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Q Mr. Andrews, is it feasible 10 do away with the incomne
tix? Are there other wavs lo gel income inlo the Federal
Treasury besides luxing the individual?

A Of course there are. To say otherwize would be to say
that we have lost the imagination and ingenuity that have
made ng leaders among the nations of the carth in so many
other fields of human endeavor. Moreover, it would be to
resipn ourselves to slavery. IFor absolutism in one Form or
ancther is the inevitable end of “steeply gradiuated” tixes on
incomne and imheritunces, and absolutism in any form §s slavery.

I am ws confident s 1 ever was of anything in my life that
a more just and eguitable, and less complicated and expen-
sive, primary source ol revenue would be contrived iF Con-
gress created the kind of machinery for dealing with the

.problem that might be regarded as evidence of a sincore
desire to find a solution.

In the sbsence of such machinery, we'll eemtinue to penalice
outstanding ability and success until the will to achieve has
been destroved throughout the nation and we've all been ve-
duced to the aimless status of an indifferent conplomerate of
bone, tissue and blood.

Q What do you have in mind, o gross income tax?

A I'm not gaing to discuss any particular type of taxation.
All that those peaple want who have a vested interest in the
income tax—and there are lots of them

Q A vested interest? Do you mean fax Jawyers?

A Now, let’s not jump en any single group, Thére are a
lot of people who have a vested interest in maintaming the
status quo, and they'd like nothing better than for me (o say:
“Well, I'd do it this way."”

Then they'd start up a great Fuss over whether that par-
tivular plim made sense, and the idea of creating comrective
mechinery never would even et a hearing,

G Whal spproach do you favor?

A My idey iy very simple. There's only one way in the worlid
to change e tax Jaws. Congress has to do it. Now, you can
change the prisent law—you can amend it, you can extend it

A
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you cin contract it, all within the framework of routine legls-
lative procedure and enactment,

But when it comes to getting rid of a form of taxation and
putting something in its place, you've got a different problem
un your hands. And you bavent got a problem that can be
solved at one or twa sessions of Congress. Nor do you have
a problem that any single Administration cun handle, because
no Administration eould ke sure that it would be able within a
period of une term to get the answer, polish it up, and get i
ready for udoption as legislation. In other words, it's & ques
tion of long study and analysis. o

What I'd like to sce would he a commission appointed by
Congress, without any deadline, without any instroctions as
to what tn come up with—except one, and that is that the
whole revenue system be thorgughly studied out and that
the income tax in particolar be given a resl going over, with
the ides thut a substitute be found for it if it capoot be
made generally understandable, fair and compatible with
o ideals of lreedoem.

1 don’t think it can be wede even generally understandable,
let alone fair and compatible with vur tradition of freedom,
but I'm willing to await and abide by the verdict of such =
yroup as | have suggested, provided, of course, that it is 2
clearly homest verdict,

You see, unless that happens, we don't get anywhere. All
we get is eonversation, and U'm oot jolerested in that, and 1
don't think ather victims of this devouring evil are. T donlt
know any way to fet action excepl le pol machinery set up
through which action con be taken.

Q The income tax law mnst e written pretty well—it's rais-
ing annually about 52 hillion dollars of revenue—

A I'm nol suving that the income tax doesn't raise a lot of
money, because it does. In fact, 1 think il can be shown that
it raises too much, But what I'm talking about is the damage
that it's doing. The mimimum rate of 20 per cent takes a
while ol a slug—$400—uvut of a taxable income of $2,000. 1
sure wouldn't want to pay that much il my jncome were that
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“It Hurts All Kinds of People” . .. Law Is Used “to Enforce

Social Reforms* .

low. But it hits the peaple in the middle hrackets even harder

. “’Soak the Rich’ Purpose Prevails”

and i= slowly but surely destioying  the middle class.

Q It's hurting the single man—

A It's hurting all kinds of penple, from top to botiom. Look
al the progression. It runs from 20 per cent to 91 per cent,
makitiy @ surtax that runs tw 71 per cent.

Incidentally, the rates above 20 per cent maise only @
sixth of the total amount of money deérived from individuals
The area of the progression is from $2500 (o the $200,000
hracket. But, by the time the F20,000 bracket is reached,
half of the progression in rate hay taken place,

The $2,000 of taxable income from the $20,000-1p-222 -
000 brackst is taxed 56 per cent—20 per cent base rte,
plus 36 per cent surtax. Thus, half of the progression in
added rate is applied by the time only 10 per cent of the
dollar urca of progression is reached.

What this does is sharply illustrated by what happens to a
person who correetly answers "the  $64,000 question.” A
married 1mun with two children and no othér income would
have $37,188 left after the tax collectur takes his cut. A single
person, not the bead of a household and with no ather
come, would have $37,808 left. To the cxtent that either
recipient had other income, the tax collector does even
warse, according to what bracket the recipient’s total ineome
—including the prize money—puts him in.

Hut hear this! I was talking with & man the other day who
suid his income was $200,000 in 1054 and that, as a vesull of
improved operating methods and incressed sales effart, be
gol it up to $300,000 in 1955. Then, lo and behold! he dis-
covered to his dismay that he would have only $1.750 leli
out of the additional $100,000 after settling with the federal
and Stale tax collectors,

“What's the usef™ raid he, What's the use, indeed! Now,
I realize that there would not Le any roint in gelting
excited about this case from the purcly subjective point of
view, and 1 don’t. Bul I do get excited sbout it from the
standpoint of its iniquitousness as a matter of principle.

Cur country’s economic growth has heen produced with
the direct and indirect zavings of the penple, and thuse sav-
ings have come from the people who have had enpugh on
the ball to do better than just ear u living.

If we keep on al the present rate of taxation, we will
come eventually to the pomt where wo one will have ay-
thing to invest and the “mun on horseback” will be npon us.
The Guvernment will owi everything, and we'll be forced
to do the bidding of comuwissurs imbned with the idea that
they know better how to spend our money than we, and
vested with the duthority to do it

Q Haven't you got to do all that, though, to raite revenue?

A No, not that slone—1 disagree with that completely.
We've done it for the whole 43 years of the income tax to
eaforce social veforns—w reduce everybudy to the low
est common denominator economically. 1 dun’t believe in
tsing tux legislation to lorce social reforms upon the people
or 1o punish sin,
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T. Colemon Andrews was U, 5. Cemmissioner of
Internal Revenue for the first 33 months of the
Eisenhower Administrafion. He is 57, an expert an
Government spending and accounting methods.

Mr. Andrews entered the occounling field in his
fative Richmond, Ya. in 1922, His surveys of
auditing praclices in both the Virginio ond federal
governments have resulted in numerous refarms.

Since leaving Washington, Mr. Andrews has be-
ceme president of the American Fidelity & Casualty
Inswrance Company. A Democrol, he supported
Mr. Eisenhower.

Q Shouldn't everybody have the same income? President
Franklin NMoosevell ssid nobody should have more than
$25,000—

A You know I don't subseribe to muich socialistic dema-
goguery as that | say evervbody should have what he can
mske honestly, with a minimum of laxes. Everyone should
be able tu keep a much larger share of his income than he
can at preseut, amd cveryone’s right o expect W be protected
in his possession of wlat he makes should be respected,
cipecially by the Covenunent.

© That point you make about the purpose of income Lax
being to destroy the middle clasi—do you think it was con-
sCinis purpose, or was it a resull?

A There was no guestion in the world about (he conscionus

{Continued on next paga)
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Interuviet s

. « » “l am convinced’ the present tax leads ““to dictatorship”’

ness of that purpose. Go back to 1894, In that year an income
tax was adopted which svas part of the Tonff Act of 1884,
That was declared imconstitutiona] aboul & vear Tater,

That tax was deliberately, avowedly, and mmashamedly
enacted to get at the “rich™ people. There wasn't any apoelogy
for it at all. Om the contrary its proponent hoasted that it
was aimed al the rich and would bt only 85000 oul of 65
million people, which wccording W my  arithmetic  was
ahout one eighth of 1 per cent of the population. And to

thiz day the “soak fhe rich”™ purpose prevaili 1 henrd 1o

other day in a committer hearing in Congress—the whole
idea is to get at the rdch. I was conceived in vengeance and
it has been that way cvoosinee. 1 has never been any-
thing different,

O Well, isnt that & way 1o do both?

A True, iUs & revenue law. But T cannot aceepl the propo-
sition that a revenue law ought tn be used 1o penalize suceoess

Q Mr. Andrews, granting that the revenie laws ure aimed
al the vich, do you think they are conseiongly agimed at the
middle clasz, toof

A Yes, |do. What do vom think the inheritance tax and
gift taxes were planned to doP All yon ve got 1o do is gel the
record, It tells you frankly what it's designed ta do. It's de-
signed to pul every generation back to scratch.

