Was their mes-
sage difficult to understand? No. Did the
masses of voters in both parties, those in
the heavily exploited middle-income
ranges, respond mightily to proposals
that were overwhelmingly in their best
interests? No.

Samuelson was speaking about the way
things were in the past. But the situation
has changed since then. The citizens in
the middle-income ranges have spoken
out. They have recognized the inequities.
They have asked for a change,

The record will show, that the men
who answered them—the men who gave
them that change—were not the self-ap-
pointed champions of the average Amer-
ican, who have sat downtown for 6
months without coming forth with any
meaningful call for fax reform. The men
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who have answered the citizens’ call for
change are the men who produced H.R.
13270, the men of the Committee on
Ways and Means, who gave such pains-
taking and thorough consideration to
the tax reform proposals.

The names on this bill are Mr. MiLLs
and Mr. ByrNEs—it is their bill, and it is
they who, after all these years, have
taken the task into their own hands. The
tax reform of 1969 is the child of Con-
gress.

Let me now explain how it came about
that I voted for the 6-month surtax ex-
tension, a few days ago. For the past 2
years, whenever the issue of the surtax
has been brought before this body, I have
asked that such a measure be coupled
with a genuine tax reform.

On June 30, during the debate on the
extension, I restated my position, I
would not support the extension without
an accompanying reform of the tax
structure.

Now, the Ways and Means Committee
has responded to the call for reform.
H.R. 13270 is testimony to that fact.

It was with this in mind that I voted
for the 6-month extension. Many of us,
who either flatly opposed, or else grudg-
ingly supported, earlier surtax measures,
asked only that equity be done—that the
surtax be accompanied by a meaningful
reform.

With the knowledge of what a reform
bill would mean to the middle- and
lower-income families of America, with
the knowledge of how broad a scope of
reform would be established by this bill, I
was able to support the 6-month exten-
sion.

We have finally been given a measure
that will insure a minimum income tax
for all those above the poverty level.
Never again will we be faced with the
inequity of a situation where 155 people
all with incomes of over $200,000 a year,
escape paying a Federal income tax com-
pletely—while a taxpayer supporting two
children, and making only $3,500 a year,
does have to pay income tax.

We have finally been given a measure
that eliminates the possibility of upper-
income individuals escaping tax liability
by allocating all of their deductions to
taxable income.

We have finally been given a measure
which establishes more justifiable tax
policies toward private foundations—so
that such foundations cannot escape
from being taxed for their unrelated
business income.

We have finally been given a measure
that combats inflation by eliminating
the T7-percent investment tax credit.

The benefits of this bill will be realized
by taxpayers as soon as the first of next
year, when withholding tax rates will
drop.

The longer range benefits of the pro-
visions of this bill—such as the increase
in the standard deduction—will become
evident by 1972. By then, under the final
step contemplated by this bill, the stand-
ard deduction will have been raised to 15
percent. This one measure will, by itself,
benefit more than 50 percent of the tax-
payers in this country.

These measures are long overdue.
That, in part, explains the reluctance of
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so many of us to support the surtax in
the past.

The bill does not provide a final an-
swer to the problem of tax reform. It
does not provide for needed reforms of
the estate tax structure, It does not
broaden the base of foundation manage-
ment. An argument could be made for
raising the T'4-percent investment in-
come tax rate for some private founda-
tions to a higher figure.

However, after all the years in which
so many of us have pleaded for reform,
after the efforts of a long succession of
Presidents to institute needed reforms;
and after Congress, in the face of cur-
rent executive inaction, took the initia-
tive upon itself to institute needed re-
forms—after all this, there can be no
doubt that this bill is at least a step in
the right direction.

It is a step in the direction of more
equitable allocation of taxes between up-
per, middle, and lower income families.
Perhaps it does not go far enough in
offering increased exemptions to those
taxpayers who are supporting children.
But at least this bill does point in the
direction of some tax relief—through
the increase in standard deductions, and
the low income allowance.

And yet, as strongly as I may feel about
the general merit of this bill, there are,
in my opinion, three defects which will
greatly weaken its overall effect. One of
these imperfections will operate to the
detriment of the small businessman and
the incorporated professional firm. The
other two defects will, in the long run,
impose additional burdens upon the Fed-
eral Government—burdens that will out-
weigh whatever benefits the two meas-
ures involved will bring about. I should
like to discuss these defects, one by one.

First, I must place a strong objection
to section 541 of this bill. This section
takes the partnership rule of present law,
limiting the amounts that can be set
aside for pensions for a partner, and ap-
plies it to subchapter S shareholders.

The committee's rationale for section
541, and I am quoting directly from the
committee report, is as follows:

Your committee believes that if an enter-
prise wants to incorporate for business pur-
poses but wants to be taxed in a manner
similar to a partnership, then it should be
subject to the same H.R. 10 limitations as
partnerships in the case of tax treatment of
pension plans.

It seems to me, that what the com-
mittee is saying here is—a dichotomy
for purposes of tax treatment of pension
plans, has been set up between partner-
ships and corporations and the commit-
tee feels that this dichotomy is unfair to
partnerships, and should thus be
changed.

And yet, what does the committee re-
place this dichotomy with? It replaces
it with a far more inequitable dichot-
omy—it separates the small business cor-
poration from the large business corpo-
ration; and it places a burden upon the
former which is not shared by the latter.

Section 541 unjustly discriminates
against the small business, and the pro-
fessional corporation. Its logic flies
directly in the face of the intentions of
the 45 States that have statutes allow-
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ing professionals to practice in the cor-
porate form.

The new bill thus establishes an in-
equitable dichotomy, between large com-
panies which can offer attractive re-
tirement benefits, and smaller business
enterprises incorporated under the sub-
chapter S provisions. Under section 541,
of these latter companies do opt for sub-
chapter S treatment, the benefifs of cor-
poration retirement programs are with-
held from their shareholder employees.

Why is it that a small businessman, or
the incorporated attorney or physician,
should not be entitled to the same retire-
ment benefits as an employee of General
Motors, or Du Pont, or United States
Steel? What does a high official of a
large union have that entitles him to a
special retirement benefit that is not
available to the small merchant, or the
member of the small incorporated medi-
cal firm? Where is the equity in a system
that permits special benefits for big
business and big labor, and denies these
same benefits to the small businessman,
the lawyer, or the doctor?

Thus, I believe that section 541 ought
to have been deleted from this bill.

Second, we face a problem with sec-
tion 442 of the bill. The result of this
section will be to seriously deplete the
reserves available to savings and loan
institutions, and to mutual savings
banks.

The repeal of the 3-percent qualifying
real property loan method of bad debt
reserve accounting, will virtually destroy
the accounting method now used by
mutual savings banks.

The change in the method by which
taxable income can be placed in a bad
debt reserve account, by reducing the
income available for this account from
60 to 30 percent, will result in a drastic
reduction in the amount of funds avail-
able from savings and loan institutions
to the homebuilding sector of the econ-
omy. Such a change shall ultimately af-
fect not only the homebuilder, but con-
tractors, architects, and dealers in
building supplies.

How can the commitiee possibly
justify such a change, at a time when
the Government is calling for greater ef-
forts to be made in homebuilding? Pres-
ident Johnson, on January 17, described
the Housing and Urban Development
Act of 1968, as affirming the goal of “a
decent home and a suitable living en-
vironment for every American family,”
and he said:

This goal can be achieved by constructing
or rehabilitating 26 million housing units
in the next decade, 6 million of which will
be for low and moderate income families.

