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NOTE TO CORRESPONDENTS October 10, 1974

Attached are tables which illustrate the effect of
the proposed 5 percent Surcharce on families and individual

taxpayers in varying tax situationms.
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Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Families

(dollars)

Adjusted gross income (wages)

15 000:16,000:17,000:18000:20,000:25,000:30000:40,000:50,000

Present 1aw t8X ....vvveeccocrocccccoocosnscsoscscossas

SUXCharge eeeseeecoceavsssoncacsoscossesassassnssssone

Surcharge as percent of present tax (%) ..... cecene

1,699 1,882

2,064 2,247 2,660 3,750 4,988 7,958 11,465
12 21 42 97 158 307 482

0.6 0.9 1.6 2.6 3.2 3.9 4,2

Office of the Secretary of the Treasury
Office of Tax Analysis

Note: Calculated assuming 17 percent itemized deductions.

October 9, 1974



Illustrations of the Effect of the 5 Percent Surcharge

on Single Persons

(dollars)

: Adjusted gross income (wages)
:7,500:8,000:9,000:10,000:15,000:20,000:25,000:30,000:40, 000

Present 1aw taxX .....eceeveccoccrsocccacososcosonses 995 1,087 1,283 1,482 2,549 3,783 5,230 6,850 10,515

Surcharge ....c.eceeveecerceccrcssoccoccoccsnccnsssns 0 4 14 24 78 139 212 293 476

Surcharge as a percent Of present tax (%) 6scecsescen - 004 1.1 1.6 3-1 3.7 4.1 4.3 4.5

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis

Note: Calculated assuming 17 percent itemized deductions or minimum standard deduction if more favorable.



Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Families
Case A: ® 0 0 & 00 000 0 0O P OO O OB S 9SO G OO S ONDN $15’000 inccme
/Case B: ECIE BRI I R I I - IR I I I R IR B N R RN R BB N B B B N A ) $20’000 1ncme

Case C: o.-ono'n.lot.coo‘.o..'o.c.o.n-.oooo. $50’000 incme

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis




Case A: $15,000 Income

Wages (adjusted gross income) ....eceeeevsccssssossocosceacoess 915,000
Less four personal exemptions (@ $750) ..iceeevcvcccccvecsesoss =3,000

Less deductions for personal expenses (assumed 17 percent
Of incme) © @ ® O 8 0 86 00 OO S0 GO PO PO S SO PO OSSO eSO SO eD -2’550

Equals taxable income ......cecevevivecncesiacroncoransocsnces 9,450
Tax before surcharge ........,....,......,......Q.....,.......‘ 1,699
Less surcharge floor for joint returns ....cccecececcececcscns -1,820
Equals tax subject to surcharge ...cececcesccesccscosacscccescs 0
Five percent surcharge ...eeeececccconcocescsscarssossosossccosne 0
Tax after surcharge D R R LEE 1,699

Tax increase (surcharge) as percent of present law tax ...c..e. 0

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis




Case B: $20,000 Income

Wages (adjusted gross inCome) ....ceveececscncscossasccoscosss 520,

Less four personal exemptions (@ $750) ..eveevcceccccsrcccconse =3,

Less deductions for personal expenses (assumed 17 percent

000

000

of‘income) Ceeesesesesecrcesssrsecisisesacnsnsesesasennsnses =3,400
Equals taxable income R R IR TP PPR PP PRI 13,600
Tax before surcherge .....;...........................;....... 2,660
Less surcharge fioor for joint TELUINS tivcevsovsvcsccansaness 21,820
Equals tax sﬁbject to eurcharge\.............;....;........,.. 840
Five éercenr surcharge .............;Q........;;......,....... 42

Tax after SurCharge ..l’..?.....!....l'.'.00".'.'......0....‘0‘ 2’

Tax increase (surcharge) as percent of present law tax .......

702

1.6%

Office of the Secretary of the Treasury October 8, 1974

Office of Tax Analysis



Case C: $50,000 Income

Wageé (adjusted grbss income),.....................;.....,..., $50,000
Less four personal exemptions (@ $750) .seceveececonccesensecso =3,000

Less deductions for personal expenses (assumed 17 percent
Of 1ncm‘e) L BRI A BN R B B RN B R B BN RN A I RN NE N BN BN R N R BN R RN BN BE NE R RN N NN NN R NN RN ORE N BN RN A Y I ) -8'500

Equals taxable income .....u....................;.....,.......v 38,500
Tax before SUrCharge .c.cecocesevctoscotoccncocosossrssconnces 11,465
Less surcharge floor for joint returns ...eesececcosscsasecsss =1,820
Equals tax subject to surcharge ettt et e eeiaaenn 9,645
Five percent SUrCharge ...cevoececscscrcossscsccncnssscsasasne 482
Tax after surcharge ..;.;..................................... 11,947

Tax increase (surcharge) as percent of present law tax ....... 4.2%

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Single Taxpayers
Case D~ .-......‘...'.'.....'.......'..;.. $7’500 1tlcme
Case E 000 080000008000 0000CCIOICORORRITITES $10.000 income

.Case F c.".noooct‘..ooo..r.‘t00.00..-.0‘. $15’000 incmle

Office of the Secretary of the Treasury October 8, 1974
Office of Tax Analysis



Case D: $7,500 Income

Wages (adjusted gross income) ctessecesresareresesressccacenns

$7,500
Less.one personal exemptions (@ $750) teceaccncscacercnnasses =750
Less deductions for personal expenses (assumed 17 percent
of income) or minimum standard deduction.cscecececsccoccscsces -1,300
Equals taxable income ceveetscestciceteirisatisiotsatactsrseees 5,450
Tax before SUICHATEE +vcvveviecessescesserssesacessnssnsenanse 995
Less surcharge floor for single YEtUTNS .evvecaccsssosncoascnes =995
Equals tax subject to surcharge ...........;.................. 0
Five percent su:charge ...;...........................;....... 0
Tax after sSurcharge ..eceesecsecescscsososssscsccnssccsenscasss 995
Tax increase (surcharge) as percent of present law taX e.ce.e. 0
Office of the Secretary of the Treasury Ogtobet-B, 1974

Office of Tax Analysis



Case E: $10,000 Income

Wages (adjusted gross income) e eeeencecaerecsecetnensosonsas $10,000
Less one personal exemptions (@ $750) ..cevecceccescrscccorse -750

Less deductions for personal expenses (assumed 17 percent

OFf INCOME) +ivvvsrenrasrsnosranosenanassassesnnsasasonsanses =1,700
Equals taxable income 7,550
Tax before surcharge ............................;.........;.. 1,482
LeSé surcharge floor for singk retuUrns ....ceceecececcscsccoce -995
Equals tax subject to SUrcharge ..eceececvsceccocscccncvasacss 487
Five percent surCharge c..evececsersarssscesscsvsosocasssssesans 24
Tag after surcharge ticceesccececracaerescoronceococcansonnas 1,506
Tax increase (surcharge).as percent of present law tax ....... 1.6%
Offiée of thé Seéretary of fhe Treasury October 8, 1974

Office of Tax Analysis



Case F: $15,000 Income

Wages (adjusted gross incolne)...."...................‘......O $15’000
LESS one. personal exemptianS'(@' $750) ..t.lolo.-oo;-.lccl.oct -750

Less deductions for personal expenses (assumed 17 percent’
of inco!ne) .....0......00.QIQ'.....'....'.l.G...Q.O..I....... -22550

Equals taxable inccme .o-o.ont..Q.O....0000.0...:..'0.0"-.0..0.‘ 11’700
Tax before SurCharge ® 0360000000000 90000000 00000 E0NINOSSEBSCEOETYTS 2’549

Less surcharge floor for single YEtUINS e..veeeeecrccessescsnes an=993

Equals tax Subj eCt to surcharge ® 0 ¢ 8 00 8 ¢ 2050 0O SO BT OSSO E 0t e 1’554

Five percent surcharge .o.eeeeeeesscenssccesosscsncersnsosscnss 78

Tax after SurCIlarge 8 0 6 0 00 08500 0 50000 S8 OO0 0N PC B S0P OO O E R sae saR 2’627

Tax increase (surcharge) as percent of present law tax e...... 3.1%
Office of the Secretary of the Treasury October 8, 1974

Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Four Person Familieé
CaseG ...I'CQ....Q..'I..IC'..'.C..C.’.. $25,000 income
CaseH LI B BE BN BN BN B BN BN BB RN BY BN BN BN BN BB BE BN BN BY RN B BN BN B BN I ) $30’000 incme

Case I G000 0s00sesr 0000 r 00000 ess s $40,000 income

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis
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Case G: $25,000 Income

Wages (adjusted gross income)e.cceessecsccocsecsscocoscscnnans $25,000
Less four personal exemptions (@ $750) sececcvcocesscacescnses -3,000

Less deductions for personal expenses (assumed 17 percent

Of INCOME) ¢.eeceieoesacesccncesosccnisscossscsasncssessacsass =4,250
Equals taxable INCOME seiueevescocccccsssesocsonnscacassassons. 17,750
Tax before surcharge P 3,750
Less surcharge floor for joint returns ...,.............3..... -1,820
Equals tax subject to suréharge eesecescssssrsesssssasrecvesosse 1,930
Five percent surcharge c..eeeeesccesccesesscccsososcssosacssonse 97
Tax after surcharge ..icececseccsscessasossassssosscsscssssssans 3,847
Tax increase (surcharge) as percent of present law tax cerenee 2.6%

Office of the Secretary of the Treasury
Office of Tax Analysis October 9, 1974
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Case H: $30,000 Income

Wages (adjusted gross income) ....eeceecececcescvscasccsassoces $30,000
Less four personal exemptions (@ $750) ...ceeveceosoconcsccoas -3,000

Less deductions for personal expenses (assumed 17 percent

Of INCOME) cvververeerocensesossascsessssosssssasssccsassone =5,100
Equals taxable income ....c.eveveeecescesecccosscoeiaccocsnsans 21,900
Tax before SUTChATEEe vuueveececossescascassasnssssacsacannonss 4,988
Less surcharge floor for joint returns ..............;........ -1,820
Equals tax subject to surcharge .....cevevecececccecccenccenne 3,168
Five percent surcharge ...eccececsecsccessnscoscasscscsssoascsoa 158
Tax after SUrCharge .ceccesescssressesoscscensssasassscscsoncssana 5,146
Tax increase (surcharge) as percent of present law tax ....... 3.2%
Office of the Secretary of the Treasury Octobér.9, 1974

Office of Tax Analysis
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Case I: $40,000 Income

Wages (adjusted gross income) ...cceceesecceccoscosscccosscccns $40,000
Less four personal exemptions (@ $750) ...........;........... -3,000
Less deductions for personal expenses (assumed 17 percent

Of INCOmMe) ..vuveecconsenccosacensesasssnrsconsassasennnanss -6,800
Equals taxable income et eereeeeteeieeaeieriaterraiieenaeane 30,200
Tax DefOre SUTCHATEE «veevrsarenoneonencsonenssnsssanasennnses 7,958
Less surcharge floor for joint returns ....ecceceoceccscsccsce -1,820
Equals tax subject tO SUFChATEE w.ueeveseeeescscscncosconennss 6,138
Five percent SUrCharge c.eeoecocecsccsaccscsacssassncsscasonceone 307
Tax after suUrcharge ...ceeevecceceorsecsscsssoosecsscssoscsases 8,265
Tax increase (surcharge) as percent of present 1law tax e..cee. 3.9%
Office of the Secretary of fhe Treasury October 9, 1974

Office of Tax Analysis



Illustrations of the Effect of the 5 Percent Surcharge

on Single Taxpayers

-~

$20,000 income

Case J ;o.-.00.-..0-.010...0001'0000.

$25,000 income

case K ....0‘..‘..0...0l......l;'..ll

$30,000 income

' CasevL G0 0 S0 0RO ICOOLTERENOEGEOEBDRPOEAEITOIOE

Office of the Secretary of the Treasury October g, 1974
Office of Tax Analysis



Case J: $20,000 Income

Wages (adjusted gross income)ecceceescscoccecsecsocsscacsacseres
Less one. personal exemptions(@ $750) oo-oooao-ooo;co-;-ooooo

Less deductions for personal expenses (assumed 17 percent’

Of inCCmE) @ % 00 00 % 20V E LT BEIIO NS GNNSR0SO SIEEerBOIEPOISQGTOEARRTYS

Equals taxable income .......................,...,...{.......5

$20,000

=750

-3,400

15,850
Tag before surcharge .essseececcecccoscssssssssrescoccocsscscse 3,783
Less surqharge floor for singe returns ...,.....f.......%..... =995
Equals tax subject to SUICHATEE wueueeeeeeeesssssnsseneeessees 2,788
Five percent surcharge...................c.....;........;..... 139
Tax after surcharge R R PR PP PR PR Y 3,922
Tax increase (surcharge) as percent of present law tax ce.ee.. ‘3'7%
Office éf the Secretary of the Treasury October 9, 1974

Office of Tax Analysis
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Case K: $25,000 Income

. “lges (adjusted gross income) .ooo'ooooonoo-coocooo-ooooocoooo-$25’000
Less one personal exemptions (@ $750) secessscacgsscecsvacssen =750

Less deductions for personal expenses (assumed 17 percent
of incme) "O.Q..l..'..Q'..".,.....l."..".Q.‘.l......‘.... -4a250

Equals taxable income Ceeeeateeneceenseresecencsesnnesnsesenes 20,000
Tax before surcharge ....................;..{....;.........;... 5,230
Less surcharge flgor for singl returns ...eeveeececcoscssessases =995
Equals tax SUDJECt £O SUICRATEE eeeveveeeoseeseceonsosoaceans 43235
Five percent surchafge'.......................;............;.. 212
Tag after SUrcharge (vieeeecescescasscscscssassassascsssccncns 5,442

Tax increase (surcharge)'as percent of present 1law taX ....... 4. 1%

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis
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Case L: $30,000 Income

Wages (adjusted gross income) ceescscsscccscesescesvastenacscecs $30,000
" Less one personal exemptions (@ $750) Cetesecsseessesacnsenas =750

Less deductions for personal expenses (assumed 17 percent
of income) or minimum standard deduction. eececsscsscesescsees =2,100

Equals taxable inCOME ..u.csevessecssscsssesscsasoscsascassssas 24;150
' Tax before surcharge ..........................:...........,.._ 6,850
Less surcharge floor for single returns ......................; —=995
Equals tax subject to surcharge ...........;.................. 5,855
Five percent surchargé e 293
Tax after surcharge t et teraeeecaetaaneeaceeeettanaereaaennans 7,143

Tax increase (surcharge) as percent of present 1law taxX ..eeeces 4.3%

Office of the Secretary of the Treasury October 9, 1974
Office of Tax Analysis )



SUMMARY OF FACTS ON TAX CUT BILL

Rebate of 1974 taxes

--rebate generally equals 10% of 1974 tax liability
--minimum rebate equals lesser of actual tax liability

or $100
--maximum rebate equals $200, phased down to §$100

between AGI $20,000 and $30 000
--for married persons filing separately, $50 minimum

$100 maximum and phase down between $10,000 and $15,000
--rebates disregarded for purposes of other benefit programs

COST: $8.1 billion

Standard deduction changes

--minimum standard deduction (low income allowance) in-
creased from $1,300 per return ($650 for married
persons filing separately) to $1,900 for a joint
return or surviving spouse, §1, 600 for single persons,
and $950 for married persons f111ng separately

--maximum standard deduction increased from 15% of AGI
(with a maximum of $2,000, or $1,000 for -a married
person filing separately) to 16% of AGI (with a
maximum of §$2,600 for a joint return or surviving spouse,
$2,300 for a single person, and $1,300 for married
persons filing separately

--effective for one year (generally 1975 calendar year)

COST: §$2.5 billion

Personal exemption tax credit

--new $30 per exemption tax credit (except blind and
aged exemptions) in addition to present law personal
exemptions

--effective for one year (generally 1975 calendar year)

COST: $5.3 billion



Earned income credit

--refundable credit equal to 10% of earned income of
an eligible individual with maximum of $400

--to be eligible, must maintain a household within the
United States that includes a dependent child

--maximum credit phased down to zero between AGI
$4,000 and AGI $8,000

--under AFDC provisions, the earned income credit is
taken into account in determining AFDC eligibility

--effective for one year (generally 1975 calendar year)

COST: $1.5 billion

Child care deduction

--increases the income level at which the phase out of
of the maximum allowable deduction (§4,800) begins.
The old phase out began at $18,000, phasing down to
zero at $27,600. The new phase out begins at $35,000,
phasing down to zero at $44,600 -- permanent change.

COST: $0.1 billion annually

Sale of principal residence

--increases from 12 to 18 months the period. during
which the seller of an old principal residence must
purchase a new principal residence, if he wishes to
apply section 1034 to avoid recognition of gain. When
construction of the new principal residence is begun
by the taxpayer himself, the period is increased from
18 to 24 months.

--permanent change - COST: Nominal

House purchase credit

--new tax credit for purchases of a principal residence
equal to 5% of the taxpayer's tax basis, with maximum
credit of $2,000. A taxpayer's tax basis in a new
principal residence may be less than cost if, for example,
he sold an old principal residence, avoided recognition
of gain through the application of section 1034, and
was required to reduce his basis in the new principal
residence by the amount of gain not recognized.

--applies only to purchases of new houses (including mobile
homes and residential units in condominiums or cooperative

housing projects). That is, the taxpayer must be the
first occupant.
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--applies only to new houses, etc., the construction
of which was commenced prior to March 26, 1975.

--purchaser must attach to his tax return a certification
by the seller that the purchase price is the lowest
price at which the residence was ever offered for sale.
If the certification is false, the purchaser may
recover, in a civil action, three times the difference
between the purchase price and the lowest offered price
(plus a reasonable attorney's fee) and the seller may
be prosecuted.

--effective for acquisitions after March 12, 1975, and
before January 1, 1977, but applies to 1976 acquisitions
only if constructed by the taxpayer or acquired by
the taxpayer under a binding contract entered into
before January 1, 1976.

COST: $0.6 billion
8. Withholding

--new withholding tables reflecting standard deduction
changes, personal exemption tax credit, and earned
income credit to take effect May 1, 1975. 1IRS
advises that employers may be unable to meet that
deadline even if new tables made available by IRS in
record time.

9, Investment credit

--two year increase in investment credit from 7% (4%
in the case of public utilities) to 10%. Upon
lapse of the temporary increase, public utilities
would again be eligible for a 4% credit only.
--additional 1% credit (for total 11% credit) during the
two year temporary period for corporate taxpayers
only and on condition that stock of the taxpayer
(or a parent corporation) having a value equal to
the tax savings generated by the additional 1%
credit is transferred to an employee stock ownership
plan (ESOP). No deduction is allowed to the employer
for the transferred stock, and the employees are
not taxed until they receive distributions from the plan.
The plan may be a qualified or a nonqualified plan.



--for public utilities, increase in the portion of
tax liability that may be offset by the investment
credit from 50% to: 100% in 1975 and 1976, 90% in
1977, 80% in 1978, 70% in 1979, 60% in 1980, and
back to 50% in subsequent years

--increase from $25,000 to $100,000 in amount of used
property that may qualify for investment credit

--provision for credit to be allowed as progress
payments are made, a permanent change

COST: $3.3 billion

10. Corporate tax rate changes

--surtax exemption (which determines amount taxable at

rates below 48%) increased from $25,000 to $50,000
of taxable income

--rate on first $25,000 of taxable income reduced
from 22% to 20% (second $25,000 of taxable income
will be taxable at 22% rate, balance of income at
48% rate)

--effective for taxable years ending in 1975

COST: $1.5 billion

11. Accumulated earnings tax

--minimum accumulated earnings tax credit increased
from $§100,000 to $150,000
--permanent change -*COST: Nominal

12. Work Incentive (WIN) Program Tax Credit

--win credit of 20% of wages paid to a new employee
during first 12 months of employment extended to
employment of welfare recipients if employment
lasts at least one month. Under present law, the
new employee must be a participant in the WIN
program administered by the Departments of Labor
and Health, Education and Welfare and must be
employed for at least 24 months

-+as under present law, the new employee may not
displace another employee



13.

14.

15.
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--unlike present law, the expanded credit would apply
to nonbusiness employees (e.g., domestics), but the
maximum credit with respect to each such nonbusiness
employee would be $200

--employment of migrant workers not covered

--effective with respect to wages paid to employees
hired after the date of enactment for services
rendered between the date of enactment and
July 1, 1976.

COST: Nominal

Certain Pension Plan Contributions

--for H.R. 10 plans, advanced by one year (to 1976
contribution for 1975 plan years) a provision
permitting cash basis taxpayers to treat contributions
made before April 15 as having been made in the
preceding year.

Unemployment compensation

--extends the maximum period of benefits from 52 to
65 weeks, for weeks of unemployment ending before
July 1, 1975.

COST: $0.2 billion

Payment to Social Security Recipients

--provides $50 payment to each individual who for the
month of March, 1975, was entitled (without regard
to sections 202(j) (1) and 223(b) of title II of the
Social Security Act and without the application of
section 5(a)(ii) of the Railroad Retirement Act
of 1974) to (1) a monthly insurance benefit
under title II of the Social Security Act,

(2) a monthly annuity or pension payment under one
of the Railroad Retirement Acts, or (3) a benefit under
SSI

--payments to be made no later than August 31, 1975

--any individual entitled to only one such payment

--only United States residents are eligible

--payments to be disregarded for purposes of other
programs

COST: $1.7 billion



Note respecting permanence of changes

As noted above, virtually all of the tax changes and
increased benefits are drafted as temporary changes and
benefits effective for only one year or at most two years.
The only permanent changes are: (1) the provision for the
investment credit to be allowed on progress payments, (2)
the raising of the phase-out level for the child care expense
deduction, (3) the expansion of the tax-free rollover period
for sales of a principal residence, and (4) the increase in
the accumulated earnings tax credit.

16. Limitation on percentage depletion

-- eliminated immediately for majors

-- exception: 22% retained for all producers for
regulated natural gas and natural gas sold
under fixed contract

-- royalty interest owners and independents (producers
with no retail outlets who refine less than
50,000 bbl/day) have small production exemption

-- small production exemption: 22% remains for 2,000
bbl/day and phases down 200 bbl/day each year for
5 years, then holds at 1,000 while rate phases
down: 20% for 1981, 18% for 1982, 16% for 1983,
so that for 1984 and thereafter the exemption is
1,000 bbl/day at 15% (applies alternatively at
taxpayer's election to natural gas on 6,000 cu.
ft.: 1 bbl. equivalence)

-- for secondary and tertiary production at the rate
under the small production exemption stays at
22% until 1984 when it drops to 15%

-- except for new fields acquired in section 351
transfer or transfer at death, small production
exemption applies to production from new fields

- only if discovered by taxpayer

-- aggregation rules prevent multiple exemptions for
related entities. Family members treated as one
taxpayer

-- depletion allowance under small production exemp-
tion limited to 65% of taxpayer's taxable income
(computed without regard to any depletion on small
production amount, capital loss or NOL carrybacks)

INCREASED REVENUE: $1.6 billion



17. Foreign 0Oil-Related Income

-- new limitation on foreign tax credits of oil
companies to 110% of the U.S. rate in 1975 (52.8%
of income); 105% of the U.S. rate in 1976 (50.4%
of U.S. income) and 50% of U.S. income in 1977

-- carryforwards from years prior to 1974 to years
after 1974 will be computed as though the fore-
going rules were in effect during those years

-- excess credit resulting from the application of
these rules can only be used to shelter other
oil-related income, including income from shipping,
refining, marketing, interest, and dividends

-- requires for taxable years beginning after 1975,
the use of the overall limitation in the computa-
tion of the foreign tax credits of oil companies

-- new recapture rule for losses incurred in oil opera-
tions; foreign o0il income earned after December 31,
1975, will be treated as U.S. source income to the
extent of any oil-related losses sustained after
that date

-- bars use of tax credits with respect to the purchase
of 0il where the taxpayer does not have an economic
interest in such oil and where such o0il is not
purchased and sold at its fair market value. This
provision is effective for years after December 31,
1974

'

18. Deferral - Changes in Subpart F

-- terminates the minimum distributions exception to
subpart F (Section 963)

-- terminates the exception to subpart F which allows
deferral where tax haven income is reinvested in
a less developed country corporation

-- revises the present rule permitting deferral of
tax on foreign tax haven income where less than
30% of such income is tax haven income to terminate
such deferral where the tax haven income excceds
10% of income

-- terminates the exception to subpart F for shipping
income except where such income is reinvested in
shipping operations

-- allows deferral of income on sales by a foreign
sales corporation of agricultural products which
are not grown in commercially marketable quantities
in the U.S.