Q Muybe thals a good thing: they can scratch to get
ahead—

A T don’t Hgree. The best inventive Tor those who haven
starled scratching is the example of those who did and whe
arhieved snecess by sn doing,

TAX LAW'S “INFIRMITY" —

Q You said 5 moment ago thal it was your own view that
this imeome Lax could not be made (o work, THd vob mean this
mepme lax, or any income Tax?

A Well, T was talking about the present one. 1 am con-
vinced that this law has reached the poinl ol mewralle in-
Rrmity, and 1 douht that any fullscale ncome tax, rigidly
enforced, can be made a primary souree of a i mation's
mcome without leading eventually o dicrlatnrsiri‘[":, which 1|
am vonvineed i heppening onder the present law,

Q But it is raising the money the counlry needs, st it?

A Yes, and 1 might remind vou that an inliem boiler usual-
by holds steam right up to the time when it blows up. You
know, it amazes me that so many peaple seem to accept bvo
assumptions ahout taxes and expenditures that | believe to be
utlerly fallacions and indefensible. One fs that there s no
substitute For the income tax; the other is that the present Tevel
ol Federal expenditures cannol be lowered.

These two assumptions are widely held, even in some pretty
high plaees. IF they sere valid, we'd be gone goshings. 1 don’y
think they are valid, T du think that po public official or po-
litical leader- there’s a difference, you know—and neither of
the two political parties could possibly do the people of this
country a greater disservice than o wecept Uise assumptions
as valid. After all, about one hall of all the ncome taxes col-
lected are paid by individuals, and better than five sixths ol
the part paid by mdividuals is paid by those individuals
whose taxable income is nnder $6,000,

s time for somebody to begin thinking about the com-
mon falks of this coumtry, Congress con reduce expenditures
whenever it really wants to.

Q For what groups—the middle classP

A I'm pot talking abont where you'd ent it. | think every.
bewdy 35 overtaxed, but 1 think the middle class is being espe.
viadly diseiminated against. And if the public-opinion polls
medn anyvihing ut all, the very fact that they have had ay
almost overwhelming response in favor of a limitation of 25
per cenl i laxes—not once but twice—indicates that the peo-
ple im the Tower brackets don’t think that success chould be
punished snd the people in the higher brackets diseriminated
againsl.

WUy ussume that the smouit of money ratsed or needed-

fov our Covermment doesn’t change, that we need the same
lrge sum, that it's not a guestion of extruvaganees bul neces.
sity. Is there any other way of ruising thal same amount of
money by any other method?

A | helisve there is,

Q You really think we could raise the same amount of
maney?

A Certainly. We might even rvaise more.

0 So that your ohjection to it is not merely that raising a
lot of money is 'prmiucing extravagance, but that there js a
better way to raise a sufficient amount of money even il we
winled to be cxtr.w:g:ni?

A T thivk there js a simple way. [ think there isa better
way, | thiok there is a fairer way.

Q Why don't you think the income tax is fair?

A 1 dont think it's fair bevawse of the manner in which
it is applied. 1 don't think it's fair because T objeet to invasion
of the people’s right ol property by the Covermunent. 1 alse
think the diseriminatory wmarmer in which the mles me
wrinduoated is unfair.

Q Do you believe in the principle of the eapacity 1o payf

A Mo, T donot.

Q You don’t believe the man who makes more should pay
marel

A 1 don't believe he vught to be penalized by being re-
guired to pay nearly 30 tmes more on only 10 times wore
incoms, and neither do his fellow citizens, according o the
public-opinion polls. 1 den’t believe we ought to take it away
from people just becanse they've samed it. | den't think we
onght Lo use tax legislation to enforee social ends.

Q Bul isn’l that the principle behind the income tax?

A Yes

G So your objeclion is lorgely to the principle of cepacity
to pay?¥
. A 'That's one of my abjections,

“CONFISCATING PROPERTY"'—

Q Don't all taxes have to come oul of income unless you're
going to confiscate property? ‘The only question; then, i
whether you use income ilself as 3 measure of tax Hahility.
If you don't, about all you can do is hase it an bransactions.
Is that c:.st.nhll]].r a correct conchision—if yon don't nse income
us the method of measure, then transactions have to be used?

A Not necessanily, We're confiscating property now, Thal's
wne of the reasons why 1 don't like the income tax.

Ay 1 swd u while ago, every time we talk about these
taxes we get arvund v the idea of from each according to his
capacity and Lo cach aceurding to his needs. That's socialism.
It's written into the Comnnnunist Munifesto, Mavbe we ought
to see that every person who gels a tix relumn receives a copy
of the Communist Manifesto with it so he can see what's
happening to him.
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Q Would you like to tax everybody equally?

A You mean at the same percentage?

Q The sume amounts—

A Of cowse not. That would merely shill mjustice from
ome class to another. T want to end the “soak the rich” busi-
ness, because we don't svak the rich—we penalize cutstanding
ability and nltimately destruy vurselves.

We've been toaking the sich su' long that there aren’t
any rich any more. But there ave people with o lot of know-
how, end instead of a tax chimate that encoursges achieve-
memt ol one’s full potentialities, we have oue in which the
reward for outstanding performance is forced down as per-
formance goes up. Thus, instead of soaking the nonexistent
rich, we penalize high peformance and foul the spark plugs
of our hapes for sustained and growing leadership. It doesn't
ke sense, does it? '

Q 5o a man might just as well take & vacation—

A Yes, und a lot of them do, And i you don't think sn,
inst go duwn fo Florida and take o logk sound.

Q You mean relatively yvoung men?

A 1 certainly do.

Q Tl you think that there iz a preference between the
principle of taxing enrmed income versng unearmned income?
Do you think a distinction should be drawn?

A You mean as between what you earn and what van
fel un vour investmentsy

Q Yes—

A No, I do not. Why penalize investment? We're doing
It pow by penalicing success, and we're digging ow own
grave as a nulivn when we do,

Investment puts people to work, It buys machinery. |t

BT By 1R Mo Pab, Do

takes S12000 to §F15.000 (o equip one wwker today so he
can predues more. 've often heard people speak harshly
about other peaple who apparently were aconmulating a littla
money. The object of the eriticism almost invariahly wae a
tuifty mun or woman whose money was being put into in-
vestment Wt created tools, that erested production, that
ereated work of some kind, Why should thet be penalized?

Thera are only two ways in the world that business activi
ties can be financed. One is throaph savings. The other is
through Government handouts. May the Lord deliver us from
tlie Jatli,

Q Bul while the theory is that you soak the rich beeause
they spemd it [reely-aren't you reually sosking them so that
they wan't have a chance to invest it?

A That's exactly what happens. And something else hap
peng, too. Here's an illusteation, an estate tax case, but it
llustrates a point:

Mot too long ago a member of a well-known fammly died
and left 70 million dollars, The “death dutics” were 50 mil-
lion dollars, sceording to newspaper weports. 1 don't konow
whether the figures were dght or oot but, whatever e
amount, there were millions ol dollars invested in American
enterprise that the Covernment took, and, at the rate of
spending then prevailing, it was pone in a matter of a few
henrs,

Q For unproductive things?

A Well, von certainly can’t call Governmwent productive
It might be called necessary, provided iCs kept within bounds
But it 1= not wealth-producing. Incideatally, the Reed- Dirksen
eesolution, vow pending, would abolish estate and gift taxes

(Continued on next page)
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_take the Jaxger chunks from big incomes,

Interviewss

. .. "1 think a whole lot of finagling is Igoing on”’

and leave that field to the States. 1 doat think that would be
good for everybody concemned.

Q Do you think it is possible, without very siznble reduc-
tion in CGovernment spending, 1o make any major improve-
ment in our taxes?

A Cerlainly, Moreover, Congess can reduce expenditures
substantially any time it really wants to,

Q 1If you have to have this much money and you don't

have lo lake more from the smaller incomes, aré you not?

A You've pot to toke it out of the stream in some way, of
course, tat T believe that there are ways to take it oul that
will distribute the load fairly and end the present discrimina-
tiun against one class,

WHAT CONSUMER PAYS—

@ But withont reducing the tax, all you can do is shift the
burden—

A That would not necessarily follow. Under some forms of
taxes that have been proposed, there wonld be a shift from
one industry to another, One celegory of business on ity face
might appear to pay more tuxes than another, bmt actually it
wouldn't. | recognize one thing clearly, and that is thal the
comsumer pays practically all the taxes that are collected.
The only taxes I know that the consumer does not pay are the
cstate and gift taxes, and I'm not sure hat what it ean be
shown that he pays them.