According to the President's report,
“the supplies of residential mortgage
funds appear to be adeqguate in terms
of expected demands.” But this estimate
was most likely made operating under
the assumption that the 60-percent
method would still be available and used
by savings and loan institutions, and that
the 3-percent method would still be
available and used by the mutual savings
banks.

The President’s report set the Nation’s
housing needs at 28.2 million new and re-
habilitated housing units between July 1,
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1967, and June 30, 1977. Under this pro-
gram, the peak for total private units,
unassisted by public funds, will reach
2,600,000 units in 1978. This is only a
year before the savings and loan insti-
tutions will feel the full impact of the
limitations placed upon them by the tax
reform bill.

Our current rate of production of pub-
licly unassisted private dwellings, is al-
ready far short of the 2,600,000 unit goal
set for 1978. And I am talking about our
current rate, given the current funds
made available to the homebuilding in-
dustry by the savings and loans institu-
tions. For 1968, the production figure for
privately owned dwellings unassisted by
public funding was 1,334,000 units, The
estimated figure for 1969 is 1,450,000
units.

Under section 442, this dgure will have
to be cut down. And thus, the 1978 goal
of 2,600,000 units will become even more
difficult to reach.

Elimination of the 60-percent and 3-

percent reserve accounting methods will
tighten the amount of funds flowing from
savings and loan institutions to home-
builders. That means the production rate
over each of the next 9 years for privately
owned dwellings financed without public
assistance, will be reduced below the es-
timates of the President's Housing Re-
port.
The outcome of this is obvious. As pri-
vate funding becomes more scarce, the
difference between the 2.6 million unit
goal and the actual production figure,
will increase. Only Government will be
able to make up for this increase.

Under section 442, then, either one of
two things must happen, the Nation's
housing goals will have to be cut back
drastically—and this will hit hardest at
low- and moderate-income families—or
else, the Federal Government will have
to step in with additional housing project
funds.

The former alternative, I would hope,
would be unacceptable to the Nation at
the present time. The latter alternative
is, at the very most, the better of two
evils.

Neither alternative then is really ac-
ceptable. But we are confronted with
choosing between these two alternatives,
if we adopt section 442 of this bill.

I am not saying that, taken in and
of itself, a change in the bad debt re-
serve accounting methods of savings and
loan institutions is wrong. But I simply
do not see any way around the dilemma
that we will face if we do, at this time,
institute a drastic change in the €0-
and 3-percent methods. The housing
goals which America has set for itself
are, in my opinion, too vital to the in-
terests of this Nation, to allow them to
suffer the setback that would inevitably
come as the result of section 442.

This leaves one final defect in the bill
yvet to be discussed. We must face the
unhappy fact that funds available to
public universities will be reduced as a
result of this bill,

At least two provisions of this bill will
effectuate such a decrease in university
funding: First, the denial of Federal
income tax exemption to some forms of
State and municipal bond issues; and
second, the section of the bill which will
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place a tax upon the appreciated value
of charitable gifts of property.

I realize that we are in the midst of a
period in which colleges and universities
may not be held in the generally high
esteem which they once were. I realize
also that the welfare of American uni-
versities is quite a distance removed from
the area of expertise of the committee
which has considered the tax reform bill.

However, when one considers the sup-
port to education given by this body only
last week, it seems unfortunate that one
of the side effects of the tax reform bill
will be to weaken the financial base of
our State-supported university and col-
lege systems.

I join my distinguished colleague from
Maryland, and my distinguished col-
league from Texas, in their criticism of
the committee's attitude toward private
university funding. I would like to repeat
the warning that Mr. MorToN and Mr.
Buss issued in their supplementary views
to the committee’s report:

As we reduce charitable contributions, we
again force the reciplents to turn to Wash-
ington to get the Federal Government to
solve our problems In education, health, and
charity.

The limitations on gifts of books, papers,
and art at appreciated value will hurt our
libraries, universities, and art galleries. Peo-
ple won't give as much with the removal of
the full incentive.

And so, once again, through charging valid
incentives to charitable giving, we are mov-
ing toward reliance on Washington.

I agree with these views as expressed
by Mr. Busa and Mr. MORTON.

Although section 101 of the bill ex-
cludes private universities from the 714-
percent tax placed on investments of
private foundations, other provisions
will damage private universities. The
one that will particularly hurt is sec-
tion 201. This provides, among other
things, that taxpayers making contri-
butions of appreciated property must
either reduce their charitable contribu-
tion deduction to the cost basis of the
property, or else pay a tax on the ap-
preciated value of the property.

This provision applies to gifts of
tangible personal property, no matter
who the recipient is.

Many universities presently obtain be-
tween 40 and 80 percent of their income
from gifts of appreciated property. The
effect of section 201 upon taxpayers
making charitable contributions of ap-
preciated property, will be to seriously
reduce this income base.

An additional result, as Mr. MoRTON
and Mr. BusH pointed out, will be fewer
gifts of books and art works.

In addition, while section 201(a) raises
the charitable contribution deduction
celling to 50 percent, it stipulates that
contributions of appreciated property
will be subject to a 30-percent deduction
limitation.

The people who will be hurt by sec-
tion 201 are the ones who normally give
a great deal to charity. It is extremely
unfair for the Committee on Ways and
Means to consider such people as tax
evaders, making charitable contributions
only to get the benefit of tax loopholes.

Section 201 strikes, and-strikes hard,
at both public and private institutions
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of higher learning. I simply cannot ap-
prove of this provision.

I will support H.R. 13270. I wish that
the three provisions I have just discussed
had been left out. But as serious as these
defects may be, I believe that they are
outweighed in the long run by the many
reforms that will be established by this
bill.

My only criticisms of the bill, besides
the three objections I have just raised,
are that it does not go far enough in
the area of tax reform, and that it
should have been originally presented to
us a long time ago.

But it is a beginning, and if it does
not go nearly far enough, in the opin-
ion of some Members such as Mr. VANIK,
let me remind my distinguished colleague
from Ohio of what an old friend of ours
said a long time ago, quoting Confucius:
“A journey of a thousand miles begins
with a single step.”

Mr. HALPERN. Mr. Chairman, the
power to tax and the fairness of that
tax is surely one of Congress’ most po-
tent weapons. This power must be han-
dled judiciously and responsibly, for we
in Congress represent the will of those
who must carry the burden of revenue
i:iollect.ion: the taxpaying American pub-

E

Today, for the third time since this Na-
tion adopted the Federal income tax in
1913, we are attempting to revise and
adjust any malfunctioning parts of the
Internal Revenue Code. That we at long
last have this opportunity to plug many
of the loopholes and inequities of the
existing tax system is indicative of Con-
gress’ sensitivity to the demands of the
taxpayers.

I like to think of this tax bill before us
today as only a first step in truly mak-
ing our democratic form of taxation the
progressive structure it was intended to
be. Broader, more comprehensive re-
forms must emanate from today's bill.
And, let me emphasize as I have done
time and time again, that genuine tax
reform for the average working family
can only have meaning if it is tied to a
real liberalization of the deduction and
exemption provisions, bringing them into
line with the realities of our economy.

The gentleman from Arkansas himself,
the able and distinguished chairman of
the Ways and Means Committee, has
made clear that:

Every 10 years every tax situation needs
to be reviewed. ... we should start from
scratch. We should start as if there were no
income tax and decide how we would want
it. That should be the ultimate goal of what
we try to do.

Does the tax package before us really
reach out toward this goal of thorough
review? And, despite all the commend-
able first steps toward checking the
privileged tax sanctuaries of the rich
and the profiteers, how much does this
bill really extract from these tax
dodgers?