-- all of the foregoing changes are effective in taxable
years beginning after December 31, 1975



19. DISC

--terminates DISC deferral privileges for sales of
energy resources such as coal, oil and uranium
--effective for sales made after March 18, 1975

\

20. 0il Rigs - Investment Tax Credit

--disallows investment tax credit for oil rigs used in
international or territorial waters outside the
northern portion of the western hemisphere
effective for investments after March 18, 1975,
unless made pursuant to contracts binding on

April 1, 1974

ADDITIONAL REVENUES: (Sections 17, 18, 19
and 20 combined): $0.1 billion first year,

$0.6 billion in following years



COMPARISON

Comparison of the effects on Fiscal Year Receipts of the

President's Stimulus Package, The House Bill, The Senate Bill,
and The Conference Bill

: Fiscal Years

1975 : 1976

(. . . $ billions . .)
President's Stimulus Programl cececeeneas -7.3 -9.0
House Bill ...iiiieeececoecnscoacocncncnsans -10.0 -7.3
Senate Finance Committee Bill?........... -13.0 -16.5
Conference Biil3......................... -10.7 -10.5

Office of the Secretary of the Treasury
Office of Tax Analysis

lAdjusted from original estimate for different timing on the

first rebate payment.
2pxcludes $3.4 billion of payments to social security benefits
and $0.2 billion of unemployment payments.

3Excludes $1.7 billion of payments to social security benefits
and $0.2 billion of unemployment payments.



Comparison of House, Senate and Conference Bills

($ billions)

Tax Reductions House Senate Conference

I. Individuals: .
Refund of 1974 liability.......... 8.1

9.7 8.1
Standard deduction increase....... 5.2 ——— 2.5
Credit.cceeceesscsscessssaccasnannccs -— 6.3 5.3
Tax rate reductions.....ceeeeeese « === 2.3 -
Earned income credit.....cecce0e.. 2.9 1.5 1.5
House purchase credit....cceeeeees === 1.1 0.6
Child care....cceeresecscecenseans N 1.7 0.1
Home insulation........eseesecee ce m—- 0.7 -——-
Total individuals 16.2 23.3 18.1
Business:
Investment tax credit....ccveuue.n 2.4 4.3 3.3
Corporate surtax exemptions....... 1.2 1.2 1.2
Tax rate reduction............ B 0.7 0.3
Loss carryback, carry forward..... --- 0.5 -——-
Repeal truck excise taxes......... === 0.7 ===
Total busSinesSS.:sceesecscoccceesee 3.6 7.4 4.8
II. Increased expenditures:

$100 payment to certain program
beneficiaries .....ccveecersccanns - 3.4 1.7
Emergency unemployment beneflts... - 0.2 0.2
Total increased expenditures.... --- 3.6 1.9

IIT. Tax increases:

Depletion ......c.o.... ceeireeeeees (2.2) (1.7) (1.6)
Foreign 0il taxation ......... P (1.5) (0.1)
Deferral of foreign income ....... ==- (0.5) -——
Total tax inCreaseS...seceeeseeess (2.2) (3.7) (1.7)
Total net revenue 1l0SS ......... 17.6 30.6 23.1

Office of the Secretary of the Treasury
Office of Tax Analysis
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MATERIAL RELATING TO THE PRESIDENT'S TAX
PROGRAM

THE WHITE HOUSE

~TO THE CONGRESS OFATHE UNITED STATES:

Twenty~six Years ago, a freuhnan Congressman, & young
fellow, with lots of idealism who was out to change the
world, stood before Speaker Sam Rayburn in the well .of
this House and solemnly swore to the same oath you toodk
Yesterday. That is an unforgettable eyperience, and I

. eongratulate you all.

‘ Two days later, that same freshman sat in the back row
as President Truman, all charged up by his- single-~handed
election victory, reported as the Constitution requires

on the State of the Union. o i oo

When the bipartisan applause stopped, President Truman
sald: . . . _ e -

"I am happy to report to- thls Etghty-first Conrress )
that the State of the Union is good. Our Nation is better
able than ever before to meet the needs of the American
people and to plve them their falr chance in the pursuit

of happiness. "It is foremecst among the nations of the
world in the search for peace."

Today, that freshman Member from Michigan stands where
Mr. Truman stood and I must say to you +hat ‘the State of the
Union 1s not good. .

Millions of Americans are out of wark.. Recession and

inflation are eroding the money of milljons more. Prices
zre too high and sales are tco slow. ’

’ (1)



2 -
This year's Pederal deficit will be about $30 billien;
next year's probably $u5 billion. The national debt will
rise to OVer gsg0 billion.

Our plant capacity and productivity are not increasing
fast enough. We depend on others for essential energy.

Some people question their government's ability to make
the hard decisions and stick with them. They expect Washington
politics as usual.

Yet, what President Truman said on January 5, 1949, is
even nore ttue in 1975. '

We are better able to meet the peoples' needs.

All Americans do have a falrer chance to pursue
happiness. Not only are we still the foremost nation in
pursult of peace, but today's prospects of attaining it
are infinitely brighter.

There were 59,000,000 Americans employed at the start
of 1949, Now there are more than 85,000,000 Americans who
have jobs. 1In comparable dollars, the average income of
the American family has doubled during the past 26 years.

. Now, I want to speak very bluntly. I've got bad news,
and I don't expect any applause. The American people want
action and 1t will take both the Congress and the President
to give them what they want. Progress and solutions can be
achleved. And they will be achieved.

My message today is not intended to address all the
complex needs of America. I will send separate messages
making specific recommendations for domestic legislation,
Such as General Revenue Sharing and the extension of the
Voting Rights Act.

The moment has come to move in a new direction. We
can do this by fashioning a new partnership between the
Congress, the White House and the people we both represent. N

Let us mobilize the most powerful and creative
industrial nation that ever existed on this earth to put
all our people to work. The emphasis of our economic
efforts must now shift from inflation to Jobs. v

To bolster business and industry and to create new
Jobs, I propose a one~year tax reduction of $16 billion.
Three-quarters would go to individuals and one-quarter to
promote business investment.

L
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This cash rebate to individuals amounts to 12 percent
of 1974 tax payments -- a total cut of $12 billion, with a
maximum of $l 000 per return. .

1 2all' today on the Congress to act by April 1. If you
do, the Tredsury can send the first check for half the rebate
in May and the second by September._

The other one-fourth of the cut, about $4 billion, will
go to businesses, including farms, to promote expansion and
create more Jobs. The one-year reduction for businesses
would be’'in the form of a liberalized investment tax. credit
1ncreasing.mhe rate to 12 percent for all businesses.‘

This tax cut does not include the more fundamental
reforms needed in our tax system. But it points us 1n the
right direction -- allowing us as taxpayers rather than the
Government to spend our pay. e .

Cutting taxes, now, 1is essential if we are to turn the
economy around. A tax cut offers the best hope of creating
more jobs. Unfortunately, it will increase the size of the
budget deficit. Therefore, it is more important than ever
that we take steps to control the growth of Federal
expenditures.

Part of our trouble is that we have been self-indulgent.
For decades, we have been voting ever-increasing levels of
Government benefits -~ and now the bill has come due. We
have been adding so many new programs that the size and
growth of the Federal budget has taken on a l1ife of its
own.: .

One characteristic of these programs is that their
cost Increases automatically every year because the number
of people eligible for most of these benefits lncreases
every year. When these programs are enacted, there 1s no
dollar amount set. No one knows what they will cost. All
we know 1s that whatever they cost last year, they will cost
more next year. , L v

It is a question of simple arithmetic. Unless we check
the excessive growth of Federal expenditures or impose on
ourselves matching increases in taxes, we will continue to,
run huge inflationary deficits in the Federal budget.

If we project the current built-in momentum of Federal
spending through the next 15 years, Federal, State, and local
government expenditures could easily comprise half of our
gross national product. This compares with less than a third

in 1975.
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"I am now in the process of preparing the budget sub-
missions for fiscal year 1976. In that budget, I will
propose legislation to restrain the growth of a number of
existing programs. I have also goncluded that no new
spending programs can be initiated this year, except those .
for energy. Further, I will not hesitate to veto any new
spending programs adopted by the Congress.

As an additional step toward putting the Federal
government's house in order, I recommend a five percent .
1limit on Federal pay.increases in 1975. In all Government
programs tled to the consumer price index -- including - 14
social security, civil service and military retirement
pay, and food stamps -- I also propose .a one—year maximum
increase of 5 percent. . :

v
e

‘None of these recommended ceilingflimitations, over
vhich the Congress has final authority, are easy to propose,
because in most cases they involve anticipated payments to
many deserving people. Nonetheless, it.must be done. I
must ‘emphasize that I am not asking you to eliminate, :
reduce or freeze these payments. I am merely recommending
that we slow down the rate at which these payments increase
and these programs grow. ;

. Only a reduction in the growth 1n spending can keep
Federal borrowing down and reduce the damage to the private
sector from high interest rates. Only .a reduction in - .
spending can make it possible for the Federal Reserve
System to avoid an inflationary growth in the money supply -
and thus restore balance to our economy. A major reduction
in the growth of Federal spending can help to dispel the
uncertainty that so many feel about our economy, and put
us on the way to curlng our economic ilils.

If we do not act to slow down the rate of increase in
Federal spending, the United States Treasury will be legally
obligated to spend more than $360 billion in Fiscal Year
1976 ~-- even if no new programs are enacted. These are
not matters of conjecture or prediction, but again of simple
arithmetic. The size of these numbers and their implications
for our everyday life .and the health of our economic system
are shocking. . : .

I submitted to the last Congress a list of budget
deferrals and recislons. There will be more cuts recom- - o
mended in the budget I will submit. Even so, the level
of outlays for fiscal year 1976 1s still much too high.
_Not only is it too high for this year but the decisions
we make now inevitably have a major and growing impact on
expenditure levels 1in future years. This is a fundamental
issue we must jointly solve.

-5

The economic disruption we and others are experlencing
stems in part from the fact that the world price of petroleum
has quadrupled in the last year. But we cannot put all of
the blame on the oil-exporting nations. We in the
United States are not blameless. Our growing dependence
upon foreign sources has been adding to our vulnerability
for years and we did nothing to prepare ourselves for an
event such as the embargo of 1973 i -

During the 1960s, this country had a surplus capacity
of crude oil, which we were able to make available to our
trading partners whenever there was a disruption of supply.
This surplus capacity enabled us to influence both supplles
and prices of crude oil throughout the world. Our excess
capacity neutralized any effort at establishing an effective
cartel, and thus the rest of the world was assured of
adequate suppliles- of 0ll at reasonable prices.

In the 19608, our surplus capaclty vanished and, as a
consequence, the latent power of the oil cartel could emerge
in full force. Europe and Japan, both-heavily dependent on
imported oil, now struggle to keep thelr economles in
balance. Even the United States, which is far more self-
sufficient than most other industrial countriles, has bezn
put under serious pressure..‘

e

I am proposing a ‘program which will begin to restore
our country's surplus capacity in total energy. In this
way, we will be able to assure ourselves rellable and
adequate energy and help foster a new world energy stabllity
ror other major consuming nations.

But this Nation and, in fact the world must face the
prospect of energy difficulties between now and 1985. This
program will impose burdens on all of us with the alm of
reducing our consumption of energy and increasing pro-
duction. Great attention has been paid to considerations
of fairness and I can assure you that the burdens will not
fall more harshly on those less able to bear them.

I am recommending a plan to make us invulnerable to
cut-offs of foreign oll. It will require sacrifices.
But 1t will work. : - ' '

T have set the following national energy gcals to
assure that our future is as secure and productive as
our past:

—— Pirst, we must reduce oll imports by 1 million
barrels per day by the end cf thils year and by
2 million barrels per day by the end of 1977.
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-~ Second, we must end vulnerability to economic

-:'..disruption by foreign suppliers by 1985,

LU i)

Dm- uThird we must develop our energy technology
-and resources so that the United States has
the abllity to supply a significant share of

-+ ... the energy needs of the- Free World by the end
‘<. .: of this'century. - o
To attain these obJectives, we need immediate action
to.cut imports. .Unfortunately, in the short-term there
are only a. limited number:of actions which can increase
domestic sugply. I will _press ror all of them.

.1 urge quick action on legislation to allow commercial
.production at-the Elk H1lls, California, Naval Petroleum
-Reserve. In order that.we make greater use of domestic coal

resources, I am submitting amendments to the Energy Supply
and Environmental Coordination Act which will greatly
increase the number of power plants that can be promptly
converted to coal. - ) .

Voluntary conservation continues to be essential but

tougher programs are -also needed -~ and needed now. There-
fore, I am using Presidential powers to raise the fee on
all imported crude oil and petroleum products. Crude oil’
fee levels wlll be increased $1 per barrel on February 1,

by $2 .per barrel on March 1-and by $3 per barrel on April 1.
I will take action to. reduce undue hardship on any geo-
graphical region. The foregoing are interim administrative
-aetions. ' They will be rescinded when the necessary
1egislation is enacted.

To. that end, I am requesting the Congress té ‘act within
90 days“on a more compreherisive energy tax: program.-'It; N
includes: o oo
Excise taxes:and import: fees totalling $2 per

; barrel on product imports and on all crude oil.

- Deregulation of new natural gas and enactment of
a natural gas exclse tax. _ :

-~ Enactment of a windfall profits tax by April 1

to ensure that oil producers do not profit

unduly. At the same time I plan to take"

Presidential initiative to decontrol theé price :

of domestic crude oil on April 1. .

bl
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' ‘The sooner Conéress acts, the more effective: the oil
conservation program will be and the quicker the Federal
revenues . can be returned to our people. :

I am prepared to use Presidential authority to 1imit
imports, as necessary, to assure the suecess of this program.

I want you to know that before deeiding on my energy ’
conservation program, I considered rationing and higher
gasoline taxes as alternatives. Neither-would achieve

-~ the desired results and both would produce unacceptable

inequities.

A massive program must be initiated to increase energy
supply, cut demand and provlide new standby emergency
programs to achieve the independence we want by 1985.

The largest part of increased oil production must come
from new frontier areas on the Outer Continental Shelf
and from the Naval Petroleum Reserve No. 4 in Alaska. It
is the intentlon of this Adminiicraficn tc reove aheed with
exploration, leasing and production on those frontier
areas of the Outer Continental Shelf where the ‘environ-
mental risks are acceptable.

Use of our most abundant domestic resource -- coal --
i1s severely limited. We must strike a reasonable compromise
on environmental concerns with coal. I am submitting Clean
Alr Act amendments which will -allow greater coal use with-
out sacrificing our clean air goals. .

- I vetoed the strip mining legislation passed by the last
Congress. With appropriate changes, I will sign a- revised
version into law.

I am proposing a number of actions to energlize our
nuclear power program. I will submit legislation to

'expedite nuclear licensing and the rapid selection of sites

In recent months, utilities have cancelled or postponed
over 60 percent of planned nuclear expansion and 30 percent
of planned additions to non-nuclear capacity. Financing
problems for that industry are growing worse. I am there-
fore recommending that the one year investment tax credit
of 12 percent be extended an additional two years to
specifically speed the construction of power plants that
do not use natural gas or oll. I am also submitting
proposals for selective changes 1n State utility commission
regulations.
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To provide the critical stability for our domestic
energy production in the face of world price uncertainty,
I will request.legislation to authorize and require tariffs,
Import quotas or price. floors to protect our energy prices
at levels which will achieve energy independence.

Increasing energy supplies’ is not enough. We must also
take additional steps to cut long-term consumption. I
therefore propose: . . oo :

:%J 'Lezislation to make thermal efficiency standards

mandatory for all new buildings in the United States.

These standards would be set after appropriate
consultation with architects, builders and 1abor

= A new tax credit of up to $150 for those hOme
~ owners who install insulation equipment.

-- The establishment of an energy conservation
- program to help low income families purchase
‘insulation supplies : ‘ . -

-- Legislation to modify and defer ‘automotive

' pollution standards for 5 years to enable us
to improve new automobile gas mileage 40 percent
by 1980. ‘

These proposals and actions, cumulatively, can reduce
our dependence on foreign energy supplies to 3-5 million
barrels per day by 1985. To make the United States
invulnerable to foreign disruption, I propose standby
emergency legislation and a strateglc storage program of
1 billlon barrels of oil for domestic needs and 300 million
barrels for defense purposes.

I will ask for the funds needed for energy research
and development activities. I have established a goal of
1 million barrels of synthetic fuels and shale oil production
per day by 1985 together with an incentive program to achleve
it. oo

I believe in America's capabilities. Within the next
ten years, my program envisions: ) o,

-~ 200 major nuclear power plants,
-- 250 major new coal mines,
~= 150 major coal-fired power plants,

-~ 30 major new oll refineries,

S

4
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~=~ 20 major new synthetic fuel plants,
-=_ the drilling of many thousands of new 011 wells,
' == the insulation of 18 million homes,

=- and construction of millions of new automobiles,
‘trucks and buses that use much less fuel. o

~i‘§e can do it. In another crisis -- the one in 1942 --
President Franklin D. Roosevelt said this country would
build 60,000 aircraft. By 1943, production had reached
125, 000 airplanes annually.

If the Congress and the American people will work with
me to attain these. targets, they will be achleved. and g -
surpassed. o

FProm adversity, let us seize opportunity. Revenues of
some $30 billion from higher energy taxes designed to
encourage conservation must be.refunded to the American-
people in a manner which corrects distortions in our tax~
system wrought by inflation. . ; S

People have been pushed into higher tax brackets by
inflation with a consequent reduction in their actual
spending power. Business taxes are similarly distorted
because inflation exaggerates reported profits resulting
in excessive taxes. ,

Accordingly, I propose that future ‘individual income
taxes be reduced by $16.5 billion. .This will be done by
raising the low income allowance and reducing .tax rates.
This continuing tax cut will primarily benefit lower and
middle income taxpayers. P

For example, a typical family of four with a gross
income of $5,600 now pays $185 in Federal income taxes.
Under this tax cut plan, they would pay nothing. A faemily
of four with a gross income of $12,500 now pays $1, 260 in
Federal taxes. My plan reduces that by $300. Families
grossing $20,000 would receive a reduction of $210.

Those with the very lowest incomes, who can least
afford higher costs, must also be compensated. I propose
a payment of $80 to every person 18 years of age and
older in, that category. : ;

State and local governments will recelve $2 billion - .
in additional revenue sharing to offset thelr increased
energy costs.
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To offset inflationary distortions and to _generate
more economic activity, the corporate tax rate'will .be
reduced from 48 percent to 42 percent. .

Now, let me turn to the international dimension of the
present crisis. At no time in our peacetime history has
the state of the Nation depended more heavily on the state
of the world. And seldom if ever has the state of the
world depended more heavily on the state of our Nation.‘

The economic distress 1s global. We will not solve
it.at home unless we. help.to remedy the profound economic
dislocation abroad. World trade and monentary structure
provides markets, energy, food and vital raw materials --
for all nations. This international system is now in
Jeopardy. . U e v .

This Nation can be proud of significant achievements
in recent years in solving problems and crises. The Berlin
Agreement, the SALT agreements, our new relationship with
China, the unprecedented efforts in the Middle East -- are
immensely encouraging. But the world is not free from
- erisis. In a world of 150 natlions, where nuclear technology
i1s proliferating and regional conflicts continue, inter-
national security cannot be taken for granted.

S0 let there be no mistake about it: international
cooperation is a vital fact of our 1lives today. This is
not a moment for the American people to turn inward.
Hore than ever befére, our own well-being dépends on
America's determination and leadership in the world.

We are a great Nation -- spiritually, politically,
militarily, diplomatically and economically. America's
commitment to international security has sustalned the
safety of allies and friends in many areas -- in the
Middle East, in Europe, in Asia. Our turning away would
unleash new instabilities and dangers around the globe
which would, in turn, threaten our own security.

At the end of World War II, we turned a similar 5 "
challenge into an historlc achlevement. An old order was
in disarray; political and economic institutions were
shattered. In that period, this Nation and its partners
built new institutlons, new mechanisms of mutual support
and cooperation. Today, as then, we face an historic
opportunity. If we act, imaginatively and boldly, as we
“acted then, this period will in rétrospect be seen as one
of the great creative moments of our history.

The whole world 1s watching to see how we respond.

L -
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A -resurgent American economy would do more to restore
the confidence of the world in its own future than anything
else we can do.. The program that this Congress will pass
can demonstrate to the world that we have started to put
our own house in order. It.can show that this Nation is
able and willing to help other nations meet the common
challenge. . It can demonstrate that the Unlited States
will rulfill its reaponsibility as a 1eader among nations._

At stake is the future of -the industrialized democracles,
which have. perceived their destiny in ‘common and sustained
1t in common for 30 years.

- The developling nations are also at a tiurning pdint.
The poorest nations see their hopes of feeding ‘their hungry
and: developing their socleties shattered by the economic °
crisis. The long-term economic future for the producers’
of raw materials also depends on cooperative solutions.

Our relations with the Communist countries are a basic
factor of the world environment. We must seek to bulld a
long-term basis for coexistence. We will stand by our
principles and our interests; we will act firmly when
challenged. The kind of world we want depends on a broad

"policy of creating mutual incentives for restraint and

for cooperation.

As we move: forward to meet our ¥lobal ‘challenges and
opportunities, we must have the tools to do the Job~

Our military forces are strong and ready~ This
military strength deters aggression against our alliles,
stabilizes our relations with former adversariles and
protects our homeland. Fully adequate contventlional and
strategle forces cost many billions, but these dollars
are sound insurance for our safety and a more peaceful
world.

Military strength alone 1s not sufficlent.- Effective
diplomacy is also essential in preventing confllct and
building world understanding. The Vladivostok negotilatlons
with the Soviet Union represent a major step in’moderating
strateglc arms competition, My recent discussions with
leaders of the Atlantic Community, Japan and South Korea
have contributed to our meeting the common challenge.

But we have serious problems before us that requlre
cooperation between the President and the Congress. By
the Constitutlion and tradition, the execution of foreign
policy 1s the responsibility of the President.,
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12 THE WHITE HOUSE

In recent years, under the stress of the Vietnam War, FACT SHEET
legislative restrictions on the President's capability to
execute foreign and military decisions have proliferated.

As a member of the Congress, I opposed some and approved
ogh:is.ﬂ As Presigent I welcome the advice and cooperation
o e Hous . -

use and Senate ‘ THE PRESIDENT'S ECONOMIC AND TAX PROGRAH

But, if our fofeign policy is to be successful ﬁe
cannot rigidly restrict in leglslation the ability of the Background .
President to act. The conduct of negotiations is 111

Current Situation and Near term Outlook for the Economy
Major Elements of the Président's Economic

sulted to such limitations. For my part, I pledge this “ and Tax Program . . e e e
Administration will act in the closest consultations with ‘| > I. A $16 Billion Temporary Anti- Recession

the Congress as we face delicate situations and troubled Tax Reduction . . e e e e e e
times throughout the globe. , TI. Energy Conservation Taxes and "Fees . . e
II1I. Permanent Tax Reduction Made Possible by Energy
When I became President only five months ago, I promised . Taxes and Fees. . . e e e e e e e

the last Congress a policy of communication, conciliation, v “ IV. One Year Moratorium on New Fedéral ,
compromise and cooperation. I renew that pledge to the new Spending Programs .. . . . .« ¢ s 0 s 0 0 e e s
o V. Budget Reductions . . . . . . o « o o ¢ ¢ o0 .

members of this Congress.