0 Docs he pay the income tax? L

A He sure does. He pays the personal income tax us well
ag the corporate income tax.

0 Exsctly how?

A That's simple. The take-home pay is what he's after.
Fur instance, you'ta nuuning a husiness—the income tax of
everybody you employ is paid by you, and you include it i
vour cost of operations and shift it to vour subscribers or
" dvertisers. Whoever you sell your product to pays the in-
come taxes of your employes. Il your customer is a busi
ness, it posses along what it pays you, and so en until the
consumer ultimately picks up the tab.

And: so, when anybody talks about any part of the income
tux not heing poid by the consumer, he's just water-skiing,

@ Couldn't that be camvied to the ultimate that every-
body is puying everybudy else’'s tuxes?

A To u considerable degree that is true, but the impor-
tant thing is how the burden of tax is made 1o [all in the first
place.

Q Dwu you think the Government i% permitling some people
to escape the income tax?

A A lot of them are escaping it.

© Do you mean evading it?

A No. | think a whole lot of finagling is going on. More-
over, there are & lot of people who are not paying their
taxes becanze (hey don't understand the law. That’s one of
(e problems: It's a question of complexity.

The average man today, no matter how mueh you try to
explain the ncome tax, dresn’t even understand the “short
form 10407 and he wouldn't know how to starl moking cul
the “long form 1040.7 Perhaps vou're saving, “Well, why not
simplify the forms?” But you can't make the forms any simpler
than the law. Don’t furget that.

Q Mr. Andrews, the Social Security tax on household
servanls presents quite n problem, loo, doesm’t 0¥

&b

you're going o

A It sure does. That's a very siople tax, by the way, oo,
et me remind you, in realily o snpplemental income tax

1 made a poll at a social gathering the other night, The
results indicated that more than half of the ladies questioned
weren't paying the tax. And they weren'l deducting it efther,

I would be wil]in% to wager that if the number of people
necessary for a complete canyass were vmployved to go around
and knock on every door in the United States and inguire
about hauschold servants, you wonld be appalled at what you
would find, and, of course, the poor canvassers and the Ad-
ministration would be swamped with protests nol ondy from
the people but alse from the ladies and gentlemen on the Hill
who passed the law.

Q In o good many cases wouldn’t the servants guit if the
employer tried to deduct this tax?

A Vi pretty certain they would.

Q And isn't il troe that a lot of items that are taken in
hy merchants aren’t counted as receipts, not with the intention
of being dishonest, but because the recipients don't know il is
income?

A 1 think there's a great deal of that, but 1 doubt that
it adds wp to a lot of dollars. But let me make crystalclear,
when | say that, that 1 don't mean for anybady to get the
sdea that 1 think the Revenuve Service is not doing its joh
efficiently, becouse, as a matter of fuct, 1 think they are doing
a swell job. At least, 1 thovght they were when 1 left there,
and T know of no reasou to assume they are not still doing so.

But time and time agaim we told Congress that there were
not enough agents to examine all the returns that sught o be
exainined. And perhaps you'll remermber that Congress started
off giving us 1,000 agents a year and we were to huve gone
from aboul 7,300 agents to 15000 or 16,000, which we
figured would have been enouprh to enanble us o do as pooel
a joh as pussible before the Jaw of diminishing returns would
make it unprofitable.

Well, strangely enough, when the control of Congress
changed hands at the beginning of last yesr, someone sud-
denly decided that we had reached our “optimum level” of
employment. 1 don't know what they've done thiz year. But
there they were. as | zaid in a recent article, with incontro-
vertible evidence hefore them that we could raize about $10
to $20 for cvery $1 spent for new agents; yet they decided we
had reached the “optimum level” of employment ol apents.

WHAT CONGRESS FEARS—

Q Why? Do you think they were afraid?

A | think Congress it more afraid of a fiom and rigid en-
{orcement of Ure tax law than they are of 1he loss of revenue.
Mayhe they think, as many other prople do, that if Congress
ever gave the Revenue Service enough money to enforce the
revenue laws up to the hill, the income tax would have to be
repealed within a year.

Q Why is that?

A Because the people just wouldn't stand for it.

Q You mean they are avoiding taxes in some way?

A They're jnst nol paying a lot of what’s due. Take the
farm situation, for mstance. The computation of a farmers
tax is u very eomplicated thing for the simplest kind of famm-
ing operation. My blood pressure doesn't Tise any over o
farmer’s not complying fully, because a lot of secounting is
involved in making out a farm tax, and a farmer’s job is to be
a farmes, not a boukkeeper for the Covernment. The luw
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cen o A tax system is wrong” if too complicated

cught ot to be one that the farmer can't comply with with-
out haviug to cmploy expensive prolessional people to help
him.

Any kind of a tax systemi that is a3 complicated as that is
wrong. Any sort of a tax system s wrong when a member of
Congress himself finds himsell so vnacquainted with a law
that he hus voted For over and ovier again that he has to resort
to the business of getting a special law passed to relieve him

—————oba-delicicney that anyone else would lpve tad o pay—

2 You mean he dida't pay some back laxes?

A He paid his tuxes that he fgured he owed, bat he de-
dueted something hie shouldn’t have deducted. He misunder-
stood it and got a spevial law passed to save him from the
ronsequences of his error,

O Was be caught in some technicality that he thought wis

« unjust?

A There was nothing technical aboul . It was a vETY

simple thing. He just didn’t understand the conditions umder

which the deductions he claimed could he allowesd. (e failed
to satisly Whose conditions.

Q Doy that happen very often?

A The Serviee i3 constantly setting up deficiency assess-
ments against taxpavers. | don’t know whether there huve
been other ‘situations that were cured as that one was
ar not.

When vou've got a law that is so difficult to keep up with
that—rmrenber o Conpressham to resart to fpecial legis
lation to suve himself from the normal workings of the col
lecting arm of the Adwinistration, there’s something wrong
with that tax law,

Q You spake of vighl enforcement bemg unpopular. Would
you say that, if we actually required the Turmers of this
country to pay all the taxes they've obligated 1o pay wnder
the Taw, they would almost rebel?

A T wonldn't apply that to the farmers alone; I'd apply it

(Continied on next page)

HERE ARE
THE TAXES
PEOPLE PAY |

FOR A SINGLE PERSON

Out of the portion of taxable income”
that falls in these brockets

"Taxable income s the omount l2ff after oll deductions and exemphons.

The Government

tokes, | in foxes

FOR A MARRIED COUPLE _
| 20c¢ out of each $1
22c¢ ouf of each $1
| 30¢ out of each $1|
| 98¢ out of each $1
47c out of each $1|
S3c ouf of each $1
62¢ out of each $1
| 69¢ out of each 51
. 75¢ out of each $1

81¢ out of each $1

89¢ out of each %1
 90¢ out of each $1

o

1 91¢ out of each $1

-G B UL S Newn ek CEre,
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Interviewss

B2

... *“Trouble” would follow ““rigid enforcement of tax laws*

generally. 1f complete and rigid enforeement of the tax luws
were attempted, 1 think we would have tronble.

I want- it thoroughly understood, however, that D oo
Fovjadist. T don’t believe in doing anyvthing by rebellion, 1
don't belicve in wmgendering disrespect for any Taw, Mo do
I believe in teaching or advocnting svasion. 1 believe in doing
things sccording 1o law—hy petition preferably, by Lallots it
necessary. I'm nol advocating rebellion, and T don't mean that
anything I have said or will say be =0 construed.

"HOLES” IN TAX SYSTEM—

Q Mr. Andrews, dow’t you think that the great majority ol
people pay every dollar of taxes that they owe?

A They try to, | think, but there ire sume big holes in the
systern and, in order to get rigid and complele enforcement
there wonld have to be such an army of lunctionaries Tn-
ning around the country that I just don't believe the people
wonld stand for it

Q Doeesn't it breed contempt for oll law to leave unen-
forceable laws on the books? :

A It certuinly does:

@ Docsn't that apply to some degree (o income taxes, lou?

A Yeio But ope eonmot help but wonder whether Con-
gress over intended that the gambling laws be enforeed. It
may be argued that, if they did, they would have given the
Revenve Service men to do it with. Maybe the members of
Congress feel as a lot of other people do, that it's wrong
to uze the revenoe laws to punish olfenders agninat other laws.

Q Couldn’t you climinate o lot of troubles with the income
tux by simply reducing the steep surtax rates and getting more
taxable income?

A It could, and has worked that way in the past. In a
subcommittes hearing on the Reed-Dirksen il the vther day,
it was argned that lower rates would increase lavable activity
to such an extent that there would be u el gain in revenne,

Q0 How are people avoiding income taxes? What devices
do they use? Are expense sceounts the main anes?