The tax bill is welcome evidence that
Government is receptive to the over-
whelming public mandate for reform.
But after all these years of abuse, is not
it time that the average American,
forced to shoulder an unfairly large
share of the tax burden, be given just
consideration?
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What is needed now is a complete re-
evaluation of how we set tax standards
on the average working taxpayer. For
instance, families with modest incomes
spend almost all of their earnings on
food, clothing and life's necessities—
which are all taxed. Such taxes take 5
percent of the earnings of modest family
incomes, yet only 2 percent for families
earning over $15,000 annually.

Similarly, social security taxes are
also regressive. A third of all families
with two or more children pay more so-
cial security taxes than they do Federal
income taxes, according to the Tax
Foundation.

A family taxpayer earning at least
$7,800 annually pays 4.8 percent of his
income to social security taxes, while a
taxpayer earning over $15,000 yearly
only pays 2.5 percent.

Property taxes also bite deeply into the
average family budget, ultimately affect-
ing a taxpayer’s ability to cope with Fed-
eral income taxes. Homeowners earning
at least $7,000 yearly pay an average 8
percent of their income for property
taxes, while those earning $25,000 only
pay about 3 percent.

The plight of the average taxpayer is
further dramatized by recent studies in
New York City which indicate that many
of my constituents are fighting a stand-
off battle against the effects of rising
taxes and rising prices on their income.

Federa. and State levies combined with
social security taxes drained away at
least a quarter of salary increases in the
last 3 years—and when the impact of in-
flation is included, many wage increases
were either halved or wiped out com-
pletely.

Clearly then, Congress must be cogni-
zant of these present day economic and
tax realities if tax reform is to include
the “forgotten man'—the average tax-
payer.

Until and unless the inadequacies of
our tax structure are overhauled, Con-
gress will be viewed as irresponsible and
insensitive to the fiscal straitjacket
that is playing havoec with the lives of
American taxpayers.

Mr. Chairman, I commend this bill and
compliment the committee on its pains-
taking work in bringing forth legislation
in a most complex field which, even in its
limitation form is a long step toward
meaningful tax reform. I trust the bill
will pass overwhelmingly.

Mr. HUNGATE. Mr. Chairman, the tax
reform bill is before us on a “take it or
leave it” basis. While I supported an ef-
fort to permit an amendment to be
offered to the bill, no amendment is pos-
sible. Consequently, it contains some fea-
tures which I would vote to change if we
had the opportunity. For example, the
extension of the surtax until June 30,
1970, seems to me an unnecessary and
unwise extension of a device that has
significantly failed to halt inflation while
imposing a continued burden on the tax-
payer.

Some of the tax reform features may
impose new difficulties for certain seg-
ments of our economy. In particular, I
would prefer to see an increase in the
$600 exemption to a more reasonable fig-
ure such as $1,000 or $1,200. This would
be meaningful relief that the average
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taxpayer could understand without con-
sulting his lawyer or accountant.

Nonetheless, this bill represents a sig-
nificant step in the right direction of tax
reform in so many areas and in particu-
lar its recognition of the fact that
those who benefit most from our society
should not be the ones who pay the least
in taxes. Therefore, I urge its passage.

Mr. DADDARIO. Mr. Chairman, I
would like to compliment the distin-
guished chairman of the committee (Mr.
MirLs) for the amount of time and ef-
fort that has gone into developing this
tax reform legislation. While I am not in
agreement with all of the provisions pro-
posed by the committee, I would like to
commend the chairman and the commit-
tee on one particular provision which
was of considerable concern to me and
to my Subcommittee on Science, Re-
search, and Development.

As the gentleman will recall, I wrote
to the chairman and to the other mem-
bers of the committee on July 15 ex-
pressing my concern regarding certain
tentative decisions announced by the
committee. These decisions would have
had the effect of prohibiting tax exempt
scientific and technical organizations
from communicating with the Congress
or any other governmental body at a
time when we need the most knowledge-
able and up-to-date science information
we can get.

I am pleased, therefore, to see that the
committee in section 509 of the bill has
defined a private foundation to exclude
those organizations which normally re-
ceive one-third of their support in each
taxable year from gifts, grants, contri-
butions, or membership fees and which
normally do not receive more than one-
third of their support from gross invest-
ment income. Section 509(a) (3) would
also include a federation of these orga-
nizations.

I made a brief survey of some of these
scientific and technical organizations,
the other day, and from what I can un-
derstand, they generally would fall with-
in these classifications. The situation,
therefore, in respect to offering advice to
Congress, would remain the same as it
has in the past, and I commend the com-
mittee.

The letter referred to follows:

Jury 15, 1969,
Hon. WiLsor D. Mriuis,
Chairman, Committee on Ways and Means,
gcgtse of Representatives, Washington,

Dear Mr. CHamMmaN: I appreciate the ac-
tion taken by the Committee on Ways and
Means in announcing its tentative decisions
on tax reform and inviting comment. I be-
lieve this is an entirely responsive and re-
sponsible method of preparing legislation,
and I commend the Committee.

I would like to comment on one provision
which is of great concern to me, and which
I believe affects our entire research and de-
velopment effort. This concerns paragraphs
6(a) on page 4 of the report which states
that private foundations may not “directly
or indirectly engage In any activities in-
tended . . . to influence the decision of any
governmental body (whether or mnot such
activity is substantial).”

This is considerably stronger than the
present language in the Internal Revenue
Code, and it would prohibit scientific and
technical societies from communicating not
only with Congress, but also the various
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government agencles, and presumably even
including local government bodies. The Con-
gress and the Executive Branch are dealing
with increasingly complex sclentific and tech-
nical issues these days, and in order to
legislate properly we must have the latest
and most up to date science information. To
inadvertently cut off a source of this infor-
mation would be, I belleve, most unfortu-
nate.

When the Subcommittee on Science, Re-
search and Development was formed in 1963,
one of the first things we did was to con-
duct a study to determine how Congress
could get the best scientific and technical in-
formation necessary to deal effectively with
the rany research and development pro-
grams. Our inquiry sought to determine the
type of scientific and technical information
required by Congress, and also where this
information could be obtained.

One obvious source was the various scien-
tific and technical societies, and we con-
ducted Interviews with a number of these
organizations. When talking with the repre-
sentatives of one of these societies, they
mentioned their reluctance to take an active
role because of their tax exempt status under
section 501(c) (3). Subsequently, we went in-
to this issue in some depth, and concluded
that tax exempt organizations could take a
more active role in formulating science
policy.

As you are aware, section 501(c)(3) pro-
vides that “no substantial part” of the activi-
ties of these organizations may be devoted to
“carrying on propaganda or otherwise at-
tempting to influence legislation.” The prob-
lem was that these organizations, because of
their coveted tax position, were taking an
extreme position and reading “no substantial
part” to be, in effect, “no part”.

It was our position that this was neither
necessary from the tax standpoint, nor de-
sirable from a national point of view, Since
1963 we have urged the organizations to take
a more active role, and there has been a
noticeable improvement. We have explained
the guidelines to these organizations, and
have told them that if they do have any
questions concerning their participation to
contact the Exempt Organization Branch of
the IRS in Washington.

I believe the situation which has developed
over the years is a healthy one, and I would
recommend that the current language in the
Act be retained.