Specific Proposals Announced by the President e e e e
I. Tem orary, Anti-Recession Tax Cut :

16 Billion . ... e e
America needs a new direction which I have sought to A.‘ Tax éut gor Individuals o $12 Billion-. ..

Tb sum up:

F:
»
o

chart here today -~ a change of course which will: - B. Temporary Increase in Investment Tax

-- put the unemployed back to work

-— 1ncrease‘rea1 income and preduction;

- restrain the growth of government spending,
-~ achieve energy independence, and
--"advance the cause of world understanding.

We have the ability. We have the know-how. In. parﬁ-'

. Credit of $4 Billiom .

1I. Energy Conservation Taxes and Fees'

A. AdministrativerActlons .
1.. 011 Import Fee . . .

3.

2. Crude 0il Price Decbntrol

3. Control of Imports . . Do
Taxes Proposed to the Congress . e
1. Petroleum Excise Tax and Import Fee

2. MNatural Gas Excise Tax .
3. Windfall Profits Tax .

.
-
.
.

. e

o« o

PR I

III. Permanent Tax Reductions and Payments to
’ Hontaxpayers made possible by Energy ‘Conservation

Taxe

s

= e s e e

.

nership with the American people, we will achieve these A, ‘Reductions for Indiv1duals of $16 .5 Billion.
objectives. A B. Resident1a1 Conservation Tax Credit
. : of §.5 Billion . . . .
As our 200th anniversary approaches, we owe it to C. Payments to Woncaxpayers of $2 B11110n . .
ourselves, and to posterity, to rebuild our political and D. Tax Reductions for Corporations

economic strength. Let us make America, once again, and 5 - of $6 Billion . . . . . « « . . . . -

for centurles more to come, what it has so long been =-- a
stronghold and beacon-1light of liberty for the world.
GERALD R. FORD

"THE WHITE HOUSE,

January 15, 1975.
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C. CEmergency Preparedness Actions , . . o ee .. b2
1. Strategic Petroleun Storage ‘
(Legislative) .. .. . .., ... ....4&2
2. Standby and Planning Authorities .
<Legki:sla.tive) T S X
. a. ‘Energy Conservation , . . .. ... . 43 o ' ax Progr
. Petroletm ATioacton. t vt Nt The President's Economic and Tax Progran
¢. End Use Rationing .., . . ., .. . . 43 T | -
'd. ‘Materials Allocation'. ... . . . .. ., 43 T ! '
e. Emergency Domestic Oil | A . . The President's State of the Union Address outlined the
, Profoerion Tmestic 0il s nation's current economic situation and outlook, and his

economic and tax program which are.designed:to wage a

Petroleum Inventory Regulation . e e
! ry Regulation 43 simultaneous three-front campaign against recession, in-

£,
II1. Actions Announced by the President to Meet

Long-term (Beyond 1985) Goals . . . . . ... . . . 43 flation and enerpy dependence.
%5 'gynthe;ic Fuels Program (Administrative) . . . 44 v - R
C! Enersy hosearch and Developmenc Progran' . . . 44 e T 4
. 2 ch and Developmen o . C : ‘
Administration (ERDA) . .p.‘gF. R ) The U.S. economy 1is faced witid the closely linked problems
: - S I of inflation and recession. During 1574, the econouy
Table Summarizing Impacts of Rear- and Mid-term experienced the highest rate of inflation since Torld
Actions on Petroleum Consumption and Imports . . . . . 45 Uar II. Late in 1574, when a récession set in, unemploy-
L - < ment roge sharply.to over 7 percent, the hirhest level
in 13 years. » : T -

Vi tTw

INTERNATIONAL ENERGY POLIC’ N A :: \RR } . .
. : Do Y AND FINANC¥NG‘ARRANGEMENTS Accelerated inflation had its roots in the policies-of the

Background . . . . . . Y Y past and several recent developrments not subject to 1.S.
. ' control. Specifically: -

U.8. Position . . . , . . ;'.-;..'. . i . 46 - -
o . : T - ; et - Excessive Federal spending and lending for-owver
Actions’ Taken by 0il Consuming Nations . ... . . . . . 46 a decade and too much noney and credit growth. -
Other U.S. Actions and Proposals . . . . . . . .. . . 47 --  Unusually poor harvests contributed heavily to
. . R S woild-wide food shortages and escalating food
prices. e ‘

-- Ylorld petroleur: product ‘pricés increased ,
dramaticelly due to the Arab nations' enbarco
on shipnents of oil to the U.5., the quadru-
pling of the price of crude oil by the OPEC
nations, and their sharo reductions in
crude oil production to mairntain hisher prices.

n » JIicher ener~y prices were passed through in

the prices of other products and services.

-- The decline in U.S. domestic producticn of oil
and natural gas that bezan in the 1%52's also
4 - contributed to higher enersy prices.
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- An economic boom occurred simuitaneously in
the industrialized nations of the world.

e There were two international devaluations of the
dollar.

Inflation contributed strongly to the forces of recession:

— The real purchasing power of workers' paychecks
was redqced.

—— Inflation also reduced consumer confidence,
contributing to the most severe slump in
consumer purchasing since World War II.

- Inflation forced interest rates to very high levels,
draining funds out of financial institutions that
supply most mortgage loans and thus" sharply reducing
construction of homes..

- Federal Government spending and lending programs,
accounting for over half the funds ralsed in
capital markets, reduced the amount of money
avallable for capital investments needed to raise
productivity and increase living standards.

CURRENT SITUATION AND NEAR-TERM OUTLOOK

The economy is now in a full-fledged recession and unemploy-
ment will rise further. Inflation continues at a rapid pace
and the need to take immediate steps to conserve energy will
further complicate the problem initilally.

There are no instant cures. A careful and balanced policy

approach is required. It will take time to yield full results.

There is, however, no prospect of a long and deep economic
downturn on the -scale of the 1930°'s.
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MAJOR ELEMENTS OF THE PRESIDENT'S LCONOMIC AND TAX PROGRAM

I. A §16 Billion Temporary, Anti-Recession Tax
ReductIon. This major reductIon In taxes proposed
For Individuals and businesses is designed to
restore consumer confidence and promote a recovery
of production and employment., The recession is
deeper and more widespread than expected earlier,
but the tax reduction -- together with the easing
of monetary conditions that has already taken
place -- will support a healthy economic recovery.
The tax reduction must be temporary to avoid
excessive stimulus resulting in a new price
explosion and congested capital markets. The
temporary nature of the reduction is consistent
with the lon%-term economic goals of achieving
and maintaining reasonable price stability and
raising the share of national output devoted to
saving and capital formation.

II. Enerpy Taxes and Fees. Energy excise taxes and
Tees on petroleum and natura% gas will reduce use of
these energy sources and reduce the nation's need
for importing expensive and insecure foreign oil.
Removal of price controls from domestic crude oil
(together with other energy actions) will encourage
domestic oil production. A windfall profits tax
would recover windfall profits resulting from
crude oil decontrol., Energy taxes and fees are
expected to raise $30 billion in new Federal
revenues on an annual basis.

III. Permanent Tax Reduction !lade Possible By Energy
Taxz2s and Fees. The $3C 5IIlion annual revenue
Tom energy conservation excise taxes and fees
and the windfall profits tax on crude oil would
be returned to the economy through a major tax
cut, a cash payment for non-taxpayers, and direct
distribution to governmental units. Tax reductions
are designed to go mainly to low-and middle-income
taxpayers., '
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One Year Moratorium on New Federal Spending Programs.
The moratorium on new spending programs proposed by
the President will permit the Federal Government to
move toward long-term budget responsibility and to
avoid refueling inflation when the economy begins
rising again.

Budget Reductions. The President will propose
Significant spending reductions in his Fiscal
Year 1976 Budget. The reductions total more than
$17 billion, including $7.8 billion savings from
reductions proposed last year and $6.1 billion !
from the 5 percent ceiling to be proposed on
Federal employee pay increases and on Federal
benefit programs that rise automatically with
the Consumer Price Index. . '
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SPECIFIC PROPOSALS ANNOUNCED BY THE PRESIDENT:

I. <A Temporary, Anti-Recession Tax Cut of $16

-zvyBillion. The President proposed a temporary,
"tax reduction of approximately $16 billion to

- provide prompt stimulus to consumer spendlng
and business investment. The tax cut is
divided 75 percent to individuals and 25 percent
to ¢orporations, which is approximately the
ratio that individual income taxes bear to
corporate income taxes. The cuts would be:

A, A Tax Reduction for Individuals of $12 Billion.

1. Individuals will receive .a cash refund
equal to 12 percent of ‘théir 1974 tax
liabilities, as reported on thelr 1974 tax
returns now being filed, up to a limit of
$1,000. Married couples filing separately
would receive a maximum refund of $500 each.

2. The: temporary reduction will be a uniform
. 12 percent for all taxpayers up to about the
- $41,000 income level where the $1,000 maximum
takes effect, and will then be a progres-
sively smaller percentage for taxpayers above
that level, .

3. The refund will be paid in two equal
installments in 1975 with payments of the
. first installment beginning in May and the

second in September.

4, The proposal does not affect in any way
the manner in which taxpayers complete and
file their 1974 tax returns. They will file
and pay thelr tax in accordance with exlsting
law, without regard to the tax reduction.
Later they will receive thelr refund checks

. from the:Internal Revenue Service. Because

<:n@. changes in deductions and other such ltems
are involved, the Internal Revenue Service

will be able to determine the amount of the

- refund and mail the checks without requiring
further forms and computations from taxpayers.
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5., The effect of the tax refund can be
illustrated for a family of four as follows:

$ 5,000
7,000
16,000
12,500
15,000
20,000
40,000
50,000
60,000
100,000
200,000

Present i Proposed : Percent
Tax Refund Saving

$ 98 $ 12 -12.0%
bo2 48 ~-12.0%

867 104 -12.0%
1,261 151 ~-12.0%
1,699 204 -12.0%
2,660 319 ~12.0%
7,958 955 .12.0%
11,465 1,000 - 8.7%
15,460 1,000 - 6.5%
33,340 1,000 : -~ 3.0%
85,620 1,000 . - 1.2%

Although the taxpayer will not figure his own
refund, it is a simple matter for him to
anticipate how much the Internal Revenue
Service will be sending him, by calculating
12 percent of his total tax 1llabllity for the
year (on Form 1040 for 1974, it is line 18,
page 1, and on Form 1040A, line 19).

A Temporary Increase in investment Tax Credit
for Business and Farmers of $U billion.

1. There will be an increase for one year in
the investment tax credit to -12 percent for

all taxpayers, including utilities (which
presently have, in effect. a i percent credit).
Utilities will continue to recelve a 12 percent
credit for two additional years for qualified
investment in electrical power plants other
than oll-or gas-fired facilities.

2.  This-increase in the credit will provide
benefits of $4 billion in 1975 to immediately
stimulate job-creating investment. (In view
of the need for speedy enactment and the
temporary nature of the increased credit,
this change does not include the basic re-
structuring of the credit as proposed on a
permanent basis in October, 1974.)

[
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3. With respect to utilities, it includes a
temporary increase in the amount of credit
which may be used to offset income tax.

Under current law, not more than 50 percent
of the income tax 1iability for the year may
be offset by the investment credit. Since
many utilities have credits they have been
unable to use because of this limitation,
under this proposal utilities will be permit.-
ted to use the credit to offset up to 75 per-
cent of their tax liability for 1975,

70 percent for 1976, 65 percent for 1977, and
so on, until 1980, when they will in five
annual steps have returned to the 50 percent
limitation applicable to industry generally.
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4. The 12 nercent credit will apply to
property placed in service during 1975 and
to property ordered during 1975 if placed

in service before the end of 1975. The
credit will also be available to the extent
of construction, raconstruction or erection
of property by or for a taxpayer during
1975, without regard to the date ultimately
placed in service, Similar rules will apply
to investment in electrical power plants other
than oil-or gas-fired facilities for which
§g§712 percent credit will continue through

II, Ener Conservation Taxes and Fees. Lnergy taxes
and %

ees, In conjunction with domestic crude oil

price decontrol and the proposed windfall profits
tax, would raise about $30 billion on an annual
basis. The fees and taxes and related actions
(discussed more fully in Part Two of this Fact
Sheet) include:

A,

Administrative Actions,

1. Import Fee -- The Prasident is acting
immedTately within existing authorities to
increase import fees on crude oil and
petroleum products. These new import fees
will be modified upon passage of the
President's legislative package.

(a) Import fees on crude oil and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
HMarch 1; and another $1 effective April 1,
for a total increase of $3.00 per barrel.
Currently existing fees will also remain

in effect,
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(b) FEA's “0ld Cil Entitlewments' program will
be utilized to spread price increases on crude
among all refiners, and to lessen dispropor-
tionate rerional elfects, such as New England,
or in any specific industries ox areas of
human need where oil is essential.

(¢) As of Tebruary 1975, product imports
will cease to be covered by FEA's '0ld 0il
Entitlenents' program. In order to overcome
any severe regional impacts that could be
caused by large fees in import dependent
areas, imported products will receive a fee
rebate corresponding to the benefit which
would have been obtained under thatbprogram.
The rebate should be aprroximately $1.00 in
February, $1.40 in March, and $1.00 per
barrel thereafter.

(d) The import fee program will reduce
imports by an estimated 500,000 barrels
per day and generate about é400 million
per month in revenues by April.

2. Crude 0il Price Decontrol -- To stimulate
domestic production and Ffurther cut demand,
steps will be’ taken to remove price controls
on domestic crude oil by April 1, 1975,
subject to congressional disapproval as
provided by B4(g) of the Emergency Petroleum
Allocation Act of 1973.

3. Control of Imports -- The energy conservation

measures to be Imposed administratively out-
lined above, the energy conservation taxes
outlined below and other energy conservation
measures covered in Part Two below, will be
supplemented by the use of Presidential power
to limit oil imports as necessary to fully
achieve the President's goals of reducing
foreign oil imports by one million barrels

a day by the end of 1975 and by two million
barrels before the end of 1577.
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Taxes Proposed to the Congress. The President
asked the Congress to pass within 90 days a
comprehensive energy conservation tax progran
which will raise an estimated $30 billion in
revenues on an’ annual basis. The taxes proposed

are:

1. Petroleum Excise Tax and Import Fee -- An
excise tax on all cdomestic crude o 17of 32 per
barrel and a fee on imported crude oil and
product inports of $2 per barrel.

2. Hatural Gas Excise Tax -- An excise tax
on natural cas of 37¢ per thousand cubic feet
(mcf), the equivalent on a Btu basis to the
$2 per barrel petroleum excise tax and import

fee.
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3. Uindfall Profits Tax -- To ensure that
the end of controls on crude oil prices

does not result in one sector of the

economy benefitting unfairly at the expense
of other sectors, a windfall profits tax
will be levied on the profits realized by
producers of domestic oil. This tax is
intended to recapture excessive profits
which would otherwise be realized by
producers as a result of the rise in
international oil prices. This tax does

not itself cause price increases, but simply
recaptures the profits from price increases
otherwise induced. It will, together with
the income tax on such profits, produce
revenues of approximately $12 billion.

In. aggregate, the windfall profits tax is
sufficient to absorb all the profits that
would otherwise flow from decontrolling oil
prices, plus an additional $3 billion. More
specifically the tax will operate as follows:

(a) A windfall profits tax at rates graduated
from 15 percent to 90 percent will be imposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial "adjusted base price" will be

the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust for
subsequent increased costs and higher price
levels generally. Each month the bases will
be adjusted upward on a specified schedule,
which will gradually raise the adjusted base
price to re%lect long-run supply conditions
and provide the incentive for new investment
in petroleum exploration. Percentage deple-
tion will not be allowed on the windfall

nrilits tex Liavilicy.
(b) The windfall profits tax rates will be

applied to prices per barrel in excess of
applicable adjusted base prices as follows:
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Portion of price per Amount of tax
barrel in excess of
base and subject to tax

Less than $d.20 ' 15% ‘of amount
within bracket
$0.20, under $0.50 $0.03 plus 30% of
““amount within bracket
$0.50, under $1.20 $0.12 plus 60% of
‘ - amount within bracket
$1.20, under $3.00 ~ $0.54 plus 80% of
‘ amount within bracket
$3.00 and over $1.98 plus 90% of

amount within bracket

(¢) The windfall profits tax does not include
a ¥plowback® provision  mnor does it contain
exemptions for classes of productlon or
“producers. It does, however, ;nclude the
limitation that the amcunt subject to tax may
not exceed 75 percent of the net income from
the barrel of crude oil. The tax will be
retroactive to January 1, 1975:

(d) The windfall profits tax reduces the
base for the'depletion'allowanCe.

¢

III.
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Permanent Tax Recductions and Payments. to :ion-
Taxpayers flade Possible by Energy Conservation

Taxes.

Of the 330 billion in revenue raised annually by
the prorosed conservation taxes outlined above,
about 35 billion is paid by governments through
the higher costs of energy in their purchases.
This $5 billion includes:

-+ $3 billion by the Federal government.
%2 billion by state and local rsovernrments,

The President is preposing to the Congress that
32 billion of the revenues be paid to State and
local governments, pursuant to the distribution
formulas applicable-to general revenue sharincz.
The other $25 billion will be returned to the
economy mostly in the form of tax cuts. As in
the case of the temporary tax reduction, this
permanent change will be divided between indi-
viduals and corporations on a 75-25 pércent
basis, about $1¢ billion for individuals and
about $6 billion for cornorations. Specifically,
this would include:

A. Peductions for Individuals ih 1975 --

Tax cuts for individuals will be zchieved in two
ways: (1) through an increase in the Low Income
Allowance and (2) a cut in the schedule of tax
rates. In this way, tax-paying individuals will
receive a reduction of avproximately $16 1/2
billion, with proportionately larger cuts going
to low-and middle-income families. The Low
Income Allowance will be increased from the
present $1,300 level to $2,530 for joint returns
and %2,000 for single returns. That will bring
the level at which returns are nontaxable to
what is approxinately the current ''poverty level
of 35,500 for a family of 4. 1In addition, the
tax rates applicable to various brackets of in-
come will be reduced. The aggregate effects of
these changes are as follows:

45-417 O - 75 -3
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(1575 Levels)
($billions)
Adjusted T Iﬁcoﬁé'Tax Amount of Percentage
Gross Incone DPaid-Under Income Tax : Neduction in
Class :  Present Law Deduction Income Tax
(3000) e ies To o eareseces
C - 3 3 - .25 -83.3%
3 - 5 - 1.3 - 1.20 -65.7
5 - 7 4.0 - 1.96 49,0
7 - 190 3.5 - 3.38 -386.0
10 - 15 21.¢9 - 4,72 -21.6
15 - 20 22.8 - 2.70 -11.2
20 - 50 44 .4 - 2,15 - 4.2
50 - 109 13.5 - .11 - 0.5
100 and over 13. - .03 - 0.2
Total 139.9 -16,50% -12.6

*Does not include payments to nontaxpayers

The effect of these tax changes can be illustrated
for a family of 4, as follous: ’

Adjusted Present llew Tax Percent
Gross Incone Tax I/ Tax Saving Saving
$ 5,600 $ 135 $ 0 $135 100.0%
7,000 402 110 292 72.6
10,000 867 518 349 40,3
12,500 1,261 561 300 23.¢
15,000 1,699 1,473 221 13.9
29,000 2,660 2,450 219 7.¢
30,0090 4,930 4,337 151 3.C
40,000 7,958 7,323 1390 1.6

I/ Calculated assuming Low Income Allowance or

itemized deductions equal to 17 percent of
income, whichever is greater, :

B. Residential Conservation Tax Credit (Discussed

in the Energy Section of this ract Sheet). The
President seeks legislation to provide incentives

to .aomeowners for makinz thermal efficiency improve-
ments, such as storm windows and insulation, in
existing homes. This measurz, along with a stepped-up
public information program, could save the equivalent
of over 530,000 barrels of oil per day by 1935. Under
this legislation:
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1. A 1% percent tax credit retroactive
to January 1, 1975 for the cost of certain
improvements in thermal efficiency 1in
residences would be provided. TaX credits
would apply to the first $1,000 of
expenditures and can be claimed during
the next three years.

2. At least 18 million homes could qualify
for these tax benefits, estimated to total
about $500 million annually in tax credits.

Payments to Nontaxpayers of $2 billion.
The final component of the 319 villion

‘distribution to individuals is a distribu-

tion of nearly $2 billion to nontaxpayers

and certain low-income taxpayers. For this
low-income group, a specilal distrivution o?
$80 per adult will be provided, as follows:

1. . Adults who would pay no tax.even without
the tax reductions in A above, will recelve
$80.

2. Adults who recelve less than $80 in such
tax reductions will recelve approximately the
difference.

3. Persons not otherwise filing returns but
eligible for these speclal distributlions 4
will make application on simple forms provide
by the Internal Revenue Service on which they
would furnish their name, address, soclal
security number, and income.

4, For purposes of the special distribution,
tadults” are individuals who during the

year are at least 18 years o0ld and who

are not eligible to be claimed as a
dependent under the Federal income tax laws.

. Since most taxpayers will receive their
5975 income tax reductlons in 1975 through
reductions in withholdlng on wages and
estimated tax payments, the special distribu-
tion to non-taxpayers and low-income
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taxpayers will also begin in 1975.
It 1s anticipated that disbursement,
based on 1974 income can be made in
the summer of 1975.

D. Tax Reductions for Corporations. The
corporate rate will be reduced by 6
percentage points, effectively lowering
the corporate rate from 48 percent to
42 percent for 1975. The resulting
benefit in 1975 1is estimated at about
$6 billiion. .

Moratorium on New Federal Spending Programs.

The President announced that he would propose

no new Federal spending programs except for “
energy. He also indicated that he would not

hesitate to veto any new spending programs

passed by the Congress. The need for the

moratorium is demonstrated by preliminary

FY 1976 Budget estimates:

Fiscal Years Percent Change

1974 1975 1976 75/7 76775

Revenues 264.9 280 303 5.7% 8.2%

Outlays 268.4 314 34 17 & 11.1%
Deficit ~35 32-3% 55—87 - -

NOTE: Estimates for 1975 and 1976 are subject to
a variation of $2 bi” lion in the final budget.

Budget Reductions.

The budget flgures shown above assume that
significant budget reductions proposed by

the Preslident are effected. Including re-
ductions proposed 1in a series of speclal
messages sent to the last session of Congress.
these budget reductions total more than $17
billien. Of this total, over $6 billion will
result from the proposed 5% ceiling on Federal
pay. increases and on those Federal benefit
programs that rise automatically with the
Consumer Price Index.

-
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The foilowing summarizes reductions in 1976 spending
to be included in the upcoming budget:

(Outlays

o ’ in billions)

Effect of budget reductions —
proposed last year (including

administrative actions) . . . . . $8.9

Amounts overturned by the

Congress e e e e e e e e e -1.1
Remaining savings . . . . . 7.8

Further reductions to be proposed:

Ceiling of 5% on Federal pay
and programs tied to the

CPL . v & v v v v o o o o 6.1
Other actions planned . . . 3.6
Total reductions . . . . 17.5
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The following lists those programs to which the
5% ceiling will apply and shows spending amounts
for them:

Effect of 5% Ceiling on Pay Increases
and Programs Tied to CPI :
(Fiscal year estimates; Dollars in billioms)

1376 Outlays Difference
. 1975 itNott th 1975-1976
Programs Affected Outlays ceilling ceiling (with ceiling)
Social security .. 64.5 74.3 71.8 +7.3
Railroad
retirement .... 3.0 3.4 3.3 . +0.3
Supplemental
Security
Income ....... - 4.7 5.5 5.4 +0.7

Civil service
and nilitary

retirement . . .

payments ..... 13.5 16.2 14.9 +1.4
Foreign Service '

retirement ... 10 .1 .1 ' *
Food stamp

program ...... 3.7 3.9 3.6 -0.1
Cnild

nutrition .... 1.3 1.8 1.6 +0.3

Federal salaries:

dAilitary ..... 23,2 23.1 22.5 -0.7
Civilian ..... 35.5 38.9 38.0 +2.5
Coal niner
benefits ..... 1.0 1.0 1.0 *
Total ..... 150.5 168.2 162.1 +11.7

* Less than $50 million.