A 1 have not pesonally prepared tax returns for others for
more than three years, so it wenld be very difficult for e to
answer n guestion like that eateporically. 1 enly koow what
people are telling me,

G What are they itelling you? ’

A Well, there are all kinds of ticks lor getting expenses

in that aren’t deductible. I'm not so sure, though, that the

amount of taxes lost because of this is great. The Revenue
Service hasn't been able to do any “doorbell onging,” as
they call it, since the Grst time we tried it with such good
results in 1953, They don't have the pedple to do much of
that any more.

0 Congress probably pulled back when that started—

A We never pulled hack. We gave instiuctions to do it as
often us possible. But getting on top of the tenilic sccumula.
tion of delinguent taxes that we mherited left little time to
du any canvassing for delinquent returns,

QO Is there an ideal tax system thal enn be devised which
would remove the necessity for o horde of taxer and tax
functionaries; that would permit the citizen to sompute read-
ily and quickly his taxes so that he wouldn't have to hire
aHomeys, consultants and sccountants to help him; a tax
system that would give us all the revenue we need on a
simplified hasiz? Is there such a thing?

A There im't ome in cxistence but | belisve one could

be devised. It seems utterly absurd to me to assume thai
back in 1913 we found the vne and only tax hy which this
Covernment can live.. That just doesn't. make sensze, Forty-
three years ago, when the country had smueh. more of an
agricultural econuiny than now, we decided that an income

%, tax was the only thing we could live on.

In the meantime, the mgennity of the peaple of this coun-
try in ull the fields that moke up American life—science,
industry, commerce, finance, anything you could mention—_
Eas achicved world leadership. And some people want us
to belicve that there dsn't genius enongh in this country to
get right down to brass tacks and conceive and develop a
better tax system than we were able to dig up 43 yewrs ayo, |
I just don't go along with that idea.

Q) There aren't very many taxes or types of laxes that
haven't been tried out either by ihe Federal Covernment
or the Stales, are there? '

A No, 1 don’t supposé there are. Bul at the time Edizon
invented the electric light, there wasn't any form of light
that hadn't been trivd oul, either, Yet wa've found a lot of
different light sources siuce then,

There undoubledly are tax methods that haven't even been
thought of. 1 think there are others that have been tiought
of that haven't been given a fair tral or even a hearing,

Q A few moments ago we asked whether you were object-
ing lo the income tax we now have or to sny Bcome tax—

A 1 wouldn't say that 1'm objecting lo any income tax.
That's the reason | have declined to suy oulright, “Abolish
the income tax.” When there bas been a renl ohjective study
of this whole problem, 1 might very well be on the side of
those who would wenl to retain some kind of income tax,
but I ssswe vou it would have to he extremely simple for me
o agroe.

This conval chore of eamplexity that people are confronted
with is; in my opinion, almost as serious us the oppressiveness
of the tax itself. It certainly is o shameful waste of time and
talent.

“SIMPLICITY” VS. “"EQUITY"—

Q You mentioned that that complexity was the result of
the law, which is so complicated. 15 it possible under present
conditions [or Congress to wrile those laws more simply? )

A 1 don’t think so.

Q That iz one of the basic prublems, is it not?

A One of the basic problems of the income tax is 1o achicve
bath simplicity aned equity at the sume time. Thus far, no
one has been uble to do both. The move equity you get the
greater the complesity becomes.

0 Would vou explun thal o little hit?

A Tes, I ean, T give vou twao illustrations:

The dividend ciedit is one. ‘The present Admiustration
put that tuwough. As it is, it's an insignificant credit, of
course, the oviginal jntention was to hoost it § per cent an-
nually, untl it got up to be 20 per cent. Bul it Joesn’L seem
to hiave much ehanes of poing beyend the present 5 per cent,
what with talk on the Hill abdut taking ewiy [rom the “divi-
dend boys™ and piving to the "lide fellows.” More “soak
the rich” demagomueryl

In order to provide for that one bit of equity; as small
as it was, we had to take half of & page of the retum lo
devote to the computation of it

O Why is this necessary?

&8

I, % MEWS & WORLD REPORT, Moy 23, 1956

iR




. +++ “Few Congressmen really understand the income tax law*

A Because we had to provide a Formula for calenlation
of the eradit,

One other illustration &5 the retirement-income  credit,
That was changed, tod, to make it move equituble. And what
happened? The net result was anather hialf-page formula,

Now, to go back to your guestion, if this Administration
conldn’t simplify the income tux law with all the talent that
it assembled (o help it, 1 dont heliove tlat any Admin-
intration could, =

In planning its eperation on the income tax this Administra-
tion had a fine corps of experts in the Secretary’s ollice; it
had the finest people we had in o shiop, the Hevenue Sery-
ice; it had the stafl of the Ways and Means Committes of U
House, the Finanee Comunittee of the Senute, the Joint Cam
mittee of Internal Revenue Taxation of Congress; it also had
representatives of the Anietican Bar Association, the Ameri-
can Institute of Acconntants, the Comptroller’s Institute, and
goodness knows how many more organizations.

It gathered together the finest group of technicions, prag-
ttioners, and busincss people that any Administration had
ever assembled before for any purpose, What did it come
up with? It achieved simplicity in the sense that the me-
chanical arrangement of Ui Code is better. It closed some
loopholes. Tt accomplished more fairness aod justice. But
it still has u tax hill that is over 100D pages long und
is s0 complicated that 18 months already have gone by and
all the official interpretations—that is, U regulations hased on
the law—aren't ant vet.

HOW LAW IS “EXPLAINED"—

Q And what is the importance of those regulotions?

A The importance of thotse regulativns is to explain the
Law ta the people, |

Q And to the stalf of the Internal Revenue sa that they
may interpret the law in individual cases?

A So that they, too, will understand what Congress meant,

Q Do you mean that for 18 months the 1954 statute is
uninterpreted?

A Nat vet [ully interpreted,

Q Does that mean that all interpretalion i stopped®

A No. On the contiary, they are trying to gel the regula-
Hons vut, and they have Leen working hard at it ever since
even before the law was passed and sipned; but ey are
confronted with two problems. First, with the problem of
deciding what Cougress meant. Don't forget that there are
many parts ol the law in which Congress did not spell out ts
intention bat instead empowered the Secreliary or his delegate
lo say what was meant, '

The Treasury has to find out what Congress meant as to
each section. Perhaps you say, "That ought to be visy. Take
the committee teparts and you can easily tell what they
mean.” All rght, 'l tell you about that,

The committee reports don't always mean a lot becawse
some fellow will be assigned the task of writing a report and
it baenmes his job to tell what went on in the meeting and
what Congress meant by the particular point they were con.
sidering. That's all to the good. But no conunittes report is
any better than the widerstanding of the man aszipmed ta
wiile it. So these hoys read and wonder, “What did Congress
triean?”

Then, after they declds what Congress meant o should
have meaut, they are confronted with the problem of SXpress-

ing their conclusions in writing, and, believe me, that’s no
easy lusk. So, they struggle with that one fora while, petting
it down in writing after they huve decided what wus meant.

Q Isu't there a third step that they have to go through—
listening to the protests of the Congressmen: “We didn't mean
this at alll”?

A 1 skipped that to make it shople. What they do, onee
they've decided what they think Congress meant and get it

down i black and white, 35 1ssue what they call notice of

mle-making. Its a S0-day notice, published in the Fedesal
Register, that is designed to give all who want te nhiect
chance to do so. Huarings on the objections often are held.
Then they come back and try to fgure it out sgain.

Q And they can’t go up to Congress and ask them if they're
right shout that interpretation— '

A No. They wouldn't get inuch help there.

Q Is there any easy way still to explain why the law itself
has to bie so awfully complicaled?

A Well, principally hecause the law js bused on income,
and income often is very difficult to ascertain. Following
Waorld War 11, a gioup of 25 to 430 economisls, liwyers, ac-
countants and businessinen sat for four years trving to define
one term, “business income.” Thizs group never was able o
come g unanimons agreement.

Mow you usk about getting help fiom Conpress. Let's be
perfectly honest about this thing 1 have led members of
Congress tell me frankly that they fost don’l have time to
give thorough considerution to a good deal of what comes
befure them for attention. T not going to name ANy naAmes,
but some very important people have said that ta ma about
the Hevenue Act.

There are few Congressmen wha really understand the in-
come tax law, This is as Uruc of the men who have become m-
portant in yvour mind in the making of income tax legislation
uy it is of those who haven't. I've lid some of those men tell
me ey had to depend absolutely wpon' the stalfs of their
comimilloes for advice as to what to do.