However, to provide additional guldance on
what is permitted and what is not, I would
suggest that the Committee define more pre-
cisely in the report what it means by “sub-
stantial”. In the case of Seasongood v. Com-
missioner of Internal Revenue [227 F2d 907
(1955) ], the Court found that when an or-
ganization devoted less than 5 percent of its
time and effort to political activities, that
this did not constitute a “substantial part”
of its activities. On the other hand, in deny-
ing section 501 (e¢)(3) status to the Slerra
Club in 1966, the IRS found that the Sierra
Club engaged In political activities in almost
every month covered by the ruling, including
the placing of full-page newspaper advertise-
ments and the employment of a professional
legislative representative in Washington. I
think it would be helpful if the Committee
would give these organizations some guldance
as to the dividing line between the permitted
and the unpermitted, preferably in percent-
age terms of effort, money, time, manpower,
or a similar quantitative measurement.

I also would like to stress that I believe
it 1s a mistake to extend this provision from
legislative bodies to ‘“any governmental
body”. These organizations frequently are
called upon by the agencies to evaluate
programs In certain disciplines such as
chemistry or physics because they have
the expertise within their organizations, and
they perform a valuable function for the
agencles in this regard. In addition, the local
chapters of these organizations can perform
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a valuable function at the local government
level. Air and water pollution are problems
to many localities, and these local chapters
have members with the experience and
knowledge to help local officlals solve some
of these problems which they otherwise
would be unable to afford.

Finally, Mr. Chalirman, I would like to
comment upon a provision which may cause
some confusion and perhaps inequities.
Paragraph (9) on page 56 defines a private
foundation as any organization exempt un-
der section 501(c) (3) except “(d) an orga-
nization which normally receives a substan-
tial part of its support from a governmental
unit or from contributions from the general
public.”

Besides the inherent difficulties in defining
what is “substantial”, this provision could
provide certain inequities as it applies to
scientific and technical organizations which,
in their organization and purpose, should be
treated the same. In particular, there are
certain organizations now exempt under sec-
tion 501(c) (3) which receive funds from the
National Science Foundation to operate the
Foundation's discipline oriented science in-
formation systems and participate in the
up-dating of the National Register of Seci-
entific and Technical Personnel. These funds
can average between $1 and $2 million per
year, and probably these organizations also
recelve funds from other government agen=-
cles. The question then arises, would these
funds be considered “substantial” thereby
removing them from the limitation on po-
litical activities? I do not belleve there is
any real reason why these organizations
which do frequent business with the govern-
ment should be treated differently in respect
to communicating with Congress than other
organizations which do only periodic
business.

Similarly, although I understand it is not
the intention of the Committee to exempt
Sierra Club type activities from the limita-
tion, It could be argued that since such an
organization receives contributions from the
general publie, that this type of organization
could qualify under section 501(c) (3) if the
contributions were substantial because it
would then not be subject to the limitation
on political activities. Again, I think this
point should be clarified in the Committee
report.

In summary, Mr. Chairman, I commend
the Committee for the responsible way it
has gone about its business, and would ap-
preciate your consideration of my sugges-
tions. If I can be of any help, particularly
in regard to some of the points I have raised,
or if you need any additional information,
please let me know.

Sincerely yours,
Emmuio Q. DAppARIO,
Chairman, Subcommittee on Science, Re-
search and Development.

Mr. DERWINSKI. Mr. Chairman, 1
wish to briefly but somewhat sharply
comment on the bill pending before us.

This so-called tax reform measure has
predictably come before us as a huge
complex package which, we recognize,
reflects the legislative as well as the po-
litical facts of life There are balancing
sections with enough sweeteners to over-
come the uncoordinated opposition to
those provisions which are not appreci-
ated by particular segments of our econ-
omy.

As a matter of principle I feel that
the use of the absolute closed rule by the
Ways and Means Committee has become
a legislative abuse, However, I did not
support the challenge yesterday to the
closed rule since it would have been a
backward step in processing of the sur-
tax extension. My major concern is the
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decision to repeal the T-percent corporate
investment tax credit. In my opinion the
tax credit is a very practical provision
and is not a “loophole.” I predict that
within 2 years the investment tax credit
will be restored. I trust that the Congress
and Treasury Department officials will
appreciate its value and keep it as a per-
manent item rather than removing and
restoring it in efforts to manipulate the
economy.

I feel it is necessary to point out the
possible complications affecting the fu-
ture sale of municipal bonds. Here again
this tax reform may have to be corrected
if there are adverse results from this
section.

May I also remind my colleagues that
heaven only knows what the other body
will do with the bill. Our dedicated mem-
bers of the Ways and Means Committee
may not even recognize their creation
when it comes back for a conference.

It seems to me we could strengthen
the President’s position and help produce
the leadership in tax reform that the
Senate has not shown. If we were work-
ing on this bill under a limited open rule
four or five of the major provisions would
be subject to debate and separate vote.

However, since the bill does provide
long overdue relief for many taxpayers
I support the measure.

Mrs, MINEK. Mr. Chairman, I rise in
support of H.R. 13270, the Tax Reform
Act of 1969,

Adoption of this bill is a necessary
“first step” toward the long-overdue re-
form of our unjust Federal income tax
laws. The bill removes many loopholes
and inequities which have caused ftre-
mendous concern among our average
wage earners, who have been shouldering
more than their fair share of the tax
burden.

By adopting this bill, we will be tell-
ing the thousands of taxpayers who
have written to us this year, that we
are responding to their pleas. We are
telling them that we will not allow the
tax laws to favor certain groups of peo-
ple, notably higher income brackets
which have been able to take advantage
of various tax “shelters” and other bene-
fits. No longer will we allow the com-
plex provisions of the tax code to be used
to avoid payment of one's equitable share
of the cost of our National Government.

I am delighted that our Committee on
Ways and Means has included tax relief
provisions in the bill which will benefit
virtually every taxpayer. As the principal
sponsor, along with the gentleman from
Rhode Island (Mr. ST GErMAIN) of recent
legislation to provide tax relief, I am
particularly pleased with the committee’s
recommendations.

The committee took up the subject of
tax relief shortly after my tax relief
legislation was introduced. While the
form of relief recommended by the com-
mittee was not an increase in the tax-
payer's exemption, as sought in my bill,
the 100 cosponsors of this timely legisla-
tion are entitled to feel that their efforts
helped stir the committee’s interest in
tax relief. I am informed that the dra-
matic impact of this bill had a strong ef-
fect on the committee's subsequent ac-
tions and was an important factor in the
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decision to grant tax relief. Until then,
the discussion was limited to reform sub-
jects.

Under the Tax Reform Act, the stand-
ard deduction is increased from the
present 10 percent with a $1,000 limit to
13 percent and a $1,400 limit for 1970,
with further increases in 1971 and 1972.
In addition, the low-income allowance
feature of the tax legislative passed by
the House earlier this year has been
expanded to give a minimum standard
deduction of $1,100 for all taxpayers.

New income tax rates are also included
in the bill. In combination with the low-
income allowance and the increase in
the minimum standard deduction, they
will provide some tax relief to all in-
come levels other than the very high-
est.

This tax relief will be most welcome
by all of those workers struggling to
make ends meet during this period of
escalating costs. To a large degree, the
tax reductions will offset the adverse
effects of the extension of the income
tax surcharge, which, unfortunately, is
also contained in this legislation.

In supporting this Tax Reform Act
overall, I wish to make it erystal clear
that I continue to be opposed to the sur-
tax. I hope and expect that this undesir-
able feature will be removed from the
bill by the other body, so that the final
version of the Tax Reform Act that is
enacted into law will not contain a surtax
extension.

I am also concerned with some tax
reform provisions of this legislation, but
under our rules the bill is not open to
amendment on the House floor, Thus,
we must vote either “yea” or “nay” on
the total package. There are misgivings
about the impact of certain provisions
among various groups and organizations
affected by the changes, but I feel that
on balance the bill's good features out-
weigh the bad.