The 57 ceiling will take into account increases
that have already occurred since January 1, 1975.
Under the plan, after June 30, 1276, adjustments
would be resumed in the same way as before the
establishment of the 5% ceiling. However, no
catchup of the increases lost under the ceiling
would take place.
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SUMMARY OF THE BUDGET IMPACT HE y ]
ANRARY oF THE BUDGET OF THE NEW TAXES AND FEES

The following table summarizés t
he estimated
impact, on a full-year-effective basis, o o e anadget

changes proposed by the f the tax and related
and energy Situatigns: President to deal with the economic

Revenue Raising Measures

Estimated Amounts
($ pIT1Tons)

01l exc¢ise tax and import fee

Natural gas excise tax I g i;g
Windfall Profits tax +12
Total 30
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Estimated Amounts

Revenue Disbursing Mecasures — (5 billions
Energy rebates:
Income tax cuts, individuals -16 1/2
Residential tax credit - 1/2

Hontaxpayer distribution -
Corporate tax cut -6

2

State and local governments 2
Federal government costs 3
Subtotal -30

Temporary economic stimulus: ‘
Individual tax refunds -12
Investment credit increase -4
Subtotal -16
Total Revenue Disbursing Measures 46

The tax and related changes will go into effect at different
times, but all of them during the year 1975:

The energy conservation taxes are proposed
to go into effect April 1.

The increase in import fees would go into
effect

- 81 per barrel February 1.
- To $2 per barrel Marcha 1.

- To $3 per barrel, if the energy taxes
have not been enacted, April 1.

The windfall profits tax on crude oil would
be effective as of January 1, 1975. First
payments of the tax would be made in the
third quarter.

The permanent tax cuts for individuals and
cornorations made possible by the revenues
from the energy conservation taxes would be
effective as of January 1, 1975. The changes
in withholding rates for individuals are
expected to g0 into effect on June 1. The
withholding changes will be adjusted so that

a8

12 months reduction is accomplished in the .

7 months from June through December.
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- The tax credit for energy-saving improvements
to existing residences would go into effect
as of January 1, 1975.

- The special distribution to nontaxpayers is
expected to be pald out in the summer of
1975.

~-  The $2 billion distribution to State and
local governments would be effective with
the second quarter of 1975.

- The temporary anti-recession tax cut for
individuals will be paid out in two
installments, in the second and third
quarters.

--=  The one-year increase in the investment
tax credit becomes effective retroactively
to January 1, 1975.

The timing of the various changes suggests a pattern of
direct budget changes as follows. The timing of the

economlc stimulus or restraint will depend, as well, on

such factors as the indirect effects of the budget changes,
the timing of the pass--through of higher energy costs to .
final users, the extent to which the changes are anticipated.
and a varlety of monetary and financial developments that
arise out of these changes.

Timing of Direct Budget Impact
($ billions)
Calendar Years L
1975 1976 e

T IF I iV S & SR & SN 4
Energy Taxes +0.2 ¥§.1 ¥12.6 7.6 *7.6 ¥7.5 "+7.5 +7.5

Return of Energy
Revenues to Economy

Tax Reduction .0 -3.2 9.0 -9.0 5.6 -7.9 -6.3 6.4

Nontaxpayers - 2.0 -2.0

S&L Gov'ts .0 ~0.5 -~ 0.5 -.0.5 -0.5 ~0.5 -0.5 -0.5

Federal Govt. .0 .0 -0.8 -0. -0.8 -0.7 -0.8 -0.
Temporary Tax Cut .0 -~6.1 =-'7.9 =0.6 ~0.8 -0.9 0 0

Net Effect +0.2 -5.7 -17.6 -3.2 -0.1 -2.5 2.1 ~0.1
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INFLATION IMPACT

Both major parts of the tax package require inflation
impact analysis. The exclse taxes on crude oil and
natural gas, combined with the tariff and decontrol of
prices of both “0ld’ oill and new natural gas, wlll add
to the general price level immediately. The consumer
price index is expected to rise by about two percent
when these tax and price increases go into effect.
However, thils increase has a one-time impact on the
price level that, with exceptions in some areas, should
not add materlally to inflationary pressures in future
years.

The inflationary impact of the $16 billion anti-recession
tax cut 1s more difficult to assess. While some eco-~
nomists may argue that a tax cut will add to the rate

of inflation during the year ahead, others would contend
that under present esonomic conditions, with unemploy--
ment high and many factories operating well below
capacity, the predominant effect of the tax cut will

be to stimulate spending, and that additional :spending
will have only a slight impact on prices.

Whatever the precise price impact of this $16 billion

tax cut during 1975, the most important fact about 1t
from the standpoint of inflation is that it is temporary.
With the recession still under way, the rate of inflation
will be coming down -~ 1t will be too high, but never-
theless moving in the right direction.: After the economy
gets well into recovery, however, too-much stimulus would
be sure to reverse the slowing of the inflation rate and,
indeed, start a new acceleration. Thus_ the tax stimulus
must be temporary rather than permanent.

The President has declared a moratorium on new Federal
spending programs for thls same reason. Budget expen-
ditures are rising rapidly this year, in part, because
of programs to aid the unemployed. That.is acceptable
and highly desirable in a recession to relieve the
burden on workers who are affected.:- It is also
desirable because spending under those programs

phases out as the economy recovers and unemployment
falls.. The increased Federal spending 1s only temporary.

Over the long-term, however, both Federal spending and
lending have been rising much too fast, a fact that
accounts for a substantial part of our current economic
problems. A new burst of expenditure programs cannot
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help the Nation recover from the current recession -~ the
impact would come much too late -- but it would surely do

much inflationary harm as the economy returns to prosperous
conditions in the years ahead. Therefore, at the same

time that taxes are being reduced to support a healthy
recovery, policies that would revive inflationary pressures
must be avoided after the recovery 1s underway.. The size

of currently projected Federal budget deficits precludes
introduction of new spending programs now that would raise
inflationary pressures later. For this reason, the President
requested that no new 'spending programs, except as needed

in the energy area, be enacted so that we can regain control
of the budget over the long-run and permit a gradual return
to reasonable price stability. '

PRESIDENTIAL PROPOSALS OF OCTOBER 8, 1974 RESUBMITTED FOR
CONGRESSIONAL ACTION

In addition to the comprehensive set of economic and
energy policles discussed in the State of the Union
Message, the President asked that the new Congress
pass quickly certain legislative proposals originally
requested in his October 8, 1974, message. Those
proposals would:

1. Remove restrictions on the production of
rice, peanuts, and extra-long-staple cotton.

2. Amend P.L. 480 to walve certain restrictions
on shipments of food under that Act to needy
countries for national interest or humanitarian
reasons.

3. Amend the Antitrust Civil Process Act to strengthen
the investigation powers of the Antitrust Division
of the Department of Justice.

L, Eliminate the U.S. Withholding tax on foreign
portfolio investments to encourage such
investment.

5. Allow dividends pald on qualified preferred
stock to be an authorized deduction for de-
termining corporate income taxes to lncrease
incentives for raising needed capital in the
form of equity rather than debt.

6. Create a National Commission on Regulatory
Reform and take prompt action on other reforms
of regulatory and administrative procedures
that will be recommended in the future.
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Strengthen our financial institutions and
provide '‘a new tax incentive for investment
"in residential mortgages.

The President's Enerny Procran

" Permit more competition between diffefent;'
(including enerzy taxes and fees)

"modes of surface transportation (The Surface .
Transportation Act). .

The President's State of the Union Address outlined the Iiation's
energy outlook, set forth national energy policy objectives,
and described actions he is taking immediately and indicated

Amend the Employment Act of 1946 to make o
explicit“the>goal of price stability.
(Substitute “to promote maximum employ-

ment, maximum production, and stabllity - proposals he is asking th a
of the general price levél‘ in place of P § the Congress to pass.
the present language, ‘to promote maximum BACKGROULTD

employment, production and purchasing

0y .
power. W) v . ‘ : y . Over the past two years, progress has been made in conserving

energy, expanding energy RED and improving Federal government
energy organization. Despite such accomplishments, we have
not succeeded in solving fundemental problems and our iational
energy situation is critical. Our reliance on foreign sources
of petroleum is contributing to both inflationary and reces- '
sionary pressures in the United States. World econoumic
stability is threatened and several industrialized nations
dependent upon irported oil are facing severe economic
disruption. ‘

¥ith respect to the U.S5. enersy situation:

--  Petroleum is readily available from foreigm
sources -- but at arbitrarily hich prices,
causing massive outflow of dollars, and at
the risk of increasins our llation's vulnera-
bility to severe econouic disruption should
another embargo be imposed.

- Petroleum imports remain at high levels
even at present hich prices.

- ~omestic oil production continues to
decline as older fields are depleted and
new fields are years from production; .8
million barrels per day in 1574 compared
to $.2 million in 1973.

- Total U.S5. petroleum consumption is
increasing, although at slower rates
due to hizher prices.

v ~- ilatural sas shortages are forcing curtailment of
supplies to many industrial firms and denial of
service to new residential customers. (14%
expected this winter versus 7% last year.) This
is resulting in unemployment, reductions in the
production of fertilizer needed tc increase food
suprlies, and increased denand for alternative
fuels -- primarily imported oil.
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- Coal production is at about the same level as in
the 1930's.

— Nuclear energy accounts for only 1 percent of total
energy supply and new plants are beilng delayed,
postponed or cancelled.

- Overall energy consumption 1s beginnlng to increase
again.

- U.S. vulnerability to economic and social impact
from an embargo increases with higher imports and
will continue to do so until we reverse current
trends, ready standby plans, and increase petroleum
storage.

Economic impacts of the four-fold increase in OPEC oil
prices include:

- Heavy outflow of U.S. dollars (and, in effect,
Jobs) to pay for growing oil imports - about
$24 biliion in 1974 compared to $2.7 billion
in 1970.

- Tremendous balance of payments deficits and
possible economlc collapse for those nations
of Europe and Asia that must depend upon
expensive 1mported oil as a primary energy
source.

-— Accumulation of billions of dollars of surplus
revenues in oil exporting natlons -- approxi-
mately $60 billion in 1974 alone.

. ENERGY OUTLOOK

II.

Near--Term (1975-1977): 1In the next 2-3 years, there are
THIY 2 Tew steps that can be taken to increase domestic

energy supply particularly due to the long lead time for
new production. 01l imports will thus continue to rise

unless demand is curbed.

Mid.-Term (1975-1985): 1In the next ten years, there is
greater flexibility. A number of actions can be taken

to increase domestic supply, convert from foreign oil

to domestic coal and nuclear energy. and reduce demand --
if the Nation takes tough actlons. Vulnerabllity to an
embargo can be eliminated.
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III. Long-Term (Beyond 1985): Emerging energy sources can
play a bigger role in supplying U.S. needs =- the results
of the Nation's expanded energy research and development
program. U.S. independence can be maintained. New
technologles are the most significant opportunity for
other consuming nations with limited domestic resources.

NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED BY
THE PRESIDENT -

I. Near-Term (1975-1977): Reduce oil imports by 1 million
barrels per day by the end of 1975 and 2 million barrels
by the end of 1977, through immediate actions to
reduce energy demand and increase domestic supply.

(A) With no action, imports would be about 8 million
barrels per day by the end of 1977, more than
20 percent above the 1973 pre-embargo levels.

(B) Acting to meet the 1977 goal will reduce imports
below 1973 levels, assuring reduced vulnerablility
from an embargo and greater consumer nation
cooperation.

(C) More drastic short-term reductions would have
unacceptable economic impacts.

II. Mid-Term (1975-1985): Eliminate vulnerability by
achleving the capacity for full energy independence
by 1985. This means 1985 imports of no more than
3-5 million barrels of oll per day, all of which can
be replaced immediately from a strategic storage
system and managed with emergency measures.

(A) With no action, oil imports by 1985 could be
reduced to zero at prices of $11 per barrel or
more -- or they could go substantially higher
if world oil prices are reduced (e.g., at $7
per barrel, U.S. consumption could reach
24 million barrels per day with imports of
above 12 million, or above 50% of the total.)

(B) The U.S. anticipates a reduction in world oil
prices over the next several years. Hence,
plans and policies must be established to
achleve energy independence even at lower
prices -- countering the normal tendency to
Increase imports as the price declines.
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(C) Actions to meet the 1985 goal will hold imports
.- to no more than 3--5 million barrels per day. '
even at $7 per barrel prices. Protection agdainst
an embargo of the remalning imports can then be
handled most economically ‘with storage and -
standby emergency measures.

Long-Term (Beyond 1985): Within this century, the U.S.
should strive to develop technology and energy resources

.to enable it to supply a significant share of the

Free World's energy needs.

(A) Other consuming nations have insufficient fossil
fuel resources to reach domestic energy
self--sufficiency.

(B) The U.S. can agaln become a world energy supplier

and foster world energy price stability -- much
the same as the nation did prior, to the 1960's
when it was a major supplier of world oil.

Principles: Actions to achieve the above national
energy goals must be based upon the following
principles: :

- Provide energy to the American consumer at the
lowest possible cost consistent with our.need
for secure energy supplies, -

- Make energy decisions consistent with our overall
econgmic goals. . . :

~$w; Balance environmental goals with energy require-

ments.

e Rely upon the private sector and market forces
as the most efficient means of achieving the:
. Nation's goals, but act -through the government
where the private sector 1s unable to achieve
our goals. -

- Seek. equity among all our citizens in sharing
of benefits and costs of our energy program.

~-- . Coordinate our energy policies, with those of
other consuming nations to promote interde-
pendence, as well as independence.
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ACTIONS ALSMUSCER L 02Y Y &k 1ESITLIT

I.  ACTIONS AWIOUNCED oY ©HE PPESIDEUT 7O MEET
HEAR--TLRI GOALE (1975-T077y "~

To meet the national ;0als, the President outlined a com:
prehensive program of legislative proposals to the Congress
vhich he requested be enacted within 90 days and administra-
tive actions that he will begin implementing irmediately.
The legislative package is more effective and equitable than
the administrative program, but the Presicent indicated that
the seriousness of the situation derianded irmediate action.
These actions will reduce overall enercy demand, increase
donestic production, increase conversion to coal, and reduce
oil inports. They include:

(A) Aduinistrative Actions

1. Iuport Fee -- Because of the seriousness
of the problem and because time is required
for Congressional action on his legislative
proposals, the ’resident is acting irmediately
within existing authorities to increase the
liport fees on crude oil and netroleun
products. These new iwport fees would be
vodified upon passage of the “resident's
legislative pachage.

. (a) Import fees on crude oil and petroleun

. products under the authority of the Trade Expan-
sion Act of 1962, as amended, will be increased
by $1 effective February 1, 1975, an additional
51 effective ifarcih 1; and another $1 effective
April 1, for a total increase of $3.30 per
barrel. Currently existing fees will also
reizain in effect. B

(b) FzA's "01d 0il Zntitlements' prorran
will be utilized to spread price increases
on crude among all refinhers and to lessen
disproportionate regional effects, par-
ticularly in the liortheast.

(c) As of February 1975, product inmports
will cease to be covered by FLA's "0ld Cil
Entitlenents’ progran. In order to overcome
any severe regional impmacts that could be
caused by large fees in inport dependent
. areas, inported products will receive a
rebate corresponding to the benefit which
would have been obtained under that

prograri. The rebate should be approxirately
$1.00 in February, $1.40 .in ‘farch, and $1.89
per barrel in April.

(d) This import fee progran would reduce
imports by about 500,000 barrels per day.

In April it would generate about 5407 million
rer nonth in revenues.

45-417 O - 75 - 4
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Backup Import Control Program -- The energy
conservation measures and tax proposals

will be supplemented by the use of Presidential
power to limit oil imports as necessary to
achieve the near-term goals.

Crude 04l Price Decontrol -- To stimulate
production and further cut demand, steps
will be taken to remove price controls

on domestic crude oil by April 1, 1975,
subjJect to congressional disapproval as
provided by B4(g) of the Emergency
Petroleum Allocation Act of 1973.

Increase Public Education on Energy
Conservation -~ Energy Resources Council
will step up its efforts to provide infor-
mation on energy conservation methods and
benefits., -

(B) Legislative Proposals

1.

Comprehensive Tax and Decontrol Program --
e Presldent asked the Congress to pass
within 90 days a comprehensive legislative

package which could lead to reduction of
oil imports of 900,000 barrels per day

by 1975 and 1.6 million barrels by 1977.
Average oil prices would rise about $4.00
per barrel of $.10 per gallon. The package
which will raise $30 billion in revenues

on an annual basis includes:

(a) Windfall Profits Tax -- A tax on all
domestic crude oill to capture the windfall
profits resulting from price decontrol.
The tax would take 88% of the windfall
profits on crude oil and would phase out
over several years. The tax would be
retroactive to January 1, 1975.

(b) Petroleum Excise Tax and Import Fee --

An excise tax on all domestic crude oil

of $2 per barrel and a fee on imported

crude oll and product imports of $2 per
barrel. The new, administratively established
import fee of $3 on crude 0il would be reduced
to $2.00 and $1.20 fee on products would be
increased to $2.00 when the tax is enacted.
The product import fee would keep the excise
tax from encouraging foreign refining and

the related loss of jobs to the U.S.

3.
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(¢) New Natural Gas Deregulation -- Remove
Federal interstate price regulation on new
natural gas to increase domestic production
and reduce demand for scarce natural gas
supplies.

( @) Natural Gas Excise Tax -- An excise

tax on natural gas of 37¢ per thousand

cublc feet (mef), which 1s equivalent

on a Btu basis to the $2 per barrel petroleum
excise tax and fee, This will discourage
attempts to switch to natural gas and acts

to reduce natural gas demand curtailments.
Since the usual results of gas curtailments
is a switch to oil, this will limit thg
growth of o1l imports.

Elk Hills Naval Petroleum Reserve. The .
President is asking the Congress'to-perTi
production of the Elk Hills Naval Petroleum
Reserve (NPR #1) under Navy control.
Production could reach 160,000 barrels 1
per day early in 1975 and 300,000 barrids
per day by 1977. The oil produced wou

be used to top off Defense Department
storage tanks, with the remainder sold

at auction or exchanged for refined ¢
petroleum products used by the Departmen
of Defense.. Revenues would be used to .
finance further exploration, developmen
and production of the Naval petroleum
reserves and the strategic petroleum
storage. .

version to the Use of Domestic Coal.
Co: eres ent 1s asking the Congress to
amend the Clean Air Act and the Energy
Supply and Environmental Coordination
Act of 1974 to permit a vigorous program
to make greater use of domestic coal to

" reduce the need for oil. This program

would reduce the need for.oil imports

by 100,000. barrels per day in 1975 agd
300,000 barrels in 1977. These amend-
ments would extend FEA's authority to
grant prohibition orders from 1975 toh
1977, prohibit powerplants early in g e
planning process from burning oil an %asé
extend FEA enforcement authority from 197
to 1985, and make clear that coal burning
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installations that had originally planned
. to convert from coal to oil be eligible
for compliance cate extensions. It would
give EPA authority to extend compliance
dates and eliminate restrictive regional
environuental limitations. A plant could
convert as long as its own emissions do
not exceed ambient air quality standards.

ACTIOLS AULIOUIICED BY TXZ PRESIDENT TO EET ifID-TCRI
GOALS ¢

1875-19C

These actions are designed to meet thé goal of achieving

the capability for energy independence by 1935. -The actions
include measures to increase domestic energy production
(including measures to cope with constraints and strike

a balance between 'environmental and energy objectives),
reduce energy demand, and prepare for any future emercency
resulting from an embargo.

(A) Supply Actions

1. Haval Petroleum Reserve Ho. 4 (Lemislative
8roposa;§ -~ The President is asking the
ongress to authorize the exploration, de-
veloprnient and production of PR-%4 in Alaska
to provide petroleum for the domestic economy,
with 15-20% earmarked for military needs and
strategic storage. The reserves in (iPR-4
which are now largely unexplored could pro-
vide at least 2 million barrels of oil per
day by 1985. Under the legislative pronosal:

(a) The President ‘would be authorized to
explore, develop and produce IIPR-4.

(b) The Government's share of production
(approximately 15-20%) would be used to
help finance the strategic storagze system
and to help fulfill military petroleum
requirenments. Any other receipts go to

the United States Treasury as miscellaneous

receipts. .

4,
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OCS Leasins (Administrative) -- The President
reaffirmed hls Intentior to continue an
agoressive Cuter Continental Shelf leasing
policy, including lease sales in the Atlantic,
Pacific, and Sulf of Alaska. Decisions on
individual lease sales will await completion
of appropnriate environmental studies. In-
creased 0OC3 leasinz could add domestic pro-
ducticn of 1.5 million barrels of oil and
additional supplies of natural gas by 1935.
There will be close cooperation with Coastal
states in their planning for possible increased
local developient. Funding for environmental
studies and assistance to States for planning
has been increased in FY 1975.

Reducinz Doriestic Enerry Price Uncertaint
égeiiszatIVé QroEosa;E —-TerisIation w
e regueste authorizing and requiring the
President to use tariffs, import quotas,
imgort price floors, or other measures to
achieve domestic energy price levels
necessary to reach self-sufficiency goals.
This legislation would enable the President
to cope with possible large-scale fluctua-
tions in world oil prices.

Clean Air Act Amendments (Lezislative’

Yoo -- In addItion to the emendments
outlined earlier for short-term goals, the
Presidént is asking for other Clean Air
Act amendinents needed for a balance between
‘nivironmental and energy goals. These

yclude:

\a@) Legislative clarification to resolve
protlems resulting from court cecisions
with respect to sirnificant air quality
deterioration in areas already meeting

_health and welfare standards.

(b) Extension of compliance dates throuzh
1985 to implement a new policy resarding
stack gas scrubbers -- to allow use of
intermittent control systems in isolated
power plants through 1935 and requiring
other sources to achieve control as soon
as possible.
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(c) A pause for 5 years (1977-1981 model
years) for nationwide auto emission standards
at the current California levels for hydro-
carbons (0.9 grams per mile) and carbon
monoxide (7 ' grams per mile), and at 1975
standards (3.1 grams per mile) for oxides

of nitrogen (with the exception of California
which has adopted the 2.0 standard). These
standards for hydrocarboris (HC) and carbon
monoxide (CO) are more stringent than now
required nationwide for 1976 model year's
cars, The change from the levels now

required for 1977-1981 model years in the

law will have no significant impact on

air quality standards, yet they will facilitate
attainment of the goal of U0% increase in

auto fuel efficiency by the. 1980 model year.

( @) EPA will- shortly begin comprehensive
hearings on emission controls and fuel
economy which will provide more detailed
data for Congressional consideration.

Surface Mining (Legislative proposal) --

The Fres‘dent is asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamation and
environmental protection and our need to
increase domestic coal production substan-
tially over the next ten years. The proposed
legislation will correct the problems which
led to the President's veto of a surface
mining b1ll last year.

Coal Leasin {Administrative) -- To assure
rapld production from exlsting leases and to
make new, low sulfur coal supplies available,

the President directed the Secretary of the
Interior to:

(a) Adopt legal diligence requirements to
gssure timely production from existing
eases, )

( b) Meet with Western Governors to explore
regional questions on economic, environmental
and soclal impacts assoclated with new Federal
coal leases.