And, we might as well recognize it, onr tax baws are not
madle by membery of Congress, the elacted representatives uf
the people, nor by the committees of Congress, who are ap-
pointed by the leaders of (he Senale and the Honse, bt
by the stafl members al the tax commitlees. That's true of all
legislation, [ suppose. But that's getting it about uy far away
from the people gz vou can, and in about the most vits] ares
yom ean Uhink of—taxes,

I ance sabd to a prominent member of ane of the tax com-
mittees, “Hut that's tax legislation by staff memhers, not by
Congress, not even by commiltees of Congress.” He replied
sadly, “I realize that, but T don’t kvow whatl we can do abanl
i” My answer was, “Cet o simple ievenoe system. Then
everybody wall undecstand it, you'll be in the clewr, und the
taxpayers will call you hlessed ™

CONGRESS'S “RESPONSIBILITY" —

Q But don't these staff members know mare abaut it than
even the Congressmen?

A Maybe they do, but it is Congress’s respunsibility to pass
upon it and understand it, and they don't wodesstand it Any
law thiat is not understond Ky the people who pass and impose
it wpon the people ought nat ever to be passed in the Brst
place.

(Continued om next page)
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+ + » “Tax law gives a lot of power that can be improperly used”

Q Don't the subcommities: work with them and have a
pretty good understanding of the law, though the majority of
the committee may not?

A That may have been true in the early davs of the law,
but it isn’t now. When they began ta discover that while the
law was simple it was unjust, and they had to do something
about it, they began to add on all kinds of fancy gimmicks,
gadgets and thou-shalt-nots; until @ now adds up to the
point where it's so complicated that nobody can onderstand

— it TEay (o you that any law that Ten 7 indestood even by the

people who pass it, let alone by those subjected to it, shouldn't
be imposed on the body politic.

Now we can come (o the gquestion you asked me—if 1
thought the Revenue Service trics to be fair to peaple,

“POLICEMAN’S COMPLEX*—

@ No one in the Service us an individual, but the methods
they now use—

A T can only speak for mysell. 1 have a temendously high
respect for the people in the Service geoerally, Most of them
are career people and these who get up into the high ecliclon
generally are pretty high-minded persons. They will ty to
carry out any honest erders given to them, If you've gol a
program that is honcst und that gives them same rein, they
will do the best they can. But in every organization as big as
that you are bound to have an occasional case of “policeman’s
complex.” | didn't see too much of that when I was there;
but 1 wouldn't claim for one minute that we were able to
achivve perfection, hecansa every now and then 1 find
somebody tuking a position in a situation that | thought was
nnfair and I did something about it.

Unfortunately, there are u lot of people in public office—
and I'm not praising myself when I say this—who haven't got
the muts to check unfaimess becouse they're nfroid somebody
will investigate them for doing whaotever is right, particularly
For deciding anything against the Government. They're afruid
of eriticism. They don't like to he criticized. An honest olficial
doesn’t hive to fear criticism; but many honest officials do.

What 1 win suying is that vne of the answers to your ques.
tion i that the income ta Jaw gives s lot of power to thase
who have to administer it. It has 1o. But that’s one objection
I've got to it. Whenever an inspector in any business sces
sinoke he doesn't like to admit that there isn't some fire, Then
things often begin to happen.

That power can be improperly used in other ways. Con
sider what happencd to taxpayers for several vears heginning
in the ealy 405, Additional revenue was needed, and, not
wimting to increase luxes drastieally, the Administration
made a drive on Jdepreciution. There was hardly o taxpayer
who wasn't confronted with a reduction in his deprecia-
timm dechichions vear alter vear,

I had clients who would have a succession of wpents come
along and each one would reduoce what the vther one had
reduoced, untl it finally got to o point where T would sy,
"Forget about the depreciation, Taxes are going up anyhow,
und you'll save money by poing along with this crunpaign of
extortion.”

Then there was the "Blackjack™ approach to foree the tax-
payer to vonsent to the epening of years closed to examination
and deficiency assussment by the expiration of the statute of
limitations.

Thev couldnt get around to evervhody in Gme and what

would lappen would be that the agent would go to the tux.
paver and say, "1 want vou to give me a waiver for these
back years,” The stutute limit having expired for those vears
they couldn't be opeoed without the taxpayer’s consent. The
taxpayer usually had ne choice but to give an extension of
time because the agent way in position to put him to great
expense even il he dida't have a valid hasis for a deficiency
assessment.

Q In other words, the year that was still open was held us

athrent ageinst Tam,—wnlesy b fornished a waiver that per————

mitted the Covernmenl o reopen years that had already been
closed?

A That's right,

Q Was that routine procedure?

A It seemed that way. Needless to say, | went into office
pretty burnt wp about that practce and T didu’t lose apy time
muking my feelings about it clear, It seemed to me that the
studl wus pretty happy abont the change of policy.

Q What do you think of the method that has long been
used whereby, when s business has closed its taxable year,
Congress comes ulong and passes a law that reopens a year.
Do you think that's fuir? '

A No, I do not,

Q It has been done, hasn't it?

A 1 understand that it has Leen tricd.

Q In other words, on many of these complicated matters
that you're talking abhout that have to do with cstates and
other things, they go back years and chaoge the laws ap-
plicable to those years? So you have no certainly—

A One of the great ohjections to the present system is that
it is almost impossible for taxpayers to get firm assurance as
to where they stand luxwise, We improved this situation as
much ns we could. It can’t b completely corrected except at
inordinate cost

ON REDUCING SPENDING—

O Well, if you get 35 hilion dollars Trem individual in-
comne taxes—which is 15 per cent of individunl income—in
order to modify the gross income tax rate and to redoce the
graduation you have tv charge a much higher vate on any
form of gross income tax than the 15 per cent rate—

A If you're going to replace that income thal might be
true. But you're working on what I think is an uiterly falls.
ciouy PII.‘-I]'.I.ii‘E, and that s that the presenl ]e’w:] of 3p|,~;|'|df.|rg
cannot be relieved. 1 don't agree with that any more than 1
do with the proposition that we can't get along without the
income tax. As I've said before, Comgress can reduce spend-
ing whenever it wanty to.

Mow, if you've gol o mise 35 bilion dollars om whatever
might be the income of all individuals in the country, the only
decision you have to make is how yuu're going to apply it to
tha varions levels of income, 1 suy that, f you have 1o do
that, then there ought to be some kind of leveling out of this
terrific wallop that's given (o the prople between $6,000 and
220,000, i

If anyone wants to see whal bay happened taswizse since
World War IT started in 1939, all he bas 0 do is take his
gross income for 1999, caleulate and deduct lis 39 taxes
from it, and get his net income after taves; then tuke the same
gross income, caleulate and deduet taxes at corment rales, and
adjust the net after tuxes for the drop in the purchasing power
of the dollur sinee 198%; and finally compare the two resulls,
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Ov, do it this way: Culeulate how much gross income would
be required today to produce as much purchasing powet
ulter tuxes as was lelt of hiz 39 income sfter he paid his
taxes. No ane shonld do this wha has o weal heart, hecause
the results will be shockingly startling,

People are kidding themselves, They dou't huve the huying
power: they used to have, A Iot of the people hving today
don’t know what the buyving power of success wus before we
decided to use excessive Income taxes to punish succesy and
estile and pifl taxes to [orce vvery generation to sturt From
seratch.

Q You think the middle class is bring whacked—the Fellow
who used 1o be able to get ahead in the world and save
enough to retire on, he now can't da it-

A The fellow who demonstrates the greutest capaeity for
leadership—creates things, activity and  employment—and
cuntributes mast to the growth of the economy and o im-
provement of our standmd of hiving is the [ellow who ix
getting the maost kicking around.

SOCIAL SECURITY: HANDOUT2—

Q But ean't he look forward to Social Securily to retire on?

A He can't do wuch on that. Besides, that kind of -
son would rather do his own providing for his retirement and
ol depend upon a haudout, especially one fiom a system
that is already bankrpt.

Q Eigltcen hundred dollars isn't going to be very impres-
sive to him anyway, is it?

A 1 don't think su. And that suggests another problem.
You should see my mail from pecple who are on fixed in-
conies. They're really eatching it. It burns me up to see the
widow of a successful man robbed of mast of her due by the
estate tax und then reduced almost to poverty by progressive-
v higher and higher income taxes and mounting inllution.

Q As aresult of the income tax?

A largely, yes. Of course, it must be remembered that
high taxes come from big spending.

Q In what way does the income tax hurt the fxed-income
widyw?

A Because of inflation—the spending power of the dollar
has gone down so terrifically and the taxes have EOOE up &0
high that she’s caught fn the jaws of a vise.