There is a tremendous need for clos-
ing up loopholes which have been abused
by a few segments of our population. The
bill makes a meaningful effort in this
direction, and its adoption should go a
long way toward restoring the faith of
millions of Americans in the impartiality
and equity of their tax system.

The tax relief provisions are also a
vital benefit to the people of this Nation.
Because of these far-reaching accom-
plishments I am happy to support the
Tax Reform Act of 1969 and urge its
adoption by my colleagues.

Mr. REID of New York. Mr. Chairman,
I rise in support of H.R. 13270, the Tax
Reform Act of 1969, in spite of my feeling
that the measure before us is less than
perfect.

In my judgment, the taxpayers of this
country are chiefly interested in seeing
three things accomplished with regard to
the tax system—tax equity, tax simplifi-
cation, and tax relief. The bill which we
are considering today would implement
some long-needed tax reforms, includ-
ing the imposition of a minimum tax on
individuals, some modest reductions in
depletion allowances for oil and other
minerals, and revision of the rules relat-
ing to farm operations. Some tax simpli-
fication is provided through the increase




22784

in the standard deduction percentage
and by raising the minimum standard
deduction allowed; the income averag-
ing provision has also been simplified
and made more generally available.
However, the Internal Revenue Code has
not been made any less confusing or
complicated in most respects, and I
would, therefore, consider this bill defi-
cient with regard to the need for greater
tax simplification.

It is certainly unconscionable that, un-
der our present tax code, 154 persons
with adjusted gross income in excess of
$200,000 paid no taxes in 1966. No Ameri-
can, no matter how great his philanthro-
py, should completely escape taxation.
The minimum tax which would be im-
posed by this measure would help cor-
rect that abuse, and I am pleased that
the committee adopted that provision.

The bill which we have under con-
sideration today has other good features.
For example, the allowance of moving
expense deductions, when changing jobs,
for househunting trips, for temporary
living expenses prior to locating a new
home, and for the expense of selling an
old home—subject to a ceiling of $2,500—
will be beneficial to many middle-income
taxpayers. I am also pleased that char-
itable contributions will continue to be
encouraged under the committee’s bill,
in spite of changes in some of the regu-
lations governing them. It is particularly
gratifying that the committee was re-
sponsive to the needs of education and
that the rules governing gifts of appreci-
ated property to educational institutions
will be unchanged.

Two aspects of the bill we have before
us today are, however, disturbing to me,
and I would like to discuss them in some
detail. My primary concern resides in
the fact that this bill does far too little
to provide relief for the middle-income
family. While the increase in the stand-
ard deduction will help some middle-
income families, it will provide little re-
lief for the taxpayer with a mortgage on
his home and children in college. As sev-
eral of my colleagues have pointed out in
recent days, that taxpayer already item-
izes his deductions and thus achieves a
15-percent deduction under the present
law. The measure before us, therefore,
provides relief only insofar as it simpli-
fies the chore of filling out the tax form.

The slight lowering of tax rates will
provide some relief for the middle-in-
come taxpayer, but this still does not
meet the problem of thousands of Ameri-
cans who are caught in the squeeze be-
tween inflation—now at a rate of 6 to 8
percent per year—and rising Federal,
State, and local taxes which in many in-
stances support programs which do not
benefit those who bear the financial bur-
den for them, Middle-income Americans
will have to wait until 1972 for the full
impact of the rate deduction to take
effect. In the meantime they must con-
tinue to suffer the added burden of a 10-
percent surtax in 1969, and perhaps a 5-
percent surtax through half of 1970, al-
though I have opposed extension of the
surtax,

It must, therefore, appear to most
Americans that they are suffering a tax
increase in 1969—for the surtax has ef-
fectively risen by 2.5 percent and even
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symbolic relief is 2 years away, for the
first reduction in tax rates will not take
place until 1971,

For example, a married taxpayer with
two children, an annual income of $7,500,
and itemized deductions of $750 would
have paid taxes of $687 for 1967—hefore
imposition of the tax surcharge. For
1968, when the effective rate of the sur-
tax was 7.5 percent, such a man would
have paid taxes of $738. For 1969, when
the surtax will be 10 percent, he will owe
his Government $756—an increase of $18
over last year and $69 over 1967. He must
wait until 1972 for his taxes to drop to
$576.

A married man with two children, with
an income of $15,000 per year, would have
paid taxes of $2,062 in 1967—before im-
position of the tax surcharge. For 1968,
when the effective rate of the surtax was
7.5 percent, such a man paid $2,216 in
taxes. For 1969, when the surtax will be
10 percent, he will owe his Government
approximately $2,268—an increase of $52
over last year and $208 over 1967. He
must wait until 1972 for his taxes to drop
to $1,846—a decrease of only $216 from
his 1967 taxes, and one which comes after
2 years when his taxes were more than
$200 higher than normal. It seems to me
that the “relief” provided in this bill is
too little, too late. There follows a table,
taken in part from today’s New York
Times, which will illustrate this point:

[Table is applicable to a married taxpayer with 2 children and
assumes itemized deductions of 10 percent of income]

Present tax
plus 10 per-
cent surtax

(1969)

Income (all
from wages
or salaries)

Tax under
present law
(1967)

Tax under
H.R. 13270
(1972)

0
]
365
200
576
958

X

The low-income allowance included in
this bill, which will remove 5.8 million
taxpayers from the tax rolls, is an im-
provement on the present tax system;
but we now need comparable relief for
the 11.8 million middle-income taxpay-
ers who are supposedly being helped by
the increase in the standard deduction.
A first step would be discontinuation of
the surtax after December of this year,
and perhaps, ultimately, an increase in
the dependents’ exemption and a further
lowering of the tax rate.

It is illusory to think that we can con-
tain inflation simply by continuation of
the surtax, without reductions in spend-
ing. The fact that the President and the
majority of the Congress have seen fit,
in their wisdom, to continue the surtax
seems to me to give added impetus to the
importance—which I have long empha-
sized—of ending the war, curbing the
military-industrial complex, and re-
ducing farm subsidies. It would seem
far better to achieve spending reductions
of several billion dollars annually
through these steps, and thus make addi-
tional funds available for relief to the
cities and necessary programs in health,
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education, job training, and housing,
than to continue interminably a tax
which merely extends the present inequi-
ties of the tax system.

Middle-income Americans should not
have to wait indefinitely for tax relief,
and I hope the other body will take
appropriate steps in this direction.

My other concern is with regard to the
provisions which relate to the activities
of foundations. Although those provi-
sions do, as the committee has pointed
out, include many highly desirable steps
to regulate self-dealing, tax dodging, and
other abuses by foundations and their
benefactors, they also include some pro-
visions which would discourage socially
beneficial philanthropy and restrict some
foundation activities which have been
of great value to the innovative thrust
in America.

The worst of these is the provision
which severely limits foundation sup-
ported voter registration activity. It
saves only organizations operating in
five or more States which are supported
by five or more funding sources no one
of whom gives more than 25 percent. In
practical effect, this means that only the
voter education project of the southern
regional council and the league of women
voters are saved. While it would be wise
to discourage foundations from support-
ing voter registration drives that are
clearly directed at electing or unseating
a certain individual, the prohibition
which we are considering goes too far. It
makes it impossible for concerned com-
munity groups who wish to organize a
continuing concerted regular nonparti-
san registration effort to obtain founda-
tion money for that program. Laudable
as the goal may be of registering hither-
to disenfranchised minority citizens, we
have now said that can only be done if
it is done in five or more States at once.
That does not seem to me to make very
much sense. I hope the other body will
modify this provision so that bona fide
nonpartisan continuing voter registra-
tion efforts can receive foundation as-
sistance.