(c) Design a program of new coal leasing
consistent with timely development and
adequate return on public assets, 1f proper
environmental safeguards can be provided.
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Electric Utilities -- The President 1s asking
the Congress for legislation concerned with
utilities. In recent months, 60%
of planned nuclear capacity and 30% of non-
nuclear capacity additions have been postponed
or cancelled by electric utilities. Flnancing
problems are worsening and State utility
commission practices have not assured recovery
of costs and adequate earnings. The transition
from oi1l and gas-fired plants to coal and nuclear
has been slowed greatly =-- contributing to

" pressure for higher oil imports. Actions

involve:

(a) Uniform Investment Tax Credit (Legislative) --
an increase in the Investment tax credit to
eliminate the gap between utilities and other
industries -- currently a 4% rate applies to
utilities and 7% to others.

(b) Higher Investment Tax Credit (Legislative) --
An increase In investment tax credit for all

“industry, including utilities, for 1 year --

to 12%. The 12% rate would be retained for
two additional years for all power plants
except o0il and gas--fired facilities.

(¢) Preferred Stock Dividend Deductions

. (Legislative) -- A change 1In tax laws applica-

ble to all industries, including utilities,
which allows deductions of preferred stock
dividends for tax purposes to reduce the
cost of capital and stimulate equity rather
than debt financing.

(d) Mandated Reform of State Utility Commission
Processesngegislativgy -- The legislation
would selectively reform utility commission
practices by: (1) setting a maximum limit
of 5 months for rate or service proceedings;
(2) requiring fuel adjustment pass-throughs,
including taxes: (3) requiring that con-
struction work in progress be included in a
utility's rate base; (4) removing any rules
prohibiting a utility from charging lower
rates for electric power during off-peak
hours: and (5) allowing the cost of pollu-
tion control equipment to be included 1n

the rate base.

(e) Energy Resources Council Study
(AdministratiIve) -~ Review and report to the
President on the entire regulatory process
and financial situation relating to electric
utilities and determine what further reforms
or actions are needed. ERC will consult
with State utility commlssions, governors,
public utilities and consumers.
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b, uuclear rower -~ To accelerate the growth of
nuclear power which supplies only one percent
of our energy needs, the President is pro-
posing, in addition to actions nutlined above:

(a) Lxpedited Licensing and Sitine (Legislative)
A ituclear Facility Licensing Act to assure more
rapid siting and licensing of nuclear plants.

(b) 1976 By.dlé.e?t_ Increase (Lepislative) --
An increase of 41 nilTion in aprropriations
for nuclear safety, safeguards, and waste

nanagenent,

9. kEnergy Facilities Siting (Legislative) --
fegislation would reduce energy facility siting
bottlenecks and assure sites for needed facili-

ties with proper land use considerations:

{a) The legislation would require that states
have a comprehensive and coordinated process
for expeditious review and approval of energy
facility applications; and state authorities
which ensure that final State.energy facility
decisions cannot be nullified by actions of
of local governments. i

(1) Provision for owners of eligible facilities
or citizens to sue States for inaction.

(¢) Provide no Federal role in making case by
cage siting deciglons for the States.

(B) ' Energy Conservation Actions

The President announced a nunber of energy con-
gervation neasurss to veduce demand, including:

1. Auto Gascline Uileape Increases {(Administrative) --

The Secretary of iransportation nas
obtained writter: agreements with each of
the major domestic autonobile nanufacturers
which will yield a 40 percent luprove-
ment in fuel efficiency on a weighted

3v. .
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average for all new autos by 1980 model year,
Thesa agreements gre contingent upon relaxation
of Clean ‘Air Act auto emission standards. The
agreement provides for interim goals, Federal
qonitoring and public reporting of progress.

Building Thermal Standards (Legislative) ==
The President is asking Congress for legislation

to establish national mandatory thermal (heating
and cooling) efficilency standards for new homes
and commercial buildings which would save the
equivalent of over one-half million barrels of
oil per day by 1985, Under this legislation:

" (a) The Secretary of Housing and Urban Develop-

ment shall consult with engineering, architectural,
gonsumer, labor, industry, and government repre-
sentatives to adyise on development of efficlency

standards.

(5) Thermal standards for one and two-family
dwellings will be developed and implementation
would begin within one year. New minimum
performance standards for energy in commercial
and residential buildings would be developed

and implemented as soon thereafter as practicable.

(¢) Standards would be implemented by State
and local governments throﬁgh‘local building
codes, ce

(d) The President also directed the Secretary
of Housing and Urban Development to include
enepgy conservation standards iIn new moblle
home construction and safety standards.

gesidengial Conservation Tax Credit -~

e President is asking Congress for legislation
to provide incentives to homeowners for making
thermal efficiency improvements in existing
homes. This measure, along with a stepped-up
public information program, could save the
equivalent of over 500,000 barrels per day

by 1985. Under this legislation:

"(a) ,A 15 percent tax credit retroactive to
January 1, 1975 for the cost of certain improve-
ments in thermal efficiency 1n residences would
be provided, Tax credits would apply to the
rirst $1,Q000 of expenditures and can be claimed
during the next three years. .

‘(b) Improvements such as storm windows, and
insulation, would,gualify for the tax credit.
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Low-Income Energy Conservation Program

(Leglslative) -~ The President iIs proposing
1eg§slation to estdblish a Low~Income Energy
. Conservatlon Program to offer direct subsidies

to low-income and elderly homeowners for certailn

_.energy ‘conservation improvements such as insula-

tion.. The program is modeled upon a successful
pilot program in Maine. ’

(a) The program would be administered by FEA,
under new legislation, and the President 1s
requesting supplemental appropriations in 1975
and $55 million in fiscal year 1976

ol

(b) Acting through the States, Federal funds

'b.vwould be provided to purchase materials.

Volunteers or community groups could 1install
the materials.

4

Appliance Efficiency Standards (Administrative) --

- The President directed the Energy Resources

Council to develop energy efficiency goals for
major appliances and to obtain agreements

within six months from the majJor manufacturers
of these appllances to comply with the goals.

The goal is & 20% average imprdvement by 1980
for all major appliances, including air condi-
tioners, refrigerators and other home appliances.
Achlevement of these goals would save the
equivalent of over one-half million barrels of

011 per ‘day by 1985, If agreement cannot be

reached, the President will submit legislation
to establish mandatory appliance efficlency
standards

A lia e and Auto Efficiency Labelling Act
(L g

egislative). ~- The President wlll ask the
Congress to enact a mandatory labelling bill to
require that energy efficiency labels be placed
on new appliances and autos.

Emergency Preparedness

The President announced that comprehensive energy
emergency legislation will be proposed encompassing
two maJor components. :

l;

- Strategic Petroleum Storage (Leglslative) --

Development of* an energy storage system of one
billion barrels for domestic¢ use and 300 million
barrels for,military use. The legislation will

‘3“PP1¥,

v(e) gincrease‘production-of domestic oil; and

%)
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authoriza the goveﬁnmert ‘£0o purchase and pre

pare the ‘storage facilitles {(zalt domes or steel

.tanks), while complex institutionald questions
are resolved and before oil for storage 1is

actually purchased. FEA 'will develop the over-
all program . in cooperatlon with the Department

of: the' Interior: and the Department of Defense.
- A11 engineering, planning, and environmental
»r.studlies would be completed within one year.

The 1.3 billion barrels willl not be complete
for some years, since time’ is required to

purohase, prepare, and rill the facilities.
) Standby and Planning Authorities (Legislative) --

The President is requesting & set of emergency
standby authorities to be used to deal with
any significant future energy shortages. These
authorities would also enable: .the United States
to fully implement the agreement onr an Inter-
national Energy Program’ petween the United
States and other nations' signed on November 18,

‘1974. 'This legilslation would include the
Aauthority to:

(a) Implement energy conservation plans to

reduce demand for energy;

{b) allocate petroleum prpﬂucts and establish
: price controls for allocated produtts;

(c) ration fuels among end users;

(d) =allocate materials needed for energy
production where such materials may be in short

i

{(f) regulate petroleum invéntories.

III. ACTIONS ANNOUNCED BY THE PRESIDENT TO MEET LONG-TERM
GOALS (BEYOND. 1985) -

D 1982

The expanded research and development ‘program on which the
nation is embarked will provide the basis for increasing
domestic energy. supplies and maintaining energy independence,
It will alseo make it possible in the long run for the U.S. to
export energy supplies and technology to others in the free

world. Important elements are:




4)

®
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Synthetic Fuels Program (Administrative) -- The

resident announced a llational SynthetIs Fuels
Commercialization Program to ensurc at least one
uillion barrels per day equivalent of synthetic fuels
capacity by 1935, using technologies now nearing
cormercial application.

\

1. Synthetic fuel types to be considered will
include synthetic crude from oil shale and a
wide range of clean solid, liquid, and gaseous
fuels derived from coal.

2, The Prozram would entail Federal incentives
(possibly including price guarantees, purchase
agreements, capital subsidies, leasing pro-
grams, etc.), granted competitively, and would
be aimed at the production of selected types
of gaseous and liquid fuels from both coal and
oil shale.

3. The program will rely on existing legislative
authorities, including those contained in the
Federal Fon-lluclear Energy Research and Develop-
ment Act of 1974, but new legislative authori-
ties will be requested if necessary.

Energy Research and Development Program -- In the
current fiscal year, the Federal Government has

greatly increased its funding for energy research

and development programs. These Federal programs

are a part of a much larger national energy R & D
effort and are carried out in cooperation with industry,
colleges and universities and others. The President
stated that his 1976 Budget will continue to empha-
size these accelerated programs which include research
and the development of technology for energy conserva-
tion and on all forms of energy including fossil

fuels, nuclear fission and fusion, solar and geothermal.

Energy Research and Development Administration -- (ERDA).
The President has signed an Executive Order which
activates, effective January 19, 1975, the Energy
Research and Development Administration. EPDA will
bring together in a single agency the major Federal
energy R & D programs waich will have the responsibility
for leading the national effort to develon technolog

to assure that the U.S. will have an ample and secure
supply of enersgy at reasonable prices. EPDA con-
solidates major R & D functions previously handled

by the AEC, Department of the Interior, llational

Science Foundation and Environmental Protection Agency.
ERDA will also continue the basic research, nuclear
materials production and weapons programs of the AEC.
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IMPACTS O NEAR AND MID~TERM
ACTIONS OMN PETROLEUM CONSUMPTION AND IMPORTS

NEAR TERM PROGRAIM

(MMB/D)
1575 1977
CONSUMPTION IF NO NEW ACTIONS 8.0 183
IMPORTS IF NO NEW:ACTIONS 6.5 8.0

IMPORT SAVINGS

Less Service Savings by Short-term 1975 1977
Actions:
Producticn from Elk Hills 0.2 0.3
Coal Conversio 0.1 0.3
Tax Package 0.9 1.6
TOTAL IMPORT SAVINGS 1.2 2.2
REMAINING IMPORTS 5.3 5.8

MID-TERM PROGRAM

CONSUMPTION IF NO NEW ACTIONS
IMPORTS IF NO NEW ACTIONS

23.9 MMB/D
12.7 MMB/D

Less Savings Achieved by
Following Actions:

OCS Leasing

NPR-4 Development

Coal Conversion

Synthetic Fuel Commercialization
Auto Efficiency Standards
Continuation of Taxes

Appliance Efficiency Goals
Insulation Tax Credit

Thermal Ztandards

Total Import Savings by Actions
Remaining Imports
Less:

Emergency Storage
Standby Authorities

1935 IMPACT
ON IMPORTS

4.7

- W
~N o

NET IMPORT VULNERABILITY
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INTERNATIONAL ENERGY- POLICY AND FINANOING ARRANGEMENTS

BACKGROUND

The cartel created by the Organization or Petroleum
‘Exporting Countries (OPEC) has Successfully increased:
thelr governments' price for exports of oil from’
approximately $2 per barrel in mid-1973 to $10 per
varrel today. Even after paying for their own increased
imports, OPEC.rnations will report a surplus of over

$60 billion in 1974, which-must be invested. 01l

price increases have created serious problems for ‘the
world economy. Inflation pressures have been inten
sified. Domestic. economies have been’ disrupted
Consuming nations have been reluctant -to bortow to
finance their oil purchases because of current
balance of payments risks and the burden of future
interest costs and:the repayment’ of massive debts.
International economic relations have been distorted -
by the large flows of capital and uncertainties
about the future.

1.

U.S. POSITION
The United States belietes that -the increased price of
oil is the major international economic problem, and-.has:
proposed a.comprehensive program-for reducing the current
exorbitant price. 011 importing nations must cocperate
to reduce consumption and accelerate the development .of
“new sources of energy in order to create the economic
conditions ‘for a lower oil price. However, ‘until the
price ofoll does decline, international ‘stabllity must
be protected by financing facilities to assure oll
importing nations that financing will be availdble on
reasonable terms to pay for their oil imports.” The
United States is active in developing these- financing
programs. Once a cooperative progrém for energy- con-
servation and resource developmerit andvthe interim .
financing arrangements are agreed upon, it will be’
possible to have constructive meetings- with the oil
producers. .

ACTIONS TAKEN BY OIL CONSUMING NATIONS ) .
The oil consuming nations have already created the
International Energy Agency to coordinate ‘conservation ©
and resource development programs and policles for
reacting to any future interruption of oil exports

by producing nations. The four major elements of .
this cooperative program are:

N
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An emergency sharing arrangement to immediately
reduce member vulnerability to actual or threatened
embargoes by producers :

A long-term cooperative program to reduce member -
nation dependence on imported oil,

A comprehensive information system designed to
improve our knowledge about the world oil market
and to provide a basis for consultatlions among
members and individual companies and

A framework for coordinating relations with producing
nations and other 1less developed consuming countries.

The International Energy Agency has been established as
an autonomous organization under the OECD. It is open

to all OECD nations willing and able to meet the obli-
gatlions created by the program. This international -
agreement establishes a number of conservatileon and energy
resources development goals but each member is-.left: free
to determine -what domestic measures to use im achieving
the targets. This flexibility enables the United States
to coordinate our national and international energy goals.

OTHER U.S. ACTIONS AND PROPOSALS

The United States has alse supported programs for pro-
tecting international stability against distorting,
financial flows created by the sudden increase. of oil
prices. Although the massive surplus of export earnings
accumulated by the producing nations will have to be
invested in the oll consuming nations, it is unlikely
that these investments will be distributed so as to
match exactly the financing needs of individual impor-
ting natlons., Fortunately the existing complex of .
private and official financial institutions has, in the
case of the industrialized countries, been- effective

in redistributing the massive oil export earnings to
date. However, there 1s concern that some individual
industrialized nations may not be able to continue to
obtain needed funds at reasonable interest rates and
terms during the transition perlod until supplies are
increased, conservation efforts reduce oil imports and
the price of o1l declines. Therefore the United States
has supported various proposals for reshuffling the
recycled funds among oll consuming nations, including:
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Modification of International Monetary Fund (IMF)
rules to permit more extensive use of existing
IMF resources without further delay;

Creation of a financial solidarity facility as

a “'safety net' for participating OECD countries
that are prepared to cooperate in an effort to
increase conservation and energy resource develop-
ment actions to create pressure to reduce the
present price of oil; -

Establishment of a special trust fund managed by
the IMF which would extend balance of payments
assistance to the most seriously affected develop-
ing nations on a concessional basis not now possible
under IMF rules. 'The United States hopes that o1l
exporting nations might contribute a major share .
of the trust fund and that additional resources might
be provided through the sale of a amall portion of
the IMF's gold holdings in which the difrerential
between the original cost of the gold ‘and the
current market price would be added to the truat
rund ~and ; ]

An increase in IMF quotas which would make more
resources available in 1976,

These proposals will be discussed at ministerial level®
meetings of the Group of Ten, the IMF Interim Committee
and the International’ Monetary Fund/International Bank
for Reconstruction and Development Committee in
Washington; D.C. January 14 to 17.

In these meetings, the United States will continue to
press 1ts views concerning the fundamental importance’

of international cooperation‘to achieve necessary con-
servation and energy resources development goals as a
basis for protecting our national security and underlying
economic strength. .

STATEMENT OF THE HONORABLFE WILLIAM F. SIMON
SECRETARY OF THE TREASURY
- BEFORE THF HOUSE WAYS AND MEANS COMMITTEE
WASHINGTON, D.C., WEDNESDAY, JANUARY 22, 1975

It is a privilege to appear hefore this Committee as you
begin the work of the 94th Congress. During the next two years,
vyou will be considering many of the most significant issues
facing the United States. There will be times when we will
differ on those issues, but as in the last Congress, I want
to work with you as closely as possible to ensure that those
who are served best are those whom we all serve, the people
of this countrv. Toward that end, I pledge to this Committee
the full cooperation of my office and of all who work at the
Treasury Department.

President Ford, after considerable studv and consultation,
has proposed to the Congress an integrated and comprehensive
program in both the economic and energy fields. In my view,
the President's program represents the best means of dealing
with those problems. In working with you, my first objective
will be to obtain swift passage of legislation that is neces-
sary to carry out our program. .

.The occasion for my appearance this week is to discuss
two items: First, the President's tax proposals. and their
impact on the economy; and secondly, the need to raise the
federal debt limit. With the consent of the Committee, 1
propose to discuss the first of these items today and to ad-

dress the second tomorrow.

The President's program is designed to deal with three
basic and urvent problems:

ws-zoo
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--inflation;
--recession; and,
--energy independence.

These problems are difficult and complex, and their

solutions will also be difficult and complex. To some extent,

the remedies work at cross purposes with each other. The
answers are neither black nor white, but matters of balance
and judgment.

Some say we can't- solve all these problems, at least
not all at the same time. I believe we can. The President

believes we can, and has charted the course to do it. Indeed,

we have no other choice, for the penalty for inaction could
be frightening. We will ultimately be held responsible for
the results, no matter what the pollsters say today about
our approach.

The proposal for a temporary tax reduction to stimulate
the economy has the very highest prioritvy and we urge that
you enact it immediately, even if that means separating it

from the other elements of the President's proposals. However,

all of the elements in the pronosal are interrelated and,
therefore, I need to deal with them all here today.

“Inflation.

Inflation, like interest, tends to compound. It reached
an annual rate of more than 127 in 1974, the highest level
in peacetime history. The damage has been extensive. The
lifetime savings of many have shriveled in real terms.
Interest rates have risen to all time highs, with adverse
effects on the livelihoods of millions, on the opportunity
for families to own their own homes, and on the ability of
others to start or stay in business. The uncertainties cre-
ated by inflation undermined the confidence of both consumers
and investors, with consequent damage to jobs and to the new
investment and increased productivity which are required to
stem inflation. I do not believe that our economic system,
as we know it, could long survive such a trend. In 1919,

J. M. Keynes wrote:

"There is no subtler, no surer means of overturning
the existing basis of society than to debauch the
currency. The process engages all the hidden forces
gf economic law on the side of destruction, and does
it in a manner which not one man in a million is
able to diagnose."
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I'm told that statement was a follow-up by Keynes on a simi-
lar remark of Lenin, to the effect that inflation could destrov
capitalism.

Inflation is popularly said to be caused by ''too much
money chasing too few goods." That is an oversimplification,
but it captures the essential truth.

There have been many causes for this inflation, but, in
my opinion, the biggest single factor has been a prolonged
period of large government deficits, including the off-budget
lending and loan-guarantee programs.

The momentous growth in federal expenditures and federal
deficits has been truly startling. It took 186 years for the
federal budget to reach $100 billion, a line it crossed in
1962, but then only nine more years to reach $200 billion, and
only four more years to break the $300 hillion barrier. Reve-
nues, of course, have not kept up with expenditures, so that
when we close the books on fiscal year 1975, we will have had
budget deficits in 14 of the last 15 vears--and the accumulated
debt for that period alone will exceed $130 billion.

There can be no doubt about the inflationary impact of
such huge deficits. They added enormously to aggregate demand
for goods and services and were thus directly responsible for
upward pressures on the price level. Heavy borrowing by the
federal government has also been an important contributing factor
to the persistent rise in interest rates and to the strains
that have developed in money and capital markets--a subject
I will address in more detail tomorrow. Worse still, contin-
uation of budget deficits has tended to undermine the confidence
of the public in the capacity of our government to deal with
inflation. In short, when the federal budget runs a deficit
year after year, especially during periods of high economic
activity such as the ones we have enjoyed over the past decade,
it becomes a major source of economic and financial instability.
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When the government runs a deficit--when it spends more
than it receives--it must borrow to make up the difference.
Under our modern monetary system, that kind of borrowing
almost always results, sooner or later, in the creation of
too much money. It seldom results in the commensurate
creation of additional goods and services.

Government borrowing does not necessarily require the
immediate creation of too much money, for the government
can borrow existing money in the private capital markets.
To that extent, it competes with private demands for capital, ’
preempts funds that would otherwise be used for private in-
vestment and, in a perlod of strong private demand, causes
interest rates to rise. ’

If government borrowing in the private capital market
grows so large that it threatens to dry up credit for private
borrowers or causes abrupt changes in interest rates, the
Federal Reserve customarily steps into the market and pur-
chases government honds for its own account. The Federal
Reserve pays for that purchase not with money already in the
system, but by setting up a new credit balance on its bhooks.
That almost immediately causes the total money supply to
increase by several times the amount of the credit. In this
way, the financing of large deficits causes the money supply
to increase substantially, which creates more inflation.
This has been a major part of the inflation explosion over
the past decade.

In times of recession, private borrowing typically
slackens as businessmen have fewer needs for credit. If
additional government deficits simply take up that slack,
it does not jeopardize the needs of the private sector and
does not drive up interest rates. In the current recession,
however, there may be less slackening in private demands
than usual because of the high debt-equity ratios that have
become typical, the general illiquidity of business, the
inability of corporations to raise capital in the equity
markets, and the necessity to finance inventories and capital
goods at inflated prices.

1Y we cannot finance t*= deficit within the recession
induct slack in the capit: markets, then we shall have a
credit “shortage" that will drive up interest rates signif-
icantly. The Federal Reserve could prevent that only by
significantly increasing the supply of money. As we assess
that situation, we must remember, too, that what appears to -
be slack at the moment may disappear as business bounces back

65

-5 -

and its demand for credit returns to normal. When the reces-
sion is over, and goods and services have returned to their
original pre-recession levels, if the money supply'hgs been
significantly increased, we shall have created additional

inflation.

There is no way to escape the basic dilemma presented
by large government deficits. On the one hand, if the def-
icits cause a significant increase in the money supply, we
shall have further inflation. On the other hand, if defi-
cits are not permitted to increase the money supply, we must
be prepared to endure tight credit and high interest rates.

This is a very difficult circle to break. -The only
solution is to take a long-term view and resist the tempta-
tion to deal with each painful aspect of the cure as a crisis
to be solved by short-term remedies, i.e., by more deficits.

A most important tool in beating inflation is increased
productivity. We need to encourage and facilitate conduct
that will increase the supply of goods and services, so that
the increased money supply that will surely flow from these
deficits will be chasing an amount of goods and services that
has also increased. Just getting back to pre-recession lev-
els of goods and services is obviously not enough.

Recession.

We are presently in a full-fledged recession. It is in sub-
stantial part attributable to our inflationary excesses. It
is the hangover that follows the revelry.

One of the major factors in the current recession is
the decline in the housing industry, which is a key component
in our economy. The housing industry is especially vulnera-
ble to high interest rates, and was thus hard hit when infla-
tion caused interest rates to rise ‘to all time highs. Thus,
so far as housing goes, it is inflation itself which caused
the recession. We cannot expect the housing industry to
regain its full health until we get inflation under better
control.
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It is tempting to believe that housing can be helped by
driving down interest rates through a more rapid increase in
the supply of money. That does not work in an inflationary
climate, however, because the increase in the money supply
further increases inflationary expectations, sometimes with
a lag and sometimes almost immediately, and thereby sends
interest rates not lower, but higher. Thus, housing is hurt,
rather than helped, by such policies.