Q Is there a relationship between the income 1ax und the
diminution of the purchasing power? -

A Certainly. The higher income tax mileg go the highes
prices are and the less u fellow has lell 1o pay the prices,
There's u componnd ellect,

Q We come now to the guestion of deductivns, Among the

things that people don't understand, 1'm sure, is the guestion

of deductivns. Do you think the present system of deductions
is fain?

A No, Idon't

Let me give you an illustration. 1 think that a man ought tw
he able to deduct every kind of vrpense over which he has
no vontrol. The cost of sickness is a goud illustration, Now,
we've wot a limitation on- medical expenses. Why in the warld
we have it 1 don't know, for certainly no one is poing to get
sick il be can help it

| say that, regardless of any other deductions, s mun vught
to be allowed to deduct those things over which he hus no
control. And goodness knows he has no control over sickness.

Q Ave there vilicr things?

, ==+ "You get penalized by being taxed on your success’’

A Yes. Another would be casualty losses. We now pet a
deduction for easualty losses—some of them. Bul sume of
them are meaningless, We had the devil ol a time, for in-
stunve, with dedoetions [or loss of trees, shrubs, lowers snd
the like in hurricanes, The way the law was written it usuully
was hard to permit deduction of what seemed v me the
amount of loss suffered

Then 1 think it is wrong not to permit deduction of «ll

payments for personal senvices For instanoe ifvou hire-a

servanl 1 think yon enght to be permitted to deduct it, be-
cause the Government gets it two wavs if you don't, You pay
it, but you can't deduct it. The servaul is supposed to Pay on
it above $600. Now, that eould be eusily solved by giving
you the deduction un everything above $6800 that you pay for
a servant. | think that would be only fair

Q Take, tor instance, a fellow who drives 1o work.- ity no
deduction. Hut il he goes un company business somewhere,
the company gets a deduction or he gets 2 deduction; yet both
are related to business—unless he went to work he wouldn'l
be in business—

A Thats right, bul | don't see that vne your way. _

Q Commutation fare in New York [or all the people who
live in the subwrbs—

A That'’s something thut may be regarded as heing within
the control of the taxpaver, People who waork in New York
don't have to liva in the country. Stll, 1 admit that a pond
wrgument can be made for that point of view,

Il you happen to be a man who has o pretty goud income
there are a lot of wxpenses that you have that arve atiributalile
purely to the position in life that your job requires vou ta
maintain; hut the Jaw says these are personal expenses and,
therefore, not deductible. And as you get penalized nat anly
by being progressively taxed on your success but by being
disallowed costs that arvise aut af yonr snecess.

For instanve—coming hack amain to the question ol servints
—suppose you had u level of income that enabled you te
maintain a toirly pice home, not a pretentions but a simple,
conservative, modest kind of a garden, and you have a man
wha washes veur automobiles and does your heavy cleaning
fir you and tries to keep your yord cut. You luve to have
such » man. because you don't have time to do things von
hite him to do, but von can't deduct his salary

Q Don’t you think if you have a s5on in college you onghi 1o
gel more than a $600 deduction?

A | do, provided he meets reasonsble entrance require-
munts, does good work there, and isn't (there just for the sake
of wppearance.

DEDUCTIONS ARE “ARBITRARY"—

Q Aren’t these deductions an arbitrary thing--they haven't
heen thouglt through—

A Certainly they're arbitrary.

0 Mr. Andrews, il we were to take eare of all these in-
equities and deductions wouldn't it cost more than the maney
we have heen talking about that could be saved on opera-
tivn of Goyvernment?

A T doubt that. The things I've been talking about would
end a terrific amount of anneyance but 1 don’t belieie they
wenld add up to 2 great loss of revenue,

Q And probably increase income—

A Experience says "Yes” to that.

(Cemttiregd on next puge)
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Interviews

.+« “There is a lot”” of popular resentment to income tax

G Mr. Andrews, do you think the corporution income Lix
should be aholished allogether?

A It shonld be studied, along with the tax on individuals,
I wonld hope that it conld be abolished, because it costs
entirely ton much to administer and the cost to the corpora
Hons of complying with it is pure waste that 1 an convinced
can be eliminated. Moreover, the gap between the individual

and the corperation is driving small business right into the:

maw of big business. At the present rate, we soon won't have

anything but big busingss, and the Staation will e jost dght

for the finil move to a completely socialistic government

A U.S. LOTTERYZ NO—

0 A greal mauny countries raise their money hy lotteries.
Iave you any comment on that?

A Iramkly, 1 guess 1 would be prejudiced on that, My
whele hackground would revolt sgainst ruising public revenne
that way. 1 am not a kill-joy, so I don’t care if anybody wants
to gamble; but | somehow just cannot bring myself to look
Favorably upon a lottery as o souree of public revenue.

Q We havent talked much aboul complexity as it relates
to litigation. Have you any way of estimating the terrific cost
of litigation due to the complexity of the income tax, and
differences of opinion between the taxpayer and the Covern-
iment? How much litigation is thera?

A That would be hard to draw down to specific terms. Dut
I think I can give you some idea. There are figures, of conrse,
that ean be supplied. The number of cases that actually go
to litigaton are remarkably small. Bear in mind that there are
some 65 million tax returmns filed every vear,

My recollection of the last figures | saw on the number of
cases that get o the point of adjudication in the courts—in
the Tax Court, the Court of Claims or the district courts—is
that they total Juss than 2,000 every year, mayhe 1,500, |
could be wrong, but T think that’s correet, :

The main problem that’s involved is not in litigation bt
what happens before liignHon begins, It ofien is long drawn
vut and extremely costly. 'The cost of cases Lo taxpuyers some-
timies exceed the tax involved. That's one of the very scrivus
indictments against the income tax.

Q Well, now, apropos of these cases in litigation—is it fair
to ‘the taxpayers who have closed their retumns, paid their
taxes, for past years, suddenly o huve the courts decide in
the case of a taxpayer wha kept his return open by litigation,
an important issne which, had it been in effect—that interpre-
tation—st the time he paid his taxes, he would have received
the bencfit? Is that fair?

A 1 den't think it is. Bot that nsally works both ways;
that is, somctimes there are decisions against a taxpayer, but
the Covernment can’t go back on other taxpavers who have
hecome protected by the running of the statute. Nevertheless,
I have always thought that a taxpayer should be made whole
who pays taxes that are Jater found, in the sutcome of a dis-
puted issue, not Lo bave been due,

As to our own rulings, we fullowed the policy of applying
them prospectively; that is, if we found it necessary to reverse
# previons raling we did not work it retroactively.

Q That rule was abandoned at least by last year—

A No, it was the rule up te the time I resigned that
chunges in previous interpretations of the law were mude
prospeetive when to have dome otherwise would have been
to couse unfairmess.

Somelimes, when the circumstances seemed to require it
the ellective dute wus set ahead so that people vmnldr?r.-t a
chance to get themselvey: squured away, That seemed the
fair thing to do, and that wuy the policy we Fallowed.

G Coming o further amplification of the word “com.
plexity,” what is to be said on the subject of the various
systems of accounting on which taxes are computed with
which the taxpayer and the Government differ? Who is the
authority on what's the proper way of accounting?

A The law says generally it the taxpavers method of —

accounting shall not be disturbed if it is consistent and cor-
rectly reflects the taxpaver’s incone,

But: there often bove been mther wide differences of
opinion hetween the Revenue Service and taxpayers as to
this. For instance, many publishers account for subscription
income on one hasie but are required Lo pay income taxes on
another basis. Then you frequently find differences between
the way in which regulatory asthorities say books shall be
kept—Interstate Commerce Commission, for example—and
what the Revenue Service thinks is proper. An effort was
made to cormeet such inconsistencies when the 1954 Code
was being developed, but it finally came to naught.

“A TRAGIC SITUATION"—

Q What about the small or medivm-sized taxpuyer who
has neither the time nor the money to lake his cose Lo the
Tax Court?

A 1 regard that as one of the more or less tragie situations
ciused by the income tax. The fellow wha can’t afford to

spend woney for professional help shouldn't have to spend

it. It ouglit 1o be possible to settle his case without a lot of
expense. Dut, vnlorunately, it can't always be done. Any tux
that puts that kind of burden upon people who are trying 1o
pet abead is a bad tax.

Let me give you another side of that. 1 had a letter
from un B2-year-old lady the other day, complaining hit-
terly about having had to spend 5275 for experts to asefst
Ler in preparing her retum. She didn’t have a ot of incnme,
but she was u pour bookkeeper and the law was Greek to
her. She didn't like hiaving to incur that expense and 1 don’l
hlame her.