There are other problems with these
new foundation regulations as well. One
example is the total prohibition on lob-
bying activity by either foundations or
foundation grantees, the slightest mis-
step from which will cause prohibitive
fines to be levied on every individual who
had some decisionmaking role in making
the guilty grant. This flat ban is unnec-
essary, and, because it seems also to pre-
clude efforts to bring to the public’s
attention problems needing legislative
action, it may well frighten foundations
away from supporting and disseminating
the results of wholly legitimate studies
on pressing national problems.

Another example is the tax on founda-
tions, which only serves to lower the
magnitude of private charitable activity
at a time when government is not doing
nearly enough to solve America's urgent
domestic problems. The rationale that no
one should escape tax is simply inappli-
cable here. The original purpose of sanc-
tioning foundations was to encourage
private philanthropy. All that the Tl
percent does is to slow the price of pri-
vate philanthropic activity by 72 per-
cent.
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Mr, Chairman, I hope the other body
will take notice of these deficiencies and
will take steps to correct them.

Mr. WILLIAM D. FORD. Mr. Chair-
man, the public outery for tax reform
has finally been heard loud and clear here
in Congress and the Ways and Means
Committee has brought forward a bill,
H.R. 13270. On Wednesday, August 6,
with this bill before the House, I voted
against ordering the previous question.
I did so in an effort to allow amendments
to make changes in the bill that would
provide further relief for middle-income
taxpayers, the wage earners who are be-
ing hit hardest by our present income
tax structure.

H.R. 13270 deals with the plight of the
middle-income taxpayers and does give
them tax relief by increasing the stand-
ard deduction and providing a reduction
in their tax rate of approximately 5 per-
cent. However, the bill fails to provide
relief through increased dependents’ al-
lowance—an approach that many of us
have been advocating, and will continue
to work for.

Our efforts to permit amendments to
the bill now before us failed, and we are
now faced, on a take-it-or-leave-it basis,
with a complex 368-page bill which has
been available for :tudy only 2 days.

Mr. Chairman, many of us have been
working for several months for a 13-point
tax reform package. Some of the much
needed reforms in the package were in-
cluded in H.R. 13270 and I am certainly
happy to see them. Major provisions of
the bill close loopholes used by many
wealthy industrialists to escape payment
of income tax. They include:

Phasing out of the unlimited chari-
table deductior. over a 5-year period;

Repeal of the T-percent investment
credit;

Federal payment of between 30 and 40
percent of the interest yield on State and
municipal bonds which are issued as
taxable obligations; and

Elimination over a T7-year period of
multiple surtax exemptions for related
corporations.

There are other much needed reforms
in this bill which, unfortunately, have
been somewhat watered down.

The hobby farm losses provision bars
hobby farm losses altogether. I am glad
to see this but, unfortunately, the bill
only raises a presumption that losses are
for a nonbusiness or hobby farm when
these losses have exceeded $25,000 for 3
out of 5 consecutive years. It had been
proposed that farm losses to be offset
against nonfarm income be limited to
$15,000 in any one taxable year. This
proposal seems to me to be a more effec-
tive way to control the abuse.

The oil depletion allowance was only
reduced to 20 percent. I have repeatedly
heard it argued that exploration and
discovery of oil will be hampered if the
oil depletion allowance is cut. It is ar-
gued that the more adventuresome oper-
ators will be deterred from discovering
new deposits. What those making this
argument fail to realize is that the oil
depletion allowance is limited to 50 per-
cent of net profits and it is precisely
these high-risk drillers who so often have
low net profits. I see no threat to our
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Nation’s oil production in the long over-
due reduction in this tax windfall, and
I am sure the American taxpayer will
have more confidence in his tax system
if we can show with this, and the other
changes I have mentioned that the bur-
den of the Federal income tax is being
distributed more fairly upon those best
able fo pay.

While the bill eliminated accelerated
real estate depreciation for commerecial
properties, the committee wanted to
continue incentives for investment in
much-needed low-cost apartments and
rehabilitation of older properties. Un-
fortunately, no way was found to sepa-
rate the bonus to speculators building
luxury apartments from this provision.

It is unfortunate that the bill does not
include any of the following reforms
which we had proposed:

Elimination of the stock option tax
preference;

Elimination of the $100 stock dividend
exemption;

Removal of the tax exemption on mu-
nicipal industrial development bonds;

Establishment of similar rates for gift
and estate taxes;

Elimination of payment of estate taxes
by redemption of Government bonds at
face value; and

Raising the personal inhcome tax ex-
emption.

However, the bill is a start. It cannot
be changed here now, so I will vote for
it. I do so with the hope that the other
body will be able to include some of the
needed reforms which are not now in the
bill, and that the Ways and Means Com-
mittee will continue to consider the ad-
ditional reforms that I have been urging.

Mr. ROBISON. Mr. Chairman, as with
any measure as broad, and as technical-
ly complex, as this one—the Tax Re-
form Act of 1969—it is inevitable that
each one of us finds some item or items
contained therein to which we object,
or to which we have reservations, or
which, if the parliamentary situation
permitted, we would specifically oppose
by way of excising or corrective amend-
ment.

On balance, however, I find this a much
better vehicle for true tax reform than
I had anticipated—and I intend to vote
for it.

Nevertheless, some general observa-
tions would not be out of order.

I do deplore the fact that the issue of
tax reform became entangled earlier this
year with the question of whether or not
the surtax should be extended and, if
so, for how long. I see no direct relation-
ship between the two matters—much less
the “chicken or egg” debate over which
matter ought to receive action first.

Instead, I aline myself with those who
have said that we clearly need both tax
reform and an extension of the surtax.
We have needed tax reform for a long,
long time; so long, indeed, that I have
despaired of the day when we would see
a bill such as this before us. Accord-
ingly, in previous Congresses I have spon-
sored legislation to create a tax-reform
commission to do the groundwork nec-
essary to achieve some sort of national
consensus about the shape of tax reform
because I saw this as the only way to
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overcome the natural indisposition of
Congress to tackle a job as big and as
complicated as this.

Though we have heard and read much
in recent months about Congress lack-
ing the courage necessary in stand-
ing up to the pressures of the vested or
special interests; that is, to produce
what many have been calling meaning-
ful tax reform, I personally doubt, Mr.
Chairman, that our previous inaction can
be explained away in any sueh fashion,
and suggest that it can better be under-
stood in terms of simple lethargy to-
ward what everyone appreciates as an
uncommeonly difficult chore.

At the same time, all who appreciate
the difficult nature of this effort ought
to also fully understand its technical
complexities, and therefore the care and
caution with which it ought to be ap-
proached.

Unfortunately—as matters have
worked out here this year—much of that
need for care and caution have been
swept away in the fervor for tax reform,
and almost any kind of tax reform, that
has seemingly gripped this body if not
the Nation, as well. As one who has voted
for this year’s extension of the surtax—
because I saw that as a necessary step to
take in our continuing effort to bring in-
flation under control—I can well under-
stand the urgency with which the Ways
and Means Committee has sought to
bring us a tax reform bill in order to pry
that matter out of the other body. Per-
haps there was really no other way in
which all this could have been brought
about except through following the
scenario we have—one will never know,

And, as I have suggested, I am not al-
together unhappy with the way matters
have worked out. But I wish to stress, as
strongly as I can, my hope, now that the
surtax has been extended for at least
that 6-month grace period, that all of
us who want to do our part in bringing
sound and lasting tax reform to the re-
markably patient taxpayers of this Na-
tion can now relax a bit. In other words,
I hope that the other body, in manner
befitting the serious and, in many ways,
uncertain nature of what we are trying
to accomplish, will now take the time
needed to review all of the countless de-
cisions encompassed in this one, sweep-
ing package, permit public hearings as
to the probable effect thereof and, with
the administration’s help and advice,
perfect the work of our Ways and Means
Committee upon which we are about to
put our stamp of tentative approval.