In the same way, inflation was a major factor--perhaps
the major factor--in demolishing consumer confidence. Polls
taken by the Survey Research Center at the University of
Michigan show that the precipitous decline in consumer con-
fidence began when prices started hitting new peaks--
well before the effects of the recession were clearly felt.
While the recession has driven confidence even lower, it was
inflation that pushed it over the brink. This loss of con-
sumer confidence has caused the biggest drop in
consumer purchases since the Second World War and is a sig-
nificant part of the current recession.

Some part of the recession is also attributable to the
program to bring inflation under control. When we embarked
on that program, we knew that it would dampen economic activ-
ity, for that is an inevitable side effect of the process of
slowing inflation. The principal tool in winding down infla-
tion has been a policy of monetary restraint, which was in
effect most of last year. If the money supply had been per-
mitted to increase fast enough to accommodate all of the
price increases we were experiencing, the additional money
would have caused the prices to spiral even faster. Thus,
it was necessary to slow down the rate of growth in the money

supply. Whenever that is done, some are caught in the crunch.

Those are the hard trade-offs. Inflation causes dis-
locations. And stopping inflation causes additional disloca-
tions. Dislocations cause the economy to fall off.

To cure our economic problems, we will have to adminis-
ter the medicine continuously over a period of years. We
are a long way from full recovery. And we have to watch the
patient carefully all the while, because the side effects of
the medicine are strong and we may need to adjust the pre-~
scription from time to time.
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67

Our goal must be to keep a balance. We want to do as
much as we can to stop inflation without unduly hampering
economic activity. At the same time, we all recognize today
that recession has become a much more serious problem, caus-
ing widespread hardships and unemployment. Moreover, it has
developed more rapidly and has been steeper than anyone
expected. It is apparent that under these circumstances we
must shift the balance of our policies more heavily in the
direction of fighting the recession. The President's recom-
mendations for a temporary tax cut are designed to ensure
that the recovery we expect in the middle months of the year
is sharper and stronger than would otherwise be the case. '

We can and must have recovery from the current recession,
but we must do that in a way that does not lead to an over-
heating of the economy again. We will lose the
opportunity to achieve stable economic growth if we switch
to excessively stimulative policies. That has been the repet-
itive pattern over the past decade. Every time the economy
showed signs of hesitation, there was a pronounced shift to
stimulative monetary and fiscal policies.

One of the best examples occurred only a short time ago.
After a rapid acceleration in the rate of inflation during
the late 1960's, a program of fiscal and monetary restraint
was started in 1969. As a result, inflation peaked out at
6% and then declined slowly to about 3-1/2% by 1972. The
upward momentum of inflation had been stopped. But then,
instead of maintaining the policies of moderation, we became
more expansive again and we very swiftly propelled ourselves
into the inflation that we are experiencing today.

The result of such stop-and-go policies is that w *have
pushed the inflation rate up onto higher and higher pl. :aus.
In 1966, the peak inflation rate was about 4%; in 1970 it
was about 6%; and now prices are rising at about a 12% rate.
The same process ratchetted interest rates higher and higher.
In 1966, rates on long corporate bonds peaked at a little
over 6%; in 1970, they reached almost 10%; and this past year,
the high was 12%. :
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Energy Independence.

Energy independence is both a political and an economic
problem for the United States.

0il is an extremely important and pervasive commodity
in our economy. In recent years, our consumption has risen
rapidly but our production has declined. We are now depen-
dent on foreign sources for nearly 40% of our needs. Major
foreign suppliers have organized a cartel and, at least at
present, have the power to bring about political and economic
spasms of the kind which we have recently experienced. 1In
the last year and half, the Arab embargo created major dis-
ruptions throughout our economy, and the quadrupling of for-
eign oil prices has contributed significantly to both the
inflation and the recession we are now experiencing.

Our economic system is strong and resilient and can
undoubtedly survive almost any unfortunate development that
is likely to occur in the near future with respect to oil.
But many other nations are less fortunate, and our own econ-
omy is so interconnected with that of other nations that
their problems are in substantial degree our problems. Trou-
ble in one or more national economies abroad could have very
serious effects on our own.

If we are to retain control over our own economic des-
tinies, we must achieve independence. We can do it. And
when it is clear that we intend to do it, we will regain a
great deal of control over the situation. We will control
very little from our knees.

The President's energy program is therefore designed
primarily to reduce our dependence on imported oil. In order
to do that, we will need to develop alternatives for oil and
we will also need to reduce our total demands for energy of
all kinds.

We are dealing with a long-term program. We believe
we can achieve virtual independence in 10 years, but only
if we start promptly, work hard and continuously, and make
significant reductions in our demands for energy.

¥
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Rationing is one way of curbing demand and a number of
national leaders have proposed it. Public polls also show
a surprising amount of support for rationing. I cannot imag-
ine, however, that the American public will really want it
once they think it through or would live with it if they got
it. Remember that we are talking about a permanent program.
If we should opt to travel the rationing route, we will not
get rid of it. If we were to let it go we would--overnight--
be again non-self-sufficient.

We could perhaps live with rationing in a period of
temporary emergency. But as a way of life, I suggest it is
fundamentally inconsistent with our system and with the
spirit of the American public.

Even in times of emergency, rationing has never worked
fairly or efficiently. To cut a million barrels a day from
our consumption by rationing only gasoline for private house-
holds, we would have to hold drivers to an average of less
than 9 gallons per week--a reduction of about 25%
from today. To reach the 1977 goal of a 2 million barrels
a day reduction would require a second 25% reduction. Some
persons would obviously need more, which means that the basic
ration for ordinary persons would have to be even less. But
gasoline accounts for only part of each barrel of oil, and
we would clearly need to ration the remaining products, too--
fuel 0il, jet fuel, diesel fuel, refinery products going into
petrochemicals, etc. Who would decide which persons needed
more and which needed less of each of these things? Every
family, every car and motorbike, every store, school, church,
every manufacturer--everything and everybody--would have to
obtain a permit for a certain quantity of gasoline, electric-
ity, natural gas, etc. Those allocations would have to be
changed every time someone was born or died or moved or got
married or divorced, and every time a business was started,
merged, sold out or bought another, or the church or school
added on a new room. And some government official would have
to approve it.

What would the rationing bureaucracy do about such cases
as:

The low-income worker who owns an old car that
gets only nine miles per gallon but can't afford
to trade it in? His affluent neighbor who buys
a new car that gets 22 miles per gallon?
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The low-income family that heats with oil a
small but poorly insulated house, while their
wealthy neighbor heats a large, well-insulated
house with gas?

The Montana rancher who drives nearly 600 miles
per month and the Manhattan apartment dweller
who drives less than 100 miles?

The family that has to move from New York to
California and use up several months' coupons
in making the trip? One out of every five fam-
ilies moves every year.

The family with sick members? The family that
does turn off the heat in empty rooms and the
family that does not? The family with few chil-
dren and many rooms to heat and the family with
many children but few rooms?

The migrant worker who drives large distances
every year but can't afford a more economical
car?

The shortages that would inevitably develop in
areas where the coupons happen not to match the
gasoline supplies?

The gas stations, with limited quantities to
sell, that maintain only limited services and
are always closed on evenings and weekends?

The collusion, counterfeiting and illegal activ-
ities that would inevitably develop?

Last year, when we considered the feasibility of ration-
ing gasoline, we concluded that while it could be implemented,
it would take four to six months to set up, employ about 15
to 20,000 full-time people, incur $2 billion in federal costs,
use 40,000 post offices for distribution, and require 3,000
state and local boards to handle exceptions. When we con-
sider the problems of just getting the mail delivered, are
we really ready to trust an army of civil servants--however
able and well-intentioned--to decide who deserves just what
of this basic commodity?
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People should ask themselves which they prefer: the
suggested increase in prices, or a system in which someone
else could tell them now and for the indefinite future where
and when they might drive or how warm they might keep which
rooms.

Does anyone honestly believe that the American public
is willing to trade these basic freedoms--in perpetuity--for
10¢ a gallon?

The President has proposed instead that we reduce con-
sumption of oil by the most neutral and least bureaucratic
system available--through the price system. The energy pro-
posals would raise the price of oil. At the same time, income
tax cuts would increase the disposable incomes of every house-
hold. Taxpayers could, if they wish, continue to purchase
more expensive oil and oil products. And they would have
extra money to do it with. The question they would face is
whether they wish to spend that extra money for more expen-
sive 0il or whether they wish to use it for some other pur-
pose. A great many will choose to use it for other purposes.
That is particularly true of businesses, which alertly switch
to alternative products when a price advantage appears. The
economic data available, updated by the experience of the
last year, indicate that a tax of 10¢ a gallon spread across
all the products manufactured from a barrel of crude oil will
reduce consumption enough to meet our goals.

There has been a great deal of talk about the public
being willing to make sacrifices. I believe they are. But
for the average consumer this program should involve little
sacrifice. For most, it would not even involve inconvenience
or extra expense. The average consumer would be faced with
higher oil prices, but he would also have additional money
that would fully compensate him. He would retain total free-
dom of choice. .

I realize that it is not immediately apparent to the
average citizen how this program as a whole would reduce con-
sumption and yet cost him little or nothing. Education is
essential and I -am counting heavily on the objectivity and
expertise of this Committee and i <« able staff to achieve it.
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The Need for Business Tax Relief.

The proposed program provides tax relief for both indi-
viduals and business. Individual income taxes account for
about three times as much revenue as corporate income taxes,
and relief would be allotted in that same three-to-one ratio.

Businesses, like people, have been badly buffeted by
our economic difficulties. Many are in precarious financial
situations. One need only look at the unemployment rolls in
Detroit to see how important it is to all of us to maintain
a healthy climate for business. Surely, the misfortunes of
the auto industry have created many more hardships for auto
workers than for auto stockholders. We will all be losers
if our businesses are unable to earn reasonable profits and
thus to make the investments that will mean more jobs and
greater productivity in the future.

The suggestion in recent years that businesses have
prospered while individuals have suffered is simply untrue.
Corporate profits in the aggregate, realistically stated,
are at an all time low as a percentage of our total national
income.

Reported profits may be higher than in the past, but
they do not tell the full story. There are two major elements
which substantially overstate reported earnings in periods
of inflation. They are inventories and depreciation.

The inventory situation may be illustrated by assuming
a company that normally maintains an inventory of 100,000

widgets. If inflation causes the price of widgets to increase

by $1, from $2 to $3, under traditional FIFO accounting the
$100,000 increase in the value of tHe inventories is reported
as profits, even though the company is no better off in real
terms than it was before the inflarion. Economists have

long recognized that this increase is not a true "profit" and
the Department of Commerce national income accounts have,
from the inception of those accounts in the 1940's, separated
it from profit figures.

For 30 years, business taxpayers have been permitted
to exclude these amounts from taxable income, but only if
‘hey reported on the same basis to their shareholders and the
sublic. Many businesses have preferred to pay higher taxes
rather than report lesser earnings to their shareholders.
With the rapid inflation which has occurred in the last year,
however, the penalty in increased taxes on unreal i: ome has
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become so great that there has been a major shift to LIFO
accounting. This is long overdue and I regret that it has
taken the business world and the accounting profession so
long to get there.

A similar situation exists with respect to depreciation.
In a period of rapid inflation, depreciation deductions based
on historical cost result in reporting as income amounts
which do not represent an increase in wealth but which are
required merely to stay even. In a period of constant and
substantial inflation, this subject urgently needs re-exami-
nation. Under current tax and accounting rules, business
management is powerless to deal effectively with this problem.
Businessmen often complain that depreciation charges are too
low for tax purposes because of this factor but their cred-
ibility is severely impaired by the fact that, more often
than not, they report to their shareholders and the public
less depreciation (and therefore more income) than that which
they are permitted to deduct for tax purposes.

In fairness, I must note that the inventory and depre-
ciation problems are more complex than meets the eye and
raise further arguments about whether other items, too, should
be adjusted.

Nonetheless, the effects of the inventory and deprecia-
tion adjustments by themselves produce dramatic overstatement
of real income: Nonfinancial corporations reported profits
after taxes in 1974 of $65.5 billion as compared to $38.2
billion in 1965, an apparent 71% increase. But when depre-
ciation is calculated on a basis that provides a more
realistic accounting for the current value of the capital
used in production and when the effect of inflation on inven-
tory values is eliminated, after-tax profits actually declined
by 50%, from $37.0 billion in 1965 to $20.6 billion in 1974.
A major factor contributing to thiss decline is that income
taxes were payable on these fictitious elements of profits.
That resulted in a rise in the effective tax rate on true
profits from about 43% in 1965 to 69% in 1974. Thus, a real-
istic calculation shows that the sharp rise in reported prof-
its was an optical illusion caused by inflation.

Since, in ~ur:economy, corporate profits are the major
source of fund “or new investment in productive capacity,
all of this ha rave implications for investment and growth.
That is perhap- seen best in the figures for undistributed
profits of non .nancial corporations, restated on the same
basis to accow:: realistically for inventories and deprecia-
tion. It is the undistributed profit: that corporations have
left to fund additional new capacity ' s distinguished from

45-417 O - 15 -6
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the replacement of existing capacity). In 1965, there were
$20 billion of undistributed profits. By 1973--after eight
years in which real GNP (the rest of the economy) grew 367%--
the undistributed profits of nonfinancial corporations had
dropped to $6 billion. And for 1974, our preliminary estimate
is that the figure for undistributed profits is a minus of
nearly $10 billion. That means that there was not nearly
enough even to replace existing capacity, and nothing to
finance investment in additional new capacity.

The following chart shows with dramatic--and frighten-
ing--clarity the true state of affairs.

UNDISTRIBUTED PROFITS OF
NONFINANCIAL CORPORATIONS
AS A

% PERCENT OF GNP, 1946-74
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The business community is properly distressed that the
public does not realize the seriousness of this situation.
I have to say, however, that at least a portion of the blame
can be laid at the door of business itself. Businesses like
to report high ea :ings to their shareholders and to the
public. Reported arnings are the "report card" for manage-
ment. The willin;aess of business to continue using methods
which overstate real economic incomes in an inflationary
period leads the public to believe that business is a major
beneficiary of rising prices. That causes the man in the
street to believe that the total income pie is larger and
that he has a legitimate claim on it, which, in turn, height-
ens the wage spiral and intensifies the squeeze on corporate
profits and the difficulty of capital formation.
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The fact that these overstated profits are also subject
to tax presents a serious problem that we hope you will look
into when you turn to tax reform later this year. The prob-
lem is too complex to deal with quickly, but it may affect
the ultimate use of the revenues allotted to business relief.

While the deterioration of business profits may not be
apparent to the man in the street, or even in the stockholders'
reports, the professionals have not been fooled. The devas-
tating effect of inflation on business profits has been
reflected in sharp price drops in the equity markets. This
decline in the stock market has rendered it practically impos-
sible for most companies to raise money on favorable terms
in the equity markets. As a result, corporations have been
forced to rely more heavily on borrowed money, thus raising
their debt-equity ratios to unusually high levels and driv-
ing up interest rates. Such interest rates become a major
depressant on corporate earnings. Equally important, the
lessening of the equity '"cushion" leaves businesses inflex-
ible and very vulnerable to bankruptcies in a business down-
turn.

The oil and environmental problems have been a further
and major exacerbation. The past year's increase in the cost
of petroleum products has rendered many business operations
substantially less profitable, if not unprofitable. The air-
line, auto, travel, and electric utility industries--which
are all closely related to oil usage--were hard hit. Increased
oil prices have caused lower profits, lesser incomes, and
fewer jobs in many businesses--which, stated another way,
means that businesses were not able to pass on fully increased
energy costs, and were required to absorb a significant por-
tion in the form of lesser profits.

All of these developments argue strongly that tax relief
for business is both deserved and required. We should also
keep in mind that our system of business taxation bears more
heavily on corporations than do the tax systems of almost
every other major industrial nation. Our provisions for cap-
ital recovery are more restrictive than those in most other
countries. More importantly, almost all our major trading
partners have in the last few years largely eliminated the
classical two-tier system of corporate taxation in which
income is taxed once at the corporate level and again at the
shareholder level. Through a variety of mechanisms they have
adopted systems of "integrating'" the personal and individual
income taxes so that the double taxation element is eliminated
or radically lessened. This has occurred in Canada, the
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United Kingdom, France, Germany, Japan, and Belgium. The
European Economic Community is asking that all of its members
adopt such a system. While the complexities of this subject
are best left for another occasion, the point I am making
does bear on the general question of whether the tax burden
on our corporations is excessive and should be relieved in
some degree.

The Need for Anti-Recession Stimulus.

The need for some form of stimulation must be apparent
to every member of this Committee. The recession is already
serious and it will get worse before it gets better. Our
latest estimates indicate that the rate of unemployment should
rise to approximately 8%. We continue to believe, in fact,
that even in the absence of further stimulation the economy
should bottom out in the middle months of the year and that
we should begin a recovery phase therecafter. The temporary
tax cut would be of significant help in making the recovery
more solid and more certain. It would also help to reduce
the unemployment rate from what it might otherwise be. More-
over, since we are likely to have a margin of slack in the
economy for some time, taxes can be cut temporarily without
seriously compromising our efforts against inflation. Under
these circumstances, we should do what we can to strengthen
the economy through a temporary reduction in taxes.

$16 Billion Temporary Anti-Recession Tax Cut.

In order to provide the needed economic stimulus, the
President proposes a one-time, temporary tax reduction of
$16 billion, to be placed in effect within the next 90 days.
Making it temporary avoids building into the system the
larger deficits that would later refuel inflation.

The temporary tax reduction will be an across-the-board
refund or tax reduction for all taxpayers. The total of
$16 billion is allotted $12 billion to individual taxpayers
and $4 billion to business taxpayers, which is the same 3 to 1
ratio that individual income taxes bear to corporate income
taxes.,

)
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Refund of 1974 Taxes to Individuals.

Individual taxpayers will receive a refund of 12% of
their income taxes for 1974, with & maximum refund of $1,000
per tax return. The great majority of taxpayers would thus
benefit in proportion to the income taxes they pay fqr 1974,
but high-income individuals would not receive excessively
large refunds.

Taxpayers are now filing their income tax returns for
1974 and nearly all will be filed by April 15. All taxpayers
will continue to file their returns and pay income tax in
accordance with present law. After their returns are filed,
the Internal Revenue Service will calculate the. amount of
their refund, which will then be paid to them by checks in
two equal installments.

I cannot emphasize too strongly the point that individ-
uals should continue to file their tax returns in accordance
with existing law. The sooner they do that, the sooner the
system will be able to process their returns and mail their
refunds. They should, under no circumstances, try to compute
and deduct their own refunds. If they do, they will face
possible fines and penalties and, at a minimum, an Internal
Revenue Service examination of their return will probably be
necessary to straighten out their final liability.

If, as requested by the President, the 12% refund is
enacted by April 1, 1975:

--refund checks for the first installment--in total
about $6 billion--would begin to be mailed in
May and would continue through June as the later
filed returns are processed; and

--refund checks for the second installment of the
remaining $6 billion would be mailed in September.
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The effect of the tax refund can be illustrated for a
family of four as follows:

Adjusted Present Proposed Percent
Gross Income Tax Refund Saving
$ 5,000 $ 98 $ 12 -12.0%

7,000 402 48 -12.0

10,000 867 104 -12.¢

12,500 1,261 151 -12.0

15,000 1,699 204 -12.0

20,000 2,660 319 -12.0

40,000 . 7,958 . 955 -12.0

50,000 11,465 1,000 - 8.7

60,000 15,460 1,000 - 6.5

100,000 33,340 1,000 - 3.0
200,000 85,620 1,000 - 1.2

Taxpayers with incomes of less than $15,000 now pay
31% of the income tax, and they will receive 36% of the
rgfund‘ Eighty percent of the refund will go to taxpayers
with less than $30,000 of income who pay 68% of the income
tax. At the upper extreme, 247 of the income tax is paid by
taxpayers with incomes in excess of $40,000. These taxpayers
will receive only 117 of the refund.

Percent of

Adjusted 1974 Tax

Gross Income Liability Percent of
Less Than: Before Refund Refund

$ 10,000 13.0% 15.1%
15,000 30.8 36.0
20,000 48 .4 56.6
30,000 68.5 80.0
40,000 76.3 89.1
50,000 80.8 93.4
100,000 90.8 98.7

)
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This proposed method of tax relief has the following
advantages:

Larger amounts can be returned faster by mail-
ing refund checks based on 1974 taxes, than by
reducing tax liabilities for the year 1975.

A reduction in 1975 tax liabilities would be
achieved through reductions in withholding.

It would not occur for at least a month after
enactment of the tax reduction and then only
in relatively small weekly or biweekly amounts
stretching all the way through December of
this year. .

With a refund based on 1974 taxes, taxpayers
will know more precisely the total reduction
they will receive and can plan accordingly,
thus accelerating the stimulative impact.

Receipt of two relatively large refund checks
should have a greater psychological effect on
family budget decisions and consumption atti-
tudes than receiving the same total a few
dollars at a time, thus increasing the impact
of the $12 billion temporary tax reduction.
This should also help the sales of cars, fur-
nishings and other big ticket items that have
been depressed by the recessior.

With a refund based on 1974 taxes, taxpayers
will be assured of getting the refund whether
or not their incomes may be reduced or uncer-
tain in 1975. Thus, taxpayers who had jobs
in 1974 but are now unemployed would be
assured of refunds; they would not receive
such refunds if they were applied only to
1975 income.

Paying the refund in two checks rather than
one will ease the strains on the capital
markets that would be caused by the Treasur 's
financing of the entire amount all at once.
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Emergency 12% Investment Credit.

The remaining $4 billion of the total $16 billion
temporary tax refund and reduction will go to corporationms,
farmers and other business firms in the form of a one-year
increase in the investment tax credit. That should stimulate
the demand for capital goods and help increase productivity
and employment.

The investment tax credit would be increased temporarily
to 12% for qualified machinery and equipment placed in ser-
vice in 1975 or ordered by the end of 1975 and placed in
service by the end of .1976. As under existing law,  special
rules apply to property constructed by the taxpayer or to
his special order.

We propose that this increase in the investment credit
be effective beginning January 1, 1975. That is extremely
important, as we want businesses to move ahead promptly with
new investment, and it would be most undesirable if they were
to suspend purchases and orders until Congress has finally
acted. For this reason, Congress has in the past adopted a
retroactive effective date like that proposed, and based on
our conversations with members of the tax writing committees
we are confident that it will do so here tog if the proposal
for an increase is ultimately enacted.

Because of the need for speedy enactment and because
this emergency increase in the rate of the investment tax
credit is for only one year, no other changes or restructur-
ing of the present investment tax credit are proposed at
this time, except for utilities. Because of the particular
plight of the Nation's regulated public utilities, we
recommend that the following additional changes be made:

The discrimination against publi - utilities,
which under current law are allowed only a

47, investment credit, would be eliminated
permanently. Under the temporary emergency
investment tax credit, and thereafter, public
utilities would receive the same general
investment credit rate as other businesses.

. The provision of present law which limits the
maximum credit to 50% of liability for tax in
excess of $25,000 would be modified in the case
of regulated public utilities. The limitation

- would be increased to 75% in 1975, and be
reduced by 5 percentage points each year
through 1979, returning to 50% in 1980.

a

)

81

- 21 -

The proposed 12% rate would be extended for two addi-

tional years, through 1977, for property, not fired by

0il or gas, that provides power to electric generating
facilities, including property converted from oil or gas
use. This two-year extension will provide significant
incentives for the development and use of nuclear, geo-
thermal, coal, hydre, solar and other petroleum-saving
power sources.

Increasing the rate of the investment tax credit has
proved very helpful in reversing adverse economic trends. When
the investment tax credit was repealed and other provisions
increasing the tax burden on business were enacted in 1969,
there followed a period of rising unemployment and business
stagnation. Subsequent to the reenactment of the credit in
1971, new investment increased by 9% in 1972 and 137% in 1973.
Further, in the period 1972-1973 industrial production in-
creased 19% and there was a significant decline in unemploy-
ment.