The law is teo complicated. Alogether too nany people
have to have professional help with their returns,

Q You have a lot of adjectives, T know, up your sleeve; 1
wonder if you have one or twa " at wounld desoribe this in-
come lax? Would you say it was inequitable, or what?

A 1 think the most serious thing about this income tax,
frankly, is the ideological objection to it. T don't like to see
my country dancing to the tune of slave-makers, which 13
exnctly what 1 think is happening.

@ Do vou think there is popular resentmient to it?

A My recent il tells me that there is, and a ot of it

Q You really are trying to describe why the income tax is
had?

A That's right. o

Q@ What amazes me is thal you kept so yuiel as a public
official while you had in your system this dynumic interest
in this inequity of the income lnx—

A That's very simple. My interest in the tax situation has
been acute for a preat many yvears, but when 1 was hired a8
Commissioner of Internal Revenue | was casl ina very re
stricted role, My job was to enforce the law, not philosophize

Fr
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« « « On foundations: “The loss of taxable income is colossal*”

wbout it ur try ta make pew baw. It wonld have been oul of
vider fur me to get fnto the Sucretary’s field of tax pulicy,
IF 1 lhad 1 should have been fired and probably would Lave
Lsenn.
Q Yoo couldn’t have been very happy, then—
A I wus happy as far as doing u challenging management
jub was concerned. 1 often wasi’t happy about the way the
o aw worked. 1 was constantly unbappy about what | saw the

A Well, 1 don't know aboul that, but they sure aren't
Eelpmg any. Chir economy is growing but much of the ineome
Lthut is produced is being kept out uf the hands of the tax col-
lector by deliberate legislative action. There is an ever-widen-
ing gap between the growth of the economy and the growth
uf the tax base. The people are bound to gat wise Lo what
this ubsurdity is doing to them one of these days, and, when
they do, lack out. The people have to make up this loss, you

WHAT COMMISSIONER DOES—

Q TIs that what built up your leeling sbout the ineame tax
—what you saw in thut joh?

A It did to a lurge extent. It sharpened my resentment 1o
the tax a great deal. But, us 1 have said. I wasn’l capected o
muke tax law. Nor was | expected to unmake i, My job was
to enforce the law, and that's exactly what 1 did to the best
ol wy ability. Nobady asked my opinion about the income
tax and I didn't express it,

When 1 got out 1 began to think sbout it from this puind
of view: Now, after all, you've seen it in operation; mavhe
you've got some obligation to say what you think. Quite a few
people urged that point of view upon me: I finally consented
to make a eouple of spoeches, and then I sturled putting
my ideas down on paper, and the further | got into it the
more convinced I hacame that sumething was amiss.

The idea that we conld go aloug for 43 years with oo
study or research of any kind, conteating vurselves with just
making the primary source of our revenue more and more
complicated all the G, without trying to Lind out whether
we had the right primary source—whether there was not
sumething better—struck me a5 a bit shortsighted for # nu-
tivn that research had douwe so much for. As T said o the
head of one of our great industries une night recently, “Wheie
would your company bhe it it hado't conducted one moment s
research in 43 yearse”

That's the position the Government is in. We'ra dealing
here with the lifeblood of the nation, and wo research.

But there f5 one thing you haven't mentioned here tuday
uml I'vé been rather surprised that you haven't. There's
curivus paradox in the income tux law that somebady
mentivns every now amd then, but which nobody dees any
thing aboul. I refer to the section that sterilizes so much of the
income that is supposed to be the souwrce of the revenue.
Take, for instance, foundations. Lok at the tremendeus
quantity of income-producing wealth that is being put out of
the reach of the tax collecior by the huilding up of these non-
taxable entities. The loss of tuxable income here is colossal
and this loss is being steadily compounded,

Then, see all the mouey (hat'’s invested in business-type
aclivities by Government. Uin told that the Government lay
an investment of 6 billion dollurs in that type of activity,
The Houver Report says that there are 15 billions of it in
2500 business activities in the Delense Dopartment alone.
Mow, that sort of thing tends to grow and expand, snd all
such: business activity is removed from the reach of the
tax eollector,

It’s an astennding sifuslion, and it's thoronghly inconsistent
with the idea of nsing an income tax as the primary source of
teyenue. We're sterilizing the very spurce of our révenue.

©Q Do you think the foundations some day may destroy the
economy?

ki,

G Are you talking now of the sterilization ol income
through its use hy the Covernment in business activities ol its
own?

A T talking about sterilization ol fwome, whether it be
through Covernment competition with private  buginess,
growth of [vundations, or by any ather nomes.

Q You're gelling trusts and foundations—

A Cur economy is growing and we're dependent upon
an income tax o livanee vur prowth aud onr Government
vipenditures. Yet there is an ever-widening gap hetween the
two, because of the fact that we are depressing the potenti-
ality of income as a source of public wvenue by mrrender
b0 minurity pressures.

Q Are you saying if we have an incomne tax we ought to
apply it more omiversally? In ather words, opply it e the
incame of pensivn trusts and Foundations?

A Yes, I'm saying (lnit. One researcher tells ns that the
anginal income tax applied even w churches,

TROUBLE FROM EXEMPTIONS—

Q You dun't advocate that?

A No. I'm just teling you that all income was taxed, and
that, as soon as the tax colleclor got poing, Conprass started
the process of sterilization by viclding to one pressure proup
after another, and it has been going on steadily ever since. As
a result there is a veritable army ol peoplé, organizations and
businesses with a powerful vested interest in keeping (he
noses of the rest of us to the grindstone.

Q Does that apply to depletion allowances?

A Yes, it docs, But don't take that to mean that | am
arguing against depletion allowsnces. I'm arguing against a
form of taxation that Congress evideotly thinks we can’t
maintain without such exemptions. Any tix system Ut
necessilutes such extensive chift of burden is unsound wnd
grossly unsuited to the nation’s needs. The exemptees nat-
urally think it's wonderful and can’t be hlamed for wanting
to preserve At prefurred status, but it sure is rough on
the rest ol us

We're playing with dynamite, and I think that if somathing
izn't done about it the sesult will be to destroy gur tradition
of freadam and wreck Loth tat tadition ind our civilization.

Q Do you see any inoediate prospect of Congress under-
tuking the study yvon propose?

A 1don't know abont that, 1'3 say they will if envugh peo-
ple gel ufter them abodt it, and it looks to me like o lat ol
people are getting somewhat more than just mildly interssted.

But let no wne underestimate the power of the opposition.
Our anly hope Tur relief iy in the greater power of the maszes,
sSoomer or later that power will be ssserted.

Could the U, §. gei along withou! an income tax? If so, whot
kind of tox could be substitvied, ond what problems would
t roise? See page 27. Caongress leader’s view, poge 74,
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LS. News & World Report

A Congressional Leader Says—

“CUT THE RATES BUT DON'T
KILL THE INCOME TAX"

Proposals to end the income tax find no

- favor with Representative Daniel A. Reed, top

Republican on the House Ways and Means

Committee. Trouble, he says, is not the tax but
its high rates and complicated provisions.

Following is full text of o statement issved by Represent-
ofive Daniel A. Reed, of New York, on Moy 6, 1956

Some individuals today are sdvocating repeal of the federn]
income tax on the ground that it has become too complicated
and, tan erratic in its application. In my opinion, this proposal
is like trying to cwrm the patient by killing him. It is totally
unreslistic to talk about abolishing the income tix.,

The individual income tax is todoy produciog about 31
billion dollars aunually, close to one hall of the general rove-
nes of the Federal Government. The corporation income tax
produces another 20 billion dollars. Thus, the income tax as a
whale rafses about 51 billion dollars anoually. We have to face
the plain fact that without this source of revenue our nation
would have heen crippled during eritical years of its history.

Those who suggest ahalition of the income tux have not
ollered any alternative source of revenue, T cun only suppose
that such an altenative would take the form of a weneral
sales tax or sume similar proposal. Primary reliance on such a
method of tuxstion would impose unfair burdens on millions
of Americans, Those least able to pay would be those hardest
hit. Therefore, to be realistic, we must recognize that, g0 long
as our Government requices billions for our security and other
ezsential aperations, the income tax is the only practical and
fuir method of raising most ol this tevenue,

This iz not to say that there is not room
fur improvement in our income tax strue-
ture. Far from it In 1954, the Republican
83d Conpresz enacted the new Interual
Revenue Code of 1954, which 1 sponsored.
That mammoth legislation, covering thou-
sands of changes in the tax laws, corrected
cowilless  ineguities which had accumu-
lnted over the years. Many loopholes which
had been permitted to exist in the past
were closed. Fairer treatment for millions
of taxpayers was provided, meluding more
generous medical deductions. more lib-
eral treatment of dependents, the exemp-
tion of sickness and accident benefits, tax
advantages for retivemient incume, and the
deduction of child-care expenses of work-
ing mothers, to mention only & fow.