Nevertheless, Mr. Chairman, I do not
wish these words to be considered as
being critical of that committee. For, in-
stead, my regard for that committee and
its hard-working members has never
been higher than it is today. I believe
they would have wished for more time,
and would have taken more time under
other circumstances, and have therefore
done the best they could under unusually
trying conditions.

And, as I have said, when viewed in
the broader perspective I find their work
exceedingly good. Not all tax loopholes
have, of course, been plugged, but many
of the more-celebrated ones have, and
certainly the protection heretofore af-
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forded by what Chairman Mi1rLs has been
calling tax-shelters has, nearly every-
where, been reduced. As one who has
previously sponsored legislation in this
connection, I heartily endorse the com-
mittee's recommendations for changes
in the treatment of the oil and gas de-
pletion allowance procedure, and the
decrease in the depletion rate from 271%
percent to 20 percent; similarly, as a
sponsor of legislation in another area of
concern, I endorse the committee’s rec-
ommendations for limiting farm losses
insofar as the deductibility by persons
with substantial nonfarm income—
hobby farmers—is concerned.

On the positive side, as one who has
submitted bills to liberalize the tax treat-
ment of moving expenses incurred by
employees in this increasingly mobile
economy of ours, I endorse the commit-
tee’s recommendations in this respect,
and I am especially pleased and happy
to see that the principle I have long
espoused in granting head-of-household
tax treatment to single persons over 35—
my bill suggested over 30 years of age—
has been adopted by the committee.

As those of us not on the committee
watched this bill taking shape, week
after week, we were naturally curious as
to the eventual committee decision con-
cerning how to dispose of the additional
revenues that plugged loopholes and re-
duced tax shelters would bring into the
Treasury. Though a case could have been
made for applying a substantial portion
thereof against our continuing heavy
load of national indebtedness, the com-
mittee has decided that it is possible to
apply that gain in revenue to tax relief
and tax reduction, with particular em-
phasis being given to the lower-income
and middle-income tax brackets. I sup-
port this decision. As Chairman Miris
told us on yesterday, by 1979 when all
the changes made by this bill have be-
come fully effective, the revenue gain
under it will be $6.9 billion—a year—and
the revenue loss, by virtue of the tax
relief and tax reduction features, $9.3
billion, and I am confident, as is he, that
the continued growth of our economy
over the Intervening years will permit
us to easily absorb this $2.4 billion dif-
ference.

So there is, with the passage of this
measure, hope at last for tax relief to
the long-suffering middle-income tax
brackets who have especially been caught
in a painful squeeze between ever higher
State and local taxes on the one hand,
and rampant inflation on the other.

If that tax relief is not as substantial
as many of us might wish, it is, never-
theless, the best I believe we can do un-
der the circumstances. And if, simply be-
cause there are so relatively many of
them, the middle-income taxpayers will
continue to shoulder by far the largest
share of the overall Federal tax burden,
once this bill becomes law at least they
can do so with the certain knowledge
that, by virtue of its other provisions,
the higher bracket taxpayers will now be
paying a far fairer share of that burden
with them.

In this connection—though from a dif-
ferent angle—I understand that tomor-
row night President Nixon may be sug-
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gesting to Congress and the Nation a
tax-sharing plan, on a no-strings basis,
whereby some portion of the moneys col-
lected by the efficient Federal tax system
will, in future years, be passed back to
our financially strapped State, city, town,
and county governments. I look forward
to the details of this proposal and, al-
though I expect it will have a tough row
to hoe in Congress, I hope for its even-
tual enactment as, otherwise, the need of
State and local governments being what
they are, the Federal tax relief and re-
duction offered by this bill will be un-
happily short lived as government at such
levels moves to gobble up what Uncle
Sam is voluntarily relinquishing.

Briefly, now, on other features in the
bill, I endorse and welcome the commit-
tee decision to give railroad management
a T-year depreciation allowance on pur-
chase of rolling stock—both freight and
passenger cars. In effect, this offsets the
loss of the T-percent investment credit
device for our hardpressed railroads;
and, as one who has recently expressed
his deep concern for the future of inter-
city railroad passenger service, I would
hope this would help at least the more
enterprising rail systems to endeavor to
continue to provide the public with such
service.

As others have mentioned, the com-
mittee has made sort of an end run
around the other body’s failure to in-
clude any of the other provisions of the
surtax-extension bill we passed in June
in their separate 6-month extension of
the surtax. The other provisions, includ-
ing the final 6 months of the surtax at
5 percent and the repeal of the invest-
ment credit, are again before us. Hav-
ing voted for them once, I have no objec-
tion to voting for them again but, in
doing so, I would express the hope that
the other body would consider, as we
have not, whether or not small business
and farmers should have some tempo-
rary exemption from the repeal of the
investment credit, or at least a phasing
out of the same over a period of years
insofar as they are concerned.

Similarly, while I am being specific
about it, I would also hope the other
body will carefully review this bill’s pro-
visions with respect to increasing the
taxes to be paid by mutual savings banks
and savings and loan associations—both
of which are a major source of funding
that ought not be unduly burdened if
our Nation's housing needs are going to
be met. In the same manner, while most
of the bill's provisions dealing with
foundations are constructive and much
needed—in view of the self-dealing and
abuse that has crept into a portion of
this largely tax-exempt field—the other
body should also review our work with
care to make sure we have not, inad-
vertently, intruded on the principles of
private, social initiative that has become
a part of American life.

And, finally, of course—like many
others here—I am concerned over
whether or not we have too much dis-
turbed the municipal bond market. The
perils of local financing are self-evi-
dent—and have grown more so as money
has become tighter. That money squeeze
already has brought a slowdown in
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State and local spending on public proj-
ects—projects that the Federal Govern-
ment may well have to finance if State
and local government cannot. There can
be no doubt that, for some affluent
Americans, tax-exempt bond Interest
has been a major tax loophole that needs
to be plugged. But with our population
expected to expand by an estimated 22
million persons in the next 10 years—
and municipal financing needs expected
to double in the 1970's—that loophole
should only be plugged with extreme care
lest we not only add to our Federal fiscal
problems but, far worse, impede the
progress that must be made to meet the
public facility needs of our growing Na-
tion.

So, again, I hope the other body will
carefully review our work in this respect.

Mr, Chairman, I could go on—express-
ing, for instance, my disappointment that
the committee did not see fit to include
at least a partial tax deduction for tui-
tion paid by parents of college-age chil-
dren—but it is true that this is probably
as much in the way of tax reform the
Nation could digest for the moment. Now
that the momentum for reform has
reached the strength it now has I doubt
if we will end here. There are more areas
demanding reform yet to be looked at, as
the Ways and Means Committee has
promised to do—and the other body will
undoubtedly spend many weeks in con-
sidering the bill before us, as well as sev-
eral more weeks debating and amending
it.

So, suffice it to say again that I believe
this to be an effective, meaningful ve-
hicle for tax reform; better, by far, than
most of us expected.

I therefore welcome its presence here
today—and I shall be most pleased to vote
for it.

Mr. DINGELL. Mr. Chairman, earlier
this year I introduced a tax reform
measure which would raise $9 billion
by closing 13 loopholes in the Federal
income tax system. The Committee on
Ways and Means in the present bill deals
with nine of these 13 loopholes, and re-
serves three for further study and pos-
sible action later this year. Only one of
my proposals is not dealt with in H.R.
13270.