Energy Taxes in General

The goal of the energy tax package is to reduce tgtal
consumption of o0il and natural gas, which will reduce imports
in like amount.

The package has three parts:

(1) An import fee increase ultimately settling at $2
per barrel on crude o0il and products and a corresponding
excise tax on domestic crude oil.

(2) Decontrol of crude oil prices and a Windfall
Profits Tax.

(3) Price decontrol of new natural gas and the equivalent
of the $2/bbl. o0il excise tax (namely, 37 cents/thousand
cubic feet) on all natural gas, to curtail its use and
discourage switching from fuel oil to natural gas.

This combination of fees, taxes and decontrol will raise
the prices of oil, and gas and related products relative to
other prices. That will discourage their unnecessary use,
encourage the rubstitution of other energy sources, and
induce the rep :cement of existing energy-using devices.
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"easier for the economy as a whole to accommodate
a moderate, broadly distributed increase than

a very large, more narrowly based increase.

The proposals avoid devastating the automobile
industry, the travel industry, and others which
depend on gasoline for survival.

Gasoline Tax as Alternative.

Many persons have suggested that a gasoline tax would be
preferable to taxes on crude oil.

There are several reasons for preferring a tax on crude
oil to a gasoline tax:

A price increase in crude oil is far more effec-

tive in reducing consumption than a gasoline price

increase. The increased prices under the proposals i
amount to about 10¢ per gallon, distributed across 1
all of the products that come from a barrel of

crude. It would take a gasoline tax of 45¢ to

50¢ per gallon to achieve the same reduction in i
consumption. There are two explanations for that.

First, since the price of gasoline is higher than

for other refinery products, a larger cents per

gallon change is required to get the same per-

centage change. Second, gasoline accounts for

only about 40% of the barrel of crude and a tax

on only 40% must obviously be higher than a tax

on 100%.

With a 45¢ to 50¢ gasoline tax, gasoline prices
would rise an aggregate of $45 billion. That
compares with oil price increases of only 521
billion under the proposed program.

Crude oil--not gasoline--is the problem. We want
to reduce consumption of each of the elements in
a barrel of crude.

There is just as much opportunity to conserve
other petroleum products and other forms of
energy and energy intensive products as there
is to conserve gasoline. For example, many
thermostats could be turned down with no real
discomfort. Our trash cans are heaped with
direct petroleum products such as plastics, and
other products that require large amouni of
petroleum related energy to create, suc!. as 3
aluminum. We can conserve a little on a wide
range of items and save a lot in total.

It is fairer to let all pctroleum users make a
moderate adjustment than impose a drastic ¢
increase on just gasolin: are, And it is

$2 License Fee and Excise.

The U.S. now imports about 4.1 million barrels per day
of crude oil and about 2.6 million barrels per day of fuel
0il and other refinery products. An additional import fee
of $2 per barrel on crude and product is to be imposed in
stages of $1 each on February 1 and March 1 by Presidential
Proclamation under the authority of the Trade Expansion Act
of 1962. 1In addition, if Congress has not enacted the excise
tax on domestic oil by that time, the import fee will be
raised another $1 on April 1, for a total increase of $3.
Adjustments in the fees on imported products will be made to
reflect obligations under the old entitlements program.

The $2 per barrel increase in the fee will raise the
average price of imported crude oil and its products by $2
per barrel. In the case of crude oil, that means an increase
from around $11 per barrel to $13 per barrel. Domestic crude
would also sell at about $13 per barrel, and the excise tax
of $2 would leave the effective price to domestic producers
also at $11 per barrel.

The import fees will bring in revenues of $3.2 billion
in 1975 and $4.1 billion in 1976 and the excise tax will
raise $4.8 billion in 1975 and $7.2 billion in 1976.

Decontrol and Windfall Profits Tax.

Last year the United States produced 9.2 million barrels
of crude oil per day. We now produce only about 8.8 million
barrels of crude oil per day, approximately 607% of which, or
5.3 million barrels, sell at an average price of $5.25 per
barrel because of price controls. If present controls con-
tinue, this year's production will decline further to per-
haps 8.6 million barrels per day. Our system of price con-
trols is seriously counterproductive to our need for greater
domestic supplies. i
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An illustration of the way that price controls discour-
age production occurs in connection with the "stripper well"
exemption, which permits oil produced from leases which
average fewer than 10 barrels per day per well to sell at
the world price. The exemption encourages producers to let
their wells decline from 15 or 16 barrels a day to 9.9 bar-
rels per day. They actually make money by suffering a pro-
duction decline.

Another illustration arises in connection with secondary
and tertiary recovery processes, which are used to stimulate
additional production .after original production has ‘declined.
Those processes are costly and part of our production decline
is attributable to the fact that they are uneconomic at con-
trolled prices. Money will not be invested to produce more
controlled oil at $5.25 per barrel if it can be invested in
producing uncontrolled oil at $11 per barrel, or in some
completely unrelated business at a higher rate of return.
Regulation of prices drives people out of the regulated busi-
ness and into other lines of business not so subject to
uncalculable, nonmarket risks. Price controls were imposed
as-a means of preventing windfall profits, but clearly we
must find a more sensible approach.

The combination of price decontrol and the Windfall
Profits Tax is a workable solution to the problem. In 1975,
we estimate that a producer of controlled oil would receive
$11 per barrel after decontrol (net of the $2 excise), or
an increase in price of $5.75 per barrel ($11.00 - $5.25 =
$5.75). The Windfall Profits Tax proposed would average
$4.53 per barrel, reducing the producer's net price increase
to $1.22 per barrel. That $1.22 translates into about 76¢
per barrel after tax. :

After decontrol, the price for all oil will be the same,
thus eliminating all the inefficiencies of the two-tier pric-
ing system. Producers of uncontrolled oil will begin to pay
a windfall tax on the increased prices they have enjoyed for
more than a year. As a result, they will pay $2.81 per bar-
rel more tax on those increased profits than they paid last
year. Producers 'of controlled oil will begin to receive the
same increased prices but will be permitted to keep only 76¢
of that increase. Both controlled and uncontrolled ~il will
receive the same prices and pay the same taxes.

L
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Uncontrolled Controlled
0il 0il
Price per barrel $11.00 $11.00
Former price ¢ 11.00) ok S5
Net price increase -0- Seuld
Windfall Profits Tax G b B3 Cioe Zi53%)
Gain (loss) G 453) 1.22
Income tax at 38%%* 1.72 ( .46)
Net effect after tax (3 2.81) Siu il B

*Corporate rate Qf 48% adjusted for percentage
depletion and minimum tax.

Most significant producers have both controlled and
uncontrolled oil and, compared with last year, they will net
less on the uncontrolled oil and net more on the controlled
oil. For the industry as a whole, net after-tax income will
be reduced by $2 billion, which means that the benefits from
decontrol will be more than offset--by $2 billion--by addi-
tional texes paid to the Treasury. Those Treasury revenues
are among those to be returned to taxpayers in the form of
tax reductions.

The concept of the proposed Windfall Profits Tax is the
same in general as the Windfall Profits Tax proposed last
year, although the new proposal has been structured to raise
substantially higher revenues. In summary, the tax is designed
to capture a windfall profit--that is, one which results
from a sudden change in price caused by a circumstance which
is accidental and transitory. It is difficult to separate
ordinary market prices from prices which permit windfall
profits (or "excess" profits if one wishes to think of it
that way). We have made an estimate--a judgment--as to the
"long-term supply price," i.e., the minimum price to producers
that will be sufficient to induce an increase in our supplies
of o0il sufficient to make us energy independent by 1985. Our
judgment is that the price required for this is around $7 to
$8 at today's pri.ce levels, assuming the continuation of per-
centage depletic The tax is designed to permit producers
to retain an am¢ equal to the long-term supply price b
the time additic _ 0il supplies will be coming on line tKree

to five years f: : now.¥

*If percentage depletion should be eliminated, net to
producers from a $7 to $8 pri ¢ would be reduc: a higher
price would be required to p: ce the same nei -eturn and

the same oil production, and pronosed Windrall Profits
Tax base and brackets would n: u to be revised upwards
accordingly.
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The proposal does not include a credit for so-called
"plowback" investments, nor does it include exemptions for
certain classes of producers. Plowback is not justified
because the amounts o0il producers will retain, after the tax

as it is structured, will provide a price incentive sufficient

to attain our energy independence goals. To put it another
way, there is no convincing evidence that permitting a plow-
back credit will produce significantly more energy than not
doing so. Further, a plowback credit means that persons
already engaged in oil production can make investments with
tax dollars supplied by the government, while new investors
must use their own money. We do not believe that kind of
discrimination and anti-competitive effect can be justified.

In the case of different classes of producers, we simply
believe that a windfall produced by cartel prices is a wind-
fall to large and small producers, high- and low-cost pro-
ducers and producers located everywhere. Producers all
receive a cartel price and not a free-market price.

The issue of plowbacks and special exemptions ultimately
boils down to whether windfall profits should go to oil pro-
ducers or to the public in the form of tax reductions. The
permanent tax reductions proposed depend upon the government
receiving these revenues. If the revenues are curtailed, the
tax reductions will need to be curtailed, too. We have tried
to design a tax that will not inhibit those investments in
oil production which are economic and which are needed to
reach our goals. If we believed that the tax would inhibit
needed investment, we would not propose it. Plowback credits
and special exemptions would undoubtedly make existing oil
producers wealthier than they would otherwise be, but would
not significantly increase oil production. It is taxpayers
generally who pay the prices that produce the windfall, and

the revenues should go for the benefit of taxpayers generally.

87

Decontrol of New Natural Gas and Excise Tax.

Natural gas shortages last year forced major curtailments
of supplies to many industrial firms and denial of service to
many new residential customers. Curtal}ments and denials
are much greater this year and are causing not only extra
costs and hardships, but, in many cases, business close-
downs and loss of jobs.

New natural gas goes primarily into intrastate, uncon-
trolled markets where prices range around $1 per thousand -
cubic feet (Ym.c.f."). Gas in the interstate market averages
less than 40¢/m.c.f. The result is that interstate supplies
are insufficient, and the energy gap in nonproducing states'ﬂ
is made up with imported cil, which on a BTU equivalent basis
costs about $2.00, and with imported liquefied na@ural gas at
$1.80/m.c.f. Deregulation will permit new domestic gas to
flow into the interstate markets with an aggregate savings i
to existing customers in those markets, an end to curtailments,
and a net saving in national resources.

Whether or not new natural gas is deregulated, the
President proposes an excise tax of 37¢/m.c.f. on natural gas.
That is equivalent, on a BTU basis, to the proposed $2.00.
excise tax on oil and will prevent fuel cil users from sw%tch—
ing to gas. It will also bring the average interstate price
close to the market clearing price (the price at which suPply
and demand will coincide), and end the careless use of this
fuel by those for whom it is cheap at present prices.

An equivalent tax, based on BTU content, will also bg
placed on natural gas liquids. Gas wel%s produce about 86
percent "wet" gases and 14 percent "dry'" gases. The wet gases
are treated to remove the natural gas liquids, such as propane
and butane, and the dry gas goes on into the natural gas.plpejl
line. The dry gas and liquids will thus‘be treated consistently.
For example, the tax on natural gas liquids sold in mixed
stream would be $1.43 per barrel

The liabilities for this tax would be $6.3 billion in
calendar 1975 and $8.5 billion in calendar 1976.

Effectiveness of Energy Package.

The energy package will reduce consumption significantly,
with modest adjustments by most of our citizens.
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It is natural for businessmen and consumers to react
to a sudden increase in price of particular goods with the
thought: "This will merely increase my costs. It won't
cause me to reduce my purchases.' That reaction reflects
the fact that we are creatures of habit. But we are also
rational beings who adapt our habits to changing circumstances.

When meat prices rose sharply in the early months of
1973, the instantaneous response was a loud complaint as each
of us found his grocery bill inflated. 1In time, we adjusted
to the higher price by buying less meat. There is no doubt
that the portions of meat being served by many families
today are smaller than they were only three years ago. We
didn't like it, but it had to be done. There was no other
way to adjust to the new situation--no way that was better.

So it will be with energy. None of us relishes the
prospect of higher o0il and gas prices. We have all developed
habits of energy use conditioned by two decades of declining
relative prices of energy. As in the recent experience with
meat, after the initial shock of resentment at the higher
prices of petroleum products and gas, our rational selves
will take over and we individually and collectively will
find ways to reduce our useage of energy.

Immediately, we will slice smaller portions of the energy
pie for ourselves:

We will turn off the lights when we leave
the room to save electricity bills.

Thermostats will be adjusted downward in
winter, upward in summer, and heat will be
turned off in rooms not in use.

Marginal trips in cars will not be taken;
some second and third cars will be scrapped.

Married couples will look closer-in for

their first home, and possibly settle for

an apartment instead .7 a detached home; and

owners of homes and * !dings who formerly

considered the fuel : ings from insulation, " "
weather-stripping, a: otherwise improving

the thermal efficienc. of structures too

costly to obtain will now reconsider.

9 o
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Equally important, over the longer run:

Industrial firms, ever on the lookout to
cut costs, will speed-up the replacement
of energy-using machinery and processes

that were perfectly adequate in the days
when oil cost $3 a barrel and gas only a
few cents per thousand cubic feet, with

substitute equipment and processes that

may have higher initial costs but which

consume less energy and thus have lower

over-all costs of operation.

Families will replace their present autos
featuring comfort and speed at the expense

of low mileage with lighter and more utilitarian
cars that use less of the now expensive energy;
and they may eliminate some of their most
frivolous appliances while replacing others
with initially more costly but more energy-
efficient substitutes.

Materials which require large amounts of
energy to produce will be displaced by
substitute materials which have become
relatively cheaper because their production
consumes less energy.

More recycling will occur.

The higher relative cost of oil and gas

as energy resources will stimulate the
development of other energy sources. 0il
and gas will fill a smaller share of energy
requirements. Just as coal displaced wood
as our basic energy source, and oil and gas
displaced coal, oil and gas will be
displaced.

All of these examples are illustrations of what in the
technical jargon of economics is known as 'price elasticity
of demand": quantities of things consumed decrease when
their prices rise relatively to other prices. Every food
merchant knows he will sell more bananas and oranges when a
crop failure causes the prices of apples and pears to be
high, and vice-versa. He may not have heard the term "price
elasticity," but he knows how it operates.

45-417 O - 75 - 7
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Yet many remain skeptical that there is price elasticity
in the demand for oil, or that if there is any. whether it
is sufficiently large to make any difference in the volume
of our oil imports. Experience since 1973 should put doubt
to rest even if the findings of such major research efforts
as those of the Ford Foundation Energy Project and the
Federal Energy Administration do not.

For example, during the decade prior to 1974 when utility
rates were steady, consumption of electric energy increased
at a rate of 7.4%. Normally, one would expect any given
period in 1974 to be 7.4% higher than the comparable period
of 1973. But for the six-month period April through September,
1974 consumption was not 7.47% above 1973, it was one percent
less, a swing of 8.4 percentage points below expectation.
Soma of this reduction in consumption could be attributed to
the then just perceptible slowing-down of the economy, but a
major portion of the reduction can be attributed to the
energy price effects on electric utility rates. Experience
with o0il demand and prices is similar. During the decade
prior to 1974, total U.S. petroleum demand increased at an
annual rate of just over 5%. But the April-September 1974
petroleum demand was under the comparable 1973 period by
2.7%, a swing of 7.7 percentage points below expectation.

We need another reduction in petroleum useage of about
5% in order to reduce consumption by a million barrels a day.
All of the econometric data indicates that the proposed
price changes are on target.

Econometric models of the economy, such as those under-
lying the Ford Foundation Energy Project report, A Time To
Choose,and the Project Independence Report, suggest that the
short-term responses to energy price increases that we have
already seen are half, or less, of the long-term response
we can expect after households and business firms have had
an opportunity to adapt fully to the higher costs of energy.

Thus, we have confidence that the President's energy
program will easily achieve the one million barrel reduction
in consumption by the end of this year and an additional
one million barrel reduction by 1977.
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Permanent Tax Reduction and Restructuring.

The Treasury will collect an additional $30 billion in
taxes from the windfall profits tax and the eicise taxes and
fees on oil and natural gas. The private sector will bear
an estimated $25 billion of that in the form of higher costs
of energy related items they buy, and Federal, state and
local governments will bear the remainder.

The $25 billion paid by individuals and businesses will
?e returned to the economy by the permanent reductions in
1nd%v1dual gnd corporafe income taxes. Like the temporary
anti-recession tax cut, the $25 billion total is divided in
approximately the ratio of individual and corporate income
tax payments generally, so that about $19 billion is
allocated to individuals and $6 billion to corporations.

‘These are major income tax reductions. They aécomplish
multlplg purposes, rest on multiple foundations, and should
be considered in that way.

First, the changes proposed in the individual and corpo-

;ﬁte income tax structures are desirable on their own merits.

ey have heretofore been toc expensive to accomplish within
existing revenue constraints.

Second, these tax reductions return to the economy
the energy conservation taxes. Thus, the energy conservation
measures reduce energy consumption without reducing the aggre-
gate purchasing capacity of the private economy. o

Thlrd,'these income tax reductions will provide energy
consumers with additional after-tax spendable income to help
meet higher energy costs if they still wish to consume the
same amount of energy as before. Alternatively, they can
buy more‘of other products and cut back on their energy
consumption--and many will do that. The income tax reductions
are such that most individuals in the lower and middle incorme
range, up to about $15,000, will receive tax reductions
greater than their increased energy costs even if they should
choose to continue consuming the same amount of higher-cost
energy. Taxpayers in higher income brackets will receive
glgnlflcan? income tax reductions also, but generally less
in proportion to their greater expenditures for energy.
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Fourth, these permanent income tax reductions are
approximately similar to what is required to offset the
so-called "bracket and deduction compression" caused by
inflation over the last three years. Because deductions
and rate brackets are stated in dollar terms, when infla-
tion causes money incomes to rise, deductions offset a
lesser portion of the same real incomes and the remainder
is taxable in higher brackets.

Benefit for Individuals.

For individuals, the President proposes an income tax
reduction of $16-1/2 billion beginning in 1975. . This will
be accomplished--

By increasing the Low Income Allowance

from its present level of $1,300, to

$2,600 for a couple and $2,000 for

single taxpayers, which will provide

benefits Of-----commmmmm e $5 billion

And by cutting in half, from 14 to 7%,

the tax rate for the first taxable in-

come bracket and making substantial,

but smaller, reductions_in tax rates in

the next four brackets,=/ which will

provide additional benefits of------- $11-1/2 billion

Low Incceme Allowance.

The Low Income Allowance is the minimum standard deduc-
tion allowed to everyone regardless of his income level or
the amount of deductions he actually has. In combination with
the $750 personal exemption, the Low Income Allowance deter-
mines the minimum or base income on which no income tax is
levied. In 1969, Congress defined the threshold taxability
level by reference to so-called "poverty level" data, the
assumption being that families with "poverty level" incomes
did not have the requisite ability to pay and should be
excused from liability. The Low Income Allowance was the
mechanism adopted to achieve that result.

The Low Income Allowance is now $1,300. That means that
a family of four with four $750 personal exemptions for a
total of $3,000, plus a $1,300 Low Income Allowance, currently
does not pay income tax if its income is $4,300 or less.

1/ Tllustrates rate changes for married persons filing jointly.
Comparable changes are made in other rate schedules.
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Because of inflation, the poverty level for a family of
four is now estimated to be about $5,600. Nevertheless,
under present law, this family would in 1975 be required to
pay income tax of $185. ’

The proposed increase of the Low-Income Allowance to
$2,600 on a joint return will bring the nontaxable level for
the family of four up to the new poverty level of $5,600,
which is $3,000 of personal exemptions plus the new Low-Income
Allowance of $2,600. The proposed increase in the Low-Income
Allowance will also make comparable changes for single per-
sons and families of other sizes, as shown by the following
table. .

No. in Estimated
the 1975 Poverty Tax-Free Income Level

Family Level Present Proposed
1 $2,850 $2,050 $2,750
2 3,686 2,800 4,100
3 4,382 3,550 4,850
4 5,608 4,300 5,600
5 6,618 5,050 6,350
6 7,446 5,800 7,100

Increasing the Low-Income Allowance to the levels pro-
posed will provide benefits of about $5 billion to low-incoma
taxpayers and relieve from income tax altogether over 5 mil-
lion presently taxable returns.

Reduction of Tax Rates.

In addition to the change in the Low-Income Allowance,
which benefits the lower income taxpayers, the proposals will
reduce income tax rates for the 62 million remaining taxpayers
in a generally progressive manner.

The present income tax rates for married persons filing
jointly would be reduced as follows: The 14% rate reduced
to 7%; the 15% rate reduced to 10%; the 16% rate reduced to 13%;
the 17% rate reduced to 15%; and the 19% rate reduced to 17%
for part of the present bracket and the balance of that
bracket to remain at 197%. Rates for other income brackets
would remain the same, except that the present 28% and 32%
rates would be increased 1 percentage point each. Taxpayers
with incomes falling in those brackets would still have a
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substantial net reduction in liability because a part of

their income will also be taxed in the brackets in which

rates have been reduced. Comparable reductions will be made
in the tax rates for single returns and other types of returns
also. The revised rate schedules are set forth in the
appendix.

Progressive Income Tax Reduction.

The effect of the two elements of the proposed income
tax reduction for individuals, both singly and in combination,
is progressive. The proposed tax reductions are proportion-
ately greater in both ‘dollar amounts and percentages toward
the lower end of the income spectrum., Nevertheless, taxpayers
at all income levels share significantly in the proposed
reductions.

The benefits from doubling the Low-Income Allowance are
heavily concentrated in the adjusted gross income classes
below $5,000, $10,000 and $15,000. The benefit of the reduc-
tion in tax rates goes 96% to persons with adjusted gross
incomes below $20,000 and 89% to those below $15,000. When
the two tax reductions are combined, 41% goes to persons with
adjusted gross incomes below $10,000, 70% to persons with
gdjusted gross incomes below $15,000 and 86% to those below

20,000.

The following table shows the percentage reduction in
the income tax by income class:

Adjusted Income Tax Amount of Percentage
Gross Income Paid Under Income Tax Reduction in
Class Present Law Reduction Income Tax
(5000) (S billions)
0 - 3 $ 0.3 $- 0.25 -83.3%
3 - 5 1.8 - 1.20 -66.7
5 - 7 4.0 - 1.96 -49.0
7 - 10 . 8.9 - 3.38 -38.0
10 - 15 21.9 - 4.72 -21.6
15 - 20 22.8 - 2.70 -11.8
20 - 50 44 4 - 2.15 - 4.8
50 - 100 13.5 - 0.11 - 0.8
100 and over 13.3 - 0.03 - 0.2
Total 130.9 -16.50% -12.6

*Does not include payments to nontaxpayers.

(8]

95

- 35 -

‘ Some have suggested that there is no reason to cut taxes
at all for upper bracket taxpayers. We believe, however,
that fairness requires some--though lesser--relief in the
upper brackets. It is important to remember that:

Only about 12% of all taxpayers have gross
incomes above $20,000, and they now pay about
52% of total individual income taxes. They will
pay an even higher percentage of individual
income taxes if our proposals are enacted.

Upper income individuals have been adversely
affected by inflation, just as lower income
individuals. The prices of the things they buy
have increased too, and since they buy more, the
increase is greater. Also, "bracket and deduc-
tion compression' has adversely affected high-
income taxpayers just as it has affected lower
income taxpayers. Everybody has had, in effect,
an income tax increase because of inflation.

Upper income taxpayers play a disproportionately
large role in providing the investments which
help everyone's income to increase.

The following table illustrates the tax reductions that
will be received by a typical family of four at various income
levels.