It has been estimated that about 700,-
(HH} man-hours of work went into the de-
velopment of that legislation. Experts from
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REPRESEMTATIVE REED

Now, Mr, Reed suggests two remedies:

® Cut tax rates from top to bottom, with
a ceiling, in high brackets, of 75 per cent.

* Simplify the low by knocking out as many
of the “special exceptions” as possible.

all over the countiy lent theii assistance. There i no guestion
but that the present strength and vitality of our economy is
due in no small part to the sounder tax roles which the new
law contains. We wers snccesshil in developing greater sim-
plicity and elarity in many areas which had confused tax-
payers in the past.

The Fact rumaing, and [ would be the last to deny it,
thut the income tax is still complicated and stll poses dif-
fieult problems for the avensge taxpayer. We must recog-
nige that every tine s new relief provision iz enacted,
whether for business or for the gverage individual, and no
matter how meritorious, niew complesitios are created in the
tax structore. This is mevitable. Each new amendment de-
signed to promote greater eqguily in the system as a whole
must take the form of an exeeption o the general rule, Thus,
no matter how sound, no matter how fair, ench new cxeeption
almost invariably ereates a new complication,

Mureover, it must nat be thought that these special reliel
provisions are simply for the benefit of the well-to-do. They
are nol. The must costly of them are primarily for the henefit
of low-incowe texpuyers. The retirement income tax credit,
the extra 3600 cxemplion for those aged 65 and over, and
many others are examples of special relief provisions which
mainly benefit those with small incomes.

Today, Congress is besieged with de-
mands for [urther changes in the tax law,
each designed to lessen the impuet of the
income tax in some particular ares. T have
received hundreds of such suggestions in
my own office. They include increased
deductions for child care, increased de-
ductions for charitable contributions, Iarger
deductions for dependents, bigger madical-
expense deductions, the allowanes of de-
ductinng for tuition and other educational
expenkes, the deduction of the transporta-
tion expenses of hundicapped persons, the
deduction of life insuranee premiums, o
deduction for the wost of repairing and
minbuining @ home, the exemption of
pensions generally, the complete exemp-
tion of active-duty pay of members of the
armed services, an additional exemption
for the totally disabled, ste.

Thesa are only a few of the muny

{Clontinued on page 78)
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. + « “Excessive rates stifle initiative, encourage evasion”’

examples which eonld be cited. There are countless morc.
Some involve a negligible loss of revenue. Some involve a
potential revenue loss of hundreds of millions of dellurs. With

* many of them; 1 am entirely sympathetio. However, cach one,
if enacted, would whittle down a little more the total inecome
tax base, and would, thus, to that extent increase the burden
of less forbunate taxpayers. Fach one wonld add a new excep-
tiom to the tax law. Each one would add a new complication
o our slready complex tax forms.

— W wpuld-sesm,-thersfore, to be faced with this dilcinma:
Shall we ignore these reasonable and st demunds for fair
lreabment, or shall we adopt many of them and by so doing add
further complesitivs to our already complicated tax law?

I submit that there is apother elteroative which would go
a Jong way toward solviog this problem.

After Top Tax: 9 Cents Left of $1

I believe that the wodeslying cause ol most demoands for
special veliel i the excessive natute of our tax rates. (v lowest
tax-bracket rate todny is 20 per cent. Our highest is 81 per
cent. Think of i) The Government takes over B0 cents mit of
every dollar enmed in the top bracket. No wonder serious
hardships arige and special relief hecomes necessary.

T realize that some claim that the rates at the very top of the
scale are largely fictitions becanse certain of these taxpayers
can avoid the full impact of the rates by taking advantage of
relicf provisions, There is anp oloment of both o this ago-
menl. Some can wvoid the Foll fmpact of e tax rates. How-
ever, the lact is thal meny others cannot, It seems lo ma
that this very lack ol uniformity in the incidence of the top
rates i a compelling argyment for their reduction to more
reagonable levels,

I do not believe that the average American has any concep-
tion of how high our tax rates are. On March 18 of tlas year,
Geurge Gallup released the results of a nabion-wide pull taken
to determine whast the public tself bolicves the proper lay sates
shoubd be, The resulls were sturtling,

The public set the proper tax level of a family of four
with an income of 55,000 at $255. Actnally, a family with
that income today pays $42( under our present tax vates,
almost twice what the public thinks y fair.

The public set the tax level of a similar lamily with an
ingome of $10,000 ut $680, when in octuality that family
pays 81472 wndér ow present low, agnin abont twice as
much,

Finally, when the public was asked to fix the tax for a
family of four with a $50,000 fneome, it set the tax at
$7,128 ingtead of the $18,294 which it actually is, almast
three times as much.

It is these excessive rales which are the villain of the in-
vomne lax problem; They stille nitiative. They encourage evu-
siom. They baeed disrespect for the tax svstom. They creuale
severe ndividual hurdships which in tum create the demand
lox special rebiel provisions,

This then is the real ciuse of our income tax dilliculties.
When the rates become too high, as they obvivusly have,
special exceplions necessmily have to be adopted i order o
soften their impact. At the same time, special restrictions
have to be enacted in order to prevent the evasion and uvoid-
ance which excessive rules epenly invite,

In my opinion, the present complexily of our mevine tux
system is due almost caclusively to Hus cause, Thuse who seek
to cure the problem by abelishing the income tax would pro-

T

vide a more worthwhile and constructive public service if
they would reeognize the troe nature of the problem and de-
velop appropriale rernedics within the framdwork of the
exisling income oy system,

I propose this program ay & Bt slep Wwwand & Fairer and
simpler income tax svslem, to be andedaken as soon as the
budget pernmits:

First, the top brucket sate should be redoced Lo ot
least TH o per cent; —

Second, all other bracket vales including the botlom
should be graduated downwnrd to conlorm to the new
top rate; and

Third, the law should be simplified by the elimination
uf as many of the special exceptions as possible,

Certainly, it seems reasonable enongh that any individual
ba permitted to keep at least one quarter of any income he
receives. Moreover, this wonld not need to be a costly pro-
gram. Substantial reduction in the progressive rates wounld
Liave relatively little revenoe effect because only 3 very minor
portion of our istal revenoe today s derdved from these high-
Lracket sutes. However, T feel strongly that soy such rale re-
vision should be sccompanied by o tex reduction benehiting
those in the frst bracket. Any tax-reduction program must
help all of ow taxpayers. MNaturally, across-the-bonrd reliet
of this kind 1 much more costly,

For example, of the approxdimately 31 billion dollars pro-
duced by the individual income tax, ahout 25 hillion comes
from the first-bracket rate of 20 per cent applicable to all tax-
payers. This fuct brings out two important points. First, il
shows that the cntire progressive clemeot of our income
tox- the portion of the rates above 20 per cept—produces
only 6 billion dollars or 19 per cemt of the total individual
income Lax revenue, Secondly, it shows thot eny reduction
in the frst bracket resnlts inevitably in a substontial redue-
tion in revenues.

No Big Cut in Sight Now

| paint these factz ont siimply to indicate the revenue im-
plications of the tax program 1 have proposed. 1 bave vo in-
fvrmation ut this time which would suggest et the budget
will permil substuntial tux reduction in the immedinte fubure,
However, 1 believe that prepuratory work should be hemm
immediately 1o develop o comstructive program of this type.

Excellent studies have been made recently of the economic
impact of the income tax. It i5 Hme now that the tax committees
ol the Congress assome the obligation of developing a sound
tax program. For this reagom, | propose that the [oint Come-
mittes on Internal Hevenne Tazation hegin immediately to
prepare studies and teconmendations along the lines of
my proposals,

In conclugion, 1 believe that the advantapes of my progrum
are tremendons. It would encovrage individua] fmtiative. It
wonld lessen the demands for|specia treatment. Tt would
simplify the tax laws, It would reduce evasion and avoid-
once. It would ease the complisnce problems of the tax-
paver. It would sinmplify the administrative problems of
the Government. It would strengthen public confidence in
the income tax.

It is & program that shoold recommend itself to every mem-
ber of Congress, irrespectve of party.

I. Colemon Andrews discusses jnequalities in the income
tax—page 62, Alternatives to that laxk—page 27,

U 5 WPWS L WORLD RFPORT, Moy 75 1054




DOWNLOADED FROM:

Family Guardian Website

http://famqguardian.org/

Download our free book:
The Great IRSHoax: Why We Don't Owe Income Tax



http://famguardian.org/
http://famguardian.org/Publications/GreatIRSHoax/GreatIRSHoax.htm