Naturally I am gratified. The Ways and
Means Committee recommendations are
less sweeping than mine; I realize they
reflect compromises within the commit-
tee. But the big thing as I see it is that
the committee has acted. It has released
these proposals for consideration and
action by the whole Congress. We all
know that the final product of the legis-
lative process will differ from the bill we
are voting on now. But we are moving
from discussion to decisionmaking, and
I welcome this step forward.

The topics in my earlier bill which the
committee has included in H.R. 13270
are: Investment tax credit; oil and min-
eral depletion allowance; tax exempt
bonds; real estale depreciation; hobby
farmers' loss claims; ted chari-
table deductions; special treatment of
stock options; and creation of multiple
corporations.

The committee reserved for further
study the problem of taxing capital
gains at time of death; the gap in tax
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rates on gifts and on estates; and the
use of certain Federal bonds to pay es-
tate taxes at a considerable savings. The
topic not dealt with was the $100 divi-
dend exclusion.

I regard the closing of loopholes which
give business and wealth special advan-
tages as essential to continued popular
support of income taxation. Americans
pay income taxes because by and large
they think it is fair to do so. And so to
deserve this popular support the tax
must continue to be fair,

Earlier this session I introduced a bill
increasing personal tax exemptions as a
means of lifting some of the burden of
income taxation from those least able to
pay. The committee has chosen another
approach—Dbroadening the standard de-
ductions and cutting tax rates—toward
the same goal. Millions of Americans will
benefit.

Mr. RODINO. Mr. Chairman, I rise
in support of H.R. 13270. Though far
from perfect and far from what I had
hoped we could achieve in tax reform,
it is nevertheless a significant and im-
portant step in the effort to develop a
system that will equitably and realistic-
ally distribute the tax burden upon all
Americans.

For years I have sought changes to
eliminate the tax loopholes that benefit
an affluent minority of citizens and
corporations and to relieve the wvast
majority of taxpayers in low- and
middle-income brackets who now carry
a disproportionate share of the tax
burden. I have explored all avenues
of approach to urge action: The Ways
and Means Committee, Presidents
Johnson and Nixon and the Demoecratic
Platform Committee.

And throughout this long struggle I
have made clear my strong conviction
that there should be no surcharge unless
it is coupled with comprehensive tax
reform. Until now we have had no prog-
ress toward tax reform and I have there-
fore consistently opposed the tax sur-
charge.

Mr. Chairman, I fully recognize that
the Ways and Means Committee has
labored long and hard to develop the
final provisions of the bill before us,
and I commend the committee for its
efforts.

H.R. 13270 contains many long overdue
changes to benefit the majority of indi-
vidual taxpayers who need relief the
most. Its provisions include a low-income
allowance that will remove almost 6
million poverty level families from the
tax rolls—a genulnely landmark action
to eliminate a flagrant inequity. And
then the bill, through a three-step in-
crease in the general standard deduction,
will aid moderate-income taxpayers who
do not itemize deductions. A late, but
most welcome and urgently essential
action by the committee, was approval
of provisions to benefit the initially for-
gotten people—the great number of tax-
payers with $7,500 to $13,000 income who
itemize their deductions.

For individual taxpayers the bill also
contains long sought objectives such as
extension of head of household benefits
to single taxpayers and widowed people
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and the liberalization of tax deduction
allowances for moving and house-hunt-
ing expenses.

In the tax avoidance area, the bill
makes a number of important changes to
eliminate loopholes or limit unfair pref-
erences, several of which were proposed
in the tax reform bill I introduced.
Among these are the reduction of mineral
depletion allowances, elimination of the
unlimited charitable deduction, repeal
of the T-percent investment credit and
limitation on the use of hobby farm losses
to offset other income.

In addition, the bill includes a new
limit on tax preferences that will result
in the payment of some tax—however
small—on all kinds of tax-free income.
There is also a provision setting a new
maximum tax for individuals in high-
income brackets.

Mr. Chairman, the undoubtedly pro-
gressive steps taken in this bill are wel-
come and I certainly support them.

But at the same time I must express
my great disappointment that the com-
mittee bill did not include provisions for
action in other areas where changes are
urgently needed.

In particular, I would single out the
lack of any provision to increase the
present unrealistic $600 personal exemp-
tion to a proper level. In addition, the
bill fails to deal with the acute problem
of tax relief for the many citizens who
are over 65 and living on inadequate and
often pitiful retirement incomes, and
those who are deaf or otherwise severely
handicapped.

Unfortunately, too, the committee did
not touch upon changes relating to capi-
tal gains presently untaxed at death, the
payment of estate taxes by redemption
of government bonds at par, or to estab-
lishing the same rate for gift and estate
taxes, all of which I have proposed in
my bill.

Of the greatest concern to me, how-
ever, was inclusion in the bill of provi-
sions to extend the surtax, at a 5-per-
cent rate, for a 6-month period begin-
ning January 1, 1970. As I have stated, I
have opposed the surtax in the absence
of comprehensive tax reform, and 1
firmly believe that the two issues should
be considered separately. Therefore I
urged the Rules Committee to approve a
modified rule, and supported the effort
during debate on the floor yesterday to
achieve the opportunity to have a sepa-
rate vote on the two issues. Regrettably,
we were unsuccessful.

So it is now a question of accepting
this objectionable surtax extension, and
other questionable provisions of the re-
form bill which we have not had ade-
quate time and opportunity to thor-
oughly study, if we are to obtain the tax
relief and the initial reforms that H.R.
13270 will provide.

Mr. Chairman, I shall vote for the bill,
in the interests of the millions of tax-
payers to whom it will render a measure
of justice and equity. But I also pledge
that I will continue to work for further
tax reform so we can ultimately achieve
a sound and equitable tax structure
based on the traditional principle of
taxation in accord with ability to pay.

Mr. WOLFF. Mr. Chairman, my strong,
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continuing opposition to the Federal in-
come tax surcharge is well known to my
colleagues and to my constituents. I have
consistently voted against the surcharge
and shall exhaust all efforts to prevent
the inclusion of the surcharge extension
into 1970 in the Tax Reform Act of 1969.

Because of my belief that the sur-
charge should not be included with de-
sirable tax reforms, I voted against the
rule that prohibits amendments to this
bill; I would have welcomed an amend-
ment to delete the surcharge extension.
Also, I intend to vote to recommit this
bill to the committee in the hope that it
could be brought back to the floor with
the surcharge excluded.

My opposition to the surcharge is not
a blind, simplistic approach to lower
taxes, although lower taxes when respon-
sibly achieved are always desirable. But
I do oppose the surcharge in principle
because it has not been, nor will it be, a
solution to the very real problem of in-
flation. Were it the answer to inflation
I would have to reexamine my position.
But the surcharge is not going to solve
the painful inflation that confronts us
and I continue to oppose it.

Just as I have exhausted all avenues
in my opposition to the surcharge, so
have I pursued every means at my dis-
posal to provide totally comprehensive
tax relief for the American people. To
achieve this goal I have submitted testi-
mony to the Ways and Means Committee
and I have introduced several bills for
tax relief. In addition I have voted when-
ever the opportunity arose for the broad-
est possible tax reform in the sincere be-
lief that everything in our power should
be done as promptly as possible to estab-
lish the most equitable tax system within
our reach.

Thus it is that I regret the absence in
the Tax Reform Act of 1969 of certain
provisions for tax relief that I recom-
mended to the committee. I shall briefly
list these item