Adjusted Present New Tax Percent

Gross Income Tax 1/ Tax Saving  Saving

$ 5,600 $ 185 § 0 $185 100.0%
7,000 402 110 292 72.6
10,000 867 518 349 40.3
12,500 1,261 961 300 23.8
15,000 1,699 1,478 221 13.0
20,000 2,660 2,450 210 7.9
30,000 4,988 4,837 151 3.0
40,000 - 7,958 7,828 130 1.6

1/ Calculated assuming Low-Income Allowance or
itemized deductions equal to 17% of income,
whichever is greater.
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Increased Energy Costs Compared with Tax Reductions.

The proposed changes in the structure of the ind@vidual
income tax stand on their own merits and were not designed
primarily to offset increased energy costs.

Solving the oil problem will require the public, and
particularly large energy users, to make adjustments that
will be unpopular and which in some cases will cost money. i
Nonetheless, the proposed tax reductions are very substantia
for low and middle income taxpayers below ghg $15,000 income
level and we believe are, on average, sufficient to more than
offset the average increases in their energy cOStS. The
Council of Economic Advisers has calculated that the lncregif
in the Consumer Price .Index attributable to this program wt
be 2% or less. Others have suggested different percentages.

following table provides some guidance, by indicat-
ing hg:emuch the %ax redugtions add to.afpey-tax disposable
income. It is after tax income which 1nd1Y1dualg have at
their disposal to buy goods and services, including energy.
1f the cost of living goes up 1%, a 1% increase 1n after-tax
income should leave the average tazpayer cven. The table
indicates that with a rise in prices of 24 or less, average
taxpayers through the $15,000 AGI class will be ahead.

T ; : i Per-
r—sted . After- : Proposed : Reduction as a
Groéngicime : tax : Tax . cent of Present
Class . Thcome 3 Reduetion .:  After-tax Income
(5000) [ i Bl EIrones , toaw ;L R Percenti. .« « )
Gk d 0 21,7 0.3 1. 2L
Bex Ak 33.2 1.9 3.6L/
5 - 7 46.0 2.0_ 4.2
7= 10 86.1 3.4 3.9
10 - 15 183.1 4.7 2596
15 - 20 162-2 2.7 157
20 - 50 28505 2.2 0.9
50 - 100 36.5 0.1 0.3
100 and over L2 ¥* 0.1
Total 826, 1 16,5 2.0
*Less t?.x 50 million L
1/ Many - xpayers in the 0 loicst income classes will
~  benr from the $80 .- ecial istribution.
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$2 Billion for Payments to Nontaxpayers.

Individuals whose incomes are so low that they do not
pay any income tax will not benefit from the income tax re-
ductions. Because of their low incomes, these persons are
likely to have the least flexibility in shifting their con-
sumption patterns as energy becomes relatively more costly.

In order to avoid hardships from higher energy costs,
an additional $2 billion of the energy tax revenues has been
allocated to provide cash payments of $80 to each adult in
this low income, nontaxpayer category. These persons will
thus not be forced to reduce their energy consumption,
although they, like others, will have the choice. In
addition, very low income persons who now pay some income
tax and who will receive some benefit from the proposed
tax reductions will also be eligible to receive distributions
in amounts approximately sufficient, when added to the in-
come tax reduction, to give them a total benefit of about
$80 per adult. In total, this payment system is estimated
to involve about 26 million adults, 21 million of whom are
nontaxpaye:s under present law, and to provide a total
benefit to them of about $2 billion.

Payments will be made as early in 1975 as possible, and
if the energy taxes are enacted by April lst, as the President
requests, we believe that payments can be made in the summer.
The payments will be made by the Internal Revenue Service and
will be based on a return--comparable to a very simple in-
come tax return--filed by those persons eligible. In design-
ing this system for payments, emphasis has been placed on
making it simple and speedy. While we should be generous
in order to be certain that we have avoided genuine hardships,
we should not create an additional welfare system or bureaucracy.

The essential details of this system for cash payments
are as follows:

Adults 18 years or older- and not eligible to
be claimed as a dependent on an income tax
return would file with the Internal Revenue
Service a simple income tax return showing
their name, social security number and their
adjusted gross income for 1974.
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Adults are eligible to file and receive a
payment if they are married persons flllpg
a joint return and their adjusted gross in-
come is less than $5,500 and if they are
single persons and their adjusted gross
income is less than $2,750.

To take account of the fact that some persons eligible
for payments will also receive income tax reduction, pay-
ments will be made under the following schedule:

For Married Persons Filing Joint Returns

If their income is $4,500 or less, ]
the payment ig--------===-=-------===-= $160

if their income is more than $4,500,
the payment is reduced by $4 for every
$25 of income over $4,500

For Single Returns

1f their income is $2,250 or less
the payment ig=----------=--=-=--==---- $ 80

1f their income is more than $2,250,
the payment is reduced by $4 for
every $25 of income over $2,250

This schedule of payments will result in phasing-out the
payments as income rises to the level where the amount of
income tax reductions that have been received equal $80,_or
$160 on a joint return. For example, a married cguple'w1th
two children and income of $5,600 would have received $185
of income tax reduction and would therefore receive no
additional cash payment.

Because the payment system is simple and distinguishes
only between single returns and joint returns, there cannot
be complete precision and some persons will receive payments
which, when combined vith income tax reductlons,.W}ll vary
somewhat from the $80 -=r adult minimum. Imprecision }s.the
price of simplicity. -ecision can be obtained only with
returns that report ti number of personal exemptlons.and
itemized deductions--: 2., a full tax return. Exemptions
and deductions are maj:r problems, even with higher income
persons, and, as a practical matter, would be‘unpollceable
on these rei: .s. The $80 per adult minimum is an average
and somewhat bitrary (though generous) figure in the first
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instance, and it would be quixotic to construct a second and
complicated tax system to see that no family, regardless of
size or need, varied slightly from the figure.

The amount of $80 per adult appears adequate to com-
pensate individuals in these low-income classes generally,
with a margin for extraordinary situations. The total
increase in energy cost for the households represented
by the about 26 million adults who will participate in
the $80 payment system is estimated to be $1.3 billion,
an average of $50 per adult. This group includes 17
million single adults and 9 million married persons who
would file jointly. Thus, the average increase in energy
cost per filing unit, or roughly speaking, "household,”
in this category is about $60. Loocked at another way,
the increase in energy cost may induce an increase in the
Consumer Price Index of as much as 2%. A 2% increase for
a person with $2,000 income would be only $40, and for a
family with an income of $5,000 would be only $100.

In contrast, total benefits of $2.1 billion are pro-
posed for this group by the combination of cash payments
and income tax reductions. The basic benefit will be $80
for a single adult and $160 for - married couple.

In addition there are anor 7 million adults whose
adjusted gross incomes are bel: 5,000, but who will
receive $80 or more entirely t! igh income tax reductions.

Residential Conservation Tax Credit.

To complete the total of $19 billion of tax and cash
payment benefits for individuals, & residential conservation
tax credit will be allowed for expenditures for thermal
efficiency improvements for existing homes. Such improve-
ments include storm windows and doors, and insulation and
weather-stripping. The credit will be effective for years
1975, 1976 and 1977 and the maximum credit allowed over
that three-year period will be $150 per family. It is
estimated that at least 18 million homes will be eligible

for the credit and that the total crcdits will be $500 million

annually for the three years.
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Corporate Tax Rate Adjustment.

The President proposes that the corporate tax rate,
which is now 48%, be reduced to 42%. This will provide
benefits of approximately $6 billion. This reduction will
be accomplished by reducing the corporate surtax rate on
taxable income in excess of $25,000 from the present 26%
to 20%. The basic or normal rate applicable to all corporate
taxable income will remain at the present 22%. Thus, the
first $25,000 of a corporation's taxable income will con-
tinue to be taxed at a rate of 22%. The balance will be
taxed at a total normal and surtax rate of 42%. We propose
that the reduction be made in the high surtax rate because
that is where the excessively heavy double tax burden on
corporate earnings falls. Corporations that pay only the
normal tax rate of 22% are paying tax at about the average
top marginal tax rate of individuals.

The reasons for recommending reduction in corporate
taxes by means of a rate reduction instead of by some other
means are as follows:

Rate reduction is the most neutral way of reducing
corporate taxes. Neutrality means that all corporations
now paying at a 48% rate will share in the tax reduction,
will have maximum flexibility in making business and invest-
ment decisions, and can therefore operate most efficiently
without regard to tax consequences.

Reduction of the presently high corporate tax rate
will be the most meaningful and symbolic signal to business,
to investors and to the market of a serious intent to assist
business. This type of tax reduction will provide corpora-
tions the maximum assurance of continued more favorable
climate for the long-term investment decisions that are
necessary to ensure prosperity and control inflation.

Rate reduction has a character of permanence. We have
proposed to make the permanent tax reduction for individuals
in large part by rate reduction. We should do the same for
corporations.

The amount of the proposed corporate tax reduction
of about $6 billion is approximately the 25 percent corporate
share--when divided in the 75%-25% ratio of corporate and
individual tax payments--. ¢ the total of $25 billion of
permanent tax reductions 4 payments we propose to make.
This proposed corporate ceduction o. $6 billion reflects
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the fact that corporations, too, will have an additional
burden from higher energy costs. Corporations will bear
these additional costs in a variety of ways--higher energy
costs reflected in costs of equipment they buy, not all of
which they will be able to pass on to consumers; reduced
sales and lower prices for some products as demand for
energy is reduced; and the additional capital equipment

gnd ther costs that will be involved for many corporations
in shifting over to lesser energy using processes and
products. .

As their energy costs increase, business will be
under pressure to pass these costs through to consumers
and they will be successful in varying degrees. To the
extent that this increase in cost is offset by a decrease
in income tax cost, a part of that pressure to pass
through energy costs to consumers will be relieved.

Corporate tax reduction is seldom politically popular,
because it is levied against an inanimate entity. But
corporate taxes are borne by people--in part by people
generally in the cost of what thevy buy from corporations,
and in part bv shareholders in the form of a reduced return
on the capital they have invested in the businesses.

_In recent years other nations, including ocur principal
Eyadlng partners, have recognized this and adopted various
integration" plans which move towards eliminating the
double tax on income earned in corporate form. But the
United States still imposes a double tax on income earned
from a business conducted in corporate form, thus taxing
that income more heavily than other income.

As you consider the President's proposal to reduce the
corporate rate from 48% to 42%, you should have firmliy in
mind that income earned in a corporation would still be
taxed at 42%, and then taxed again at rates going up to
72%8¥h22 paid out as a dividend--producing a maximum tax
o .6%.

I have already discussed the compelling reasons for
a reduction in corporate taxes wholly apart from any in-
crease in energy costs. These reasons are real and serious.
While corporate tax reduction may be unpopular, the con-
sequences of increasing unemployment and declining
productivity will be even more unpopular. They already are.
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Corporate Tax Rate Adjustment.

The President proposes that the corporate tax rate,
which is now 48%, be reduced to 42%. This will provide
benefits of approximately $6 billion. This reduction will
be accomplished by reducing the corporate surtax rate on
taxable income in excess of $25,000 from the present 26%
to 20%. The basic or normal rate applicable to all corporate
taxable income will remain at the present 22%. Thus, the
first $25,000 of a corporation's taxable income will con-
tinue to be taxed at a rate of 22%. The balance will be
taxed at a total normal and surtax rate of 42%. We propose
that the reduction be made in the high surtax rate because
that is where the excessively heavy double tax burden on
corporate earnings falls. Corporations that pay only the
normal tax rate of 22% are paying tax at about the average
top marginal tax rate of individuals.

The reasons for recommending reduction in corporate
taxes by means of a rate reduction instead of by some other
means are as follows:

Rate reduction is the most neutral way of reducing
corporate taxes. Neutrality means that all corporations
now paying at a 48% rate will share in the tax reduction,
will have maximum flexibility in making business and invest-
ment decisions, and can therefore operate most efficiently
without regard to tax consequences.

Reduction of the presently high corporate tax rate
will be the most meaningful and symbolic signal to business,
to investors and to the market of a serious intent to assist
business. This type of tax reduction will provide corpora-
tions the maximum assurance of continued more favorable
climate for the long-term investment decisions that are
necessary to ensure prosperity and control inflation.

Rate reduction has a character of permanence. We have
proposed to make the permanent tax reduction for individuals
in large part by rate reduction. We should do the same for
corporations.

The amount of the proposed corporate tax reduction
of about $6 billion is approximately the 25 percent corporate
share--when divided in the 75%-25% ratio of corporate and
individual tax payments--  the total of $25 billion of
permanent tax reductions 4 payments we propose to make.
This proposed corporate L ceduction 0. $6 billion reflects

A/
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the fact that corporations, too, will have an additional
burden from higher energy costs. Corporations will bear
these additional costs in a variety of ways--higher energy
costs reflected in costs of equipment they buy, not all of
which they will be able to pass on to consumers; reduced
sales and lower prices for some products as demand for
energy is reduced; and the additional capital equipment

gnd other costs that will be involved for many corporations
in shifting over to lesser energy using processes and
products. y

As their energy costs increase, business will be
under pressure to pass these costs through to consumers
and they will be successful in varying degrees. To the
extent that this increase in cost is offset by a decrease
in income tax cost, a part of that pressure to pass
through energy costs to consumers will be relieved.

Corporate tax reduction is seldom politically popular,
because it is levied against an inanimate entity. But
corporate taxes are borne by people--in part by people
generally in the cost of what thev buy from corporations,
and in part bv shareholders in the form of a reduced return
on the capital they have invested in the businesses.

-In recent years other nations, including cur principal
Eyadlng partners, have recognized this and adopted various
integration'" plans which move towards eliminating the
dogble tax on income earned in corporate form. But the
United States still imposes a double tax on income earned
from a business conducted in corporate form, thus taxing
that income more heavily than other income.

As you consider the President's proposal to reduce the
corporate rate from 487 to 42%, you should have firmly in
mind that income earned in a corporation would still be
taxed at 42%, and then taxed again at rates going up to
72%8¥h2; paid out as a dividend--producing a maximum tax
o . 6%.

Al hgve glready discussed the compelling reasons for
a reduction in corporate taxes wholly apart from any in-

crease in energy costs. These reasons are real and serious.

While corporate tax reduction may be unpopular, the con-
sequences of increasing unemployment and declining

productivity will be even more unpopular. They already are.
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Conclusion.

It is clear that our country faces serious economic
problems. I am confident that we can solve them. They are
complicated problems and their solutions will require pains-
taking attention and balanced judgments. The President's
program, which I have outlined to you, provides an integrated
blueprint for action. I am confident that as we consider
the problems in the objective and professional manner for
which this Committee is distinguished, we will be able to
reach joint decisions that will set us back on the path to
continued prosperity. I look forward to working with you.

O
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THE WHITE HOUSE

WASHINGTON

January 29, 1975

MEMORANDUM FOR: MAX L. FRIEDERSDORF
THRU: ' , VERN LOEN

FROM: : | DOUG BENNETT :
.SUBJECT: ‘ Al Ullmén‘s ';[‘ax. Proposal

Chairman Ullman introduced late Tuesday his alternative to the President's
temporary tax relief program. This proposal for temporary relief will be
followed by a permanent tax relief plan offset by revenues gained from an
energy package. Ullman's plan is to rush thru the temporary cuts within a
few weeks. '

This temporary relief package (parts of it to become permanent) borrows
some concepts from the President's, is intended to be deficit financed to the
extent of $19.4 B and sharply favors the lower income classes. It is a six
point program with political sex appeal the thrust of which will probably be _
supported by the majority of the Ways and Means Committee. There is plenty
of room for compromise between the President's program and this one. While
it lacks the totally integrated economic/energy comprehensiveness of the

- President's package, it seems to be a step in the right direction provided the

second stage (as yet undeveloped) proves adequate.

Ullman intends to begin markup of the temporary tax relief measure this week
and hopes to complete it prior to the recess. Reps. Gibbons, Karth and Corman
are developing a very similar proposal with the exceptions of providing a larger
rebate favoring lower income taxpayers and repeal of the depletion allowance

for oil In the final analysis, repeal of oil depletion will probably not be included
because of an anticipated slowdown of the measure due to Russell Liong's oppo- .
sition (although it is sure to go in the next package). ’

Attached is a description of the Ullman plan, comparision with the President's
plan and description of present law.

-



‘Comments on the Proposal

(1) Calls for some tax cuts which are permanent in nature and should

for strategy purposes be tied to the politically harder- to -get energy revenue
raising proposals.

(2) Is an attractive package as it provides money to low income people,
helps utilities greatly, helps business generally, surtax exemption favors small

business and maintains approximately the 3 to 1 rehef distribution between in-
dividuals and business.

(3) Borrows somewhat from President's proposals.

(4) Has the stamp of approval of many of the 'leaders' on the Democrat
side of the Ways and Means Committee.

(5) Has the potential to be done quickly.
(6) Lacks the balance of the President's proposals.

(7) At firs glance looks o.k. but needs the careful analys1s of the
Treasury Department tax lawyers.

(8) - Might hinder political chances for getting energy péckage.



(6)

Utility reinvestment feature whereby there (6) Similar to October 1974 proposal with respect

would be no tax paid on utility dividends

to preferred stock dividend.

if recipient reinvested in special issue
cquity shares of the utility within a limited

period of time.
Lstimated cost - $200 - $300 M

TOTAL ESTIMATED RELIEF - $19.4 B INDIVIDUALS - $15.3 B . BUSINESS - $4.1 B

NOTES:

1.

Ullman would make items 2 through 6 temporary for 1975
until and unless revenue from energy package is avail-
able -- then they become permanent.

The Gibbons, Karth, Corman proposal is very similar except

the rebate on 1974 taxes would have a higher percentage --

over 12 -- with a cap of $300 (thus rebate primarily to

low income taxpayers) and possibly repeal of the percentage
depletion allowance on oil,

Apparently the second energy relief package of a permanent
nature may include tax reductions for both individuals and
business. :

(6) No provision.




(1)

(2)

(3) -

(4).

()

Ullman Plan

Rebate on 1974 tax liabilities of approxi-~
mately 10%. Cap of $300. Reaches cap at
approximately $20,000 income and will phase
out rebate between $20,000 and $30,000 by
cutting the percent number to 3%. Paid in

~one lump sum in May.

Estimated cost - §7+ B

(a) Increase the low income allowance to
$1,900 for single tax payers and to $2 500

for married.

(b) Increase the percentage standard deduction
from 15% to 16% with a maximum allowable
deduction of $2,500 for a single taypayer

and $3000 for married.

Estimated cost - $5+ B

Provide a 5% credit on earned income

(wages and salaries) with a credit ceiling
of $200. Provide for a $4,000 to $8,000
adjusted gross income phaseout of the credlt
Estimated cost - $3+ B

Increase investment tax credit for all
business to 10%. Increase limitation for
utilities to 100% for two years and phase
back to 50% at 10% per year over a five
year period. Limitation for all other
business remains at 50%.

Estimated cost - $3.2 B

Increase the surtax exemption level for
corporate forms of business from $25,000

“to $35,000.

Estimated cost - $600 M

a

(2)

(3)

(4)

(5

COMPARISON OF PLANS

 President's Plan

Rebate on 1974 tax liabilities of 12%. Cap

of $1,000, Paid in two distributions - May
and September, Provides some rebate to all
taxpayers peaking at approx1mate1y $40,000

income bracket. ,

Estimated cost ~ $12.2 B .

Increase the low income allowance to $2,000
for single taxpayers and to $2,600 for married.
Estimated cost - $5 B

Provide an $80 cash payment for nontaxpayers.
Estimated cost - §2 B
[These two are similar in nature.]

Increase investment tax credit for all
business to 12%. Increase limitation on
utilities to 75% and phase back to 50% over
a five year period. Limitation on all other

- business remains at 50%.

Estimated cost - $4 B

Reduce corporate tax rate from 48% to 42%.
Estimated cost - §6 B

{Ullman proposal apparently, however, does
not preclude rate cut at time of energy
package.]

(1)

(2)

(3

4

()

Present Law

No provision.

(a) Low income allowance is $1,300'

for single and married taxpayers.
(b) The percentage standard deduction
is 15% with a ceiling of $2,000.

No provision.

(a) 4% credit for utilities
(b) 7% credit for all other business.
(¢) Limitation of 50% for all business.

Tax rate of 22%
income and surtax of 26%
marginal rate of 48%.

on first $25,000 of taxable
on all above or
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THE WHITE HOUSE

WASHINGTON

February 3, 1975

MEMORANDUM FOR: MAX L. FRIEDERSDORF

THRU: VERN LOEN
FROM: DOUG BENNETT PP®
SUBJECT: Anticipated Ways and Means Action

In my opinion Ways and Means decisions of this week are critical with respect to
the President's economic/energy program. The tax bill Al Ullman introduced
last Tuesday could be the cornerstone of diffusing the President's plan. I have
reached this conclusion for the following reasons: ’

(1) The Ullman package (description attached) contains approximately
$12 B of permaneént relief for individuals and corporations. Ullman claims it
will become permanent only when the "energy tax bill'" is acted upon but it will
be most difficult, judging from past experience, to repeal any of these ''temporary"
decisions, particularly in light of their appeal to individuals and business (low and
middle income taxpayers, business generally, small business and utilities - a
broad political base of support). This package has considerable momentum and
may well be fundamentally approved this week. '

(2)  The President's energy package on the tax side will be difficult to
get anyway and with $12 B of the available revenue already given away by virtue
of the Ullman package, the revenue will not be available to offset the price impact
of the import/excise taxes and decontrol of oil and gas by cutting both individual
and corporate tax rates. In other words, the hard part - asking people to pay
more for their energy needs - will not be offset by the ''goodie' - individual and
corporate tax rélief. The "liberals' on the committee are well aware of this and .
fear there will never be an energy package of any degree (windfall profits tax will

- be diffused by substantantial plowback provisions and exemptions for independents

and stripper wells). . . hence, they want repeal of the oil depletion allowance at-
tached to this ""quick relief" bill.

(3) Thus Ullman will have, in effect, separated the individual and business
tax relief from an energy tax package and make it extremely d1ff1cu1t to find fiscal
and political incentive to support the President. SR



(4) I understand Ullman has in mind, on the energy side, repealing the
oil depletion allowance, imposing a windfall profits tax with some plowback for
investment, possibly phased in decontrol of oil and gas in order to lessen the blow
on individuals and business and an import quota system with allocation. In addi-
tion, there may be included a tax on gasoline and some form of tax on automobiles
according to weight, hofsepower or gasoline consumption.

(5) If no incentive exists for a strong energy tax package and the Presi-
dent decontrols oil and gas giving the companies an extraordinary "windfall'" (price
of domestic oil will go from $5.25 a barrel to approximately $11.00), while this
would place some pressure on the Congress to act, with the rise in the price of -
petroleum products to consumers, the President might be subjected to criticism
and be unable to have tax revenues available to offset the rise in the Consumer
Price Index. Congressman Jim Corman suggests the President delay for a limited
period of time decontrol of oil so as to mellow oil industry opposition to an energy
tax bill and still give incentive for Congressional action.

RECOMMENDATIONS

(1) I think among the Republicans, Southern Democrats and responsible
liberals the votes are in the committee to keep the permanent tax relief out of this
first bill but it will take some real salesmanship. This position should be advocated
strongly by the White House and Treasury.

(2) Recognize the possibility of a modified import quota system as a com-
promise for raising the tariff to the $2 and $3 levels (assuming the tariff delay bill
is not approved). The Ways and Means Committee seems inclined to do this although
it is still early to access this accurately.

(3) Consider in place of a cut in corporate tax rates the '"integration con-
cept' which replaces present law taxation of corporations and dividends received
by shareholders with a unified tax structure whereby shareholders do not pay taxes
on dividends received to the extent that corporations have already paid taxes. This
helps greatly capital formatiofi as it serves as an incentive for equity investment
and has positive corporate financial results. This concept is advocated by the
Joint Tax Committee staff, the committee itself generally (those who have thought
about and understand the concept), almost all economists and tax lawyers and the
Treasury Department. This would be a very positive step in tax law and would
provide the corporate tax relief of the nature the economic/energy program seeks.
This decision should be made very soon so that Treasury witnesses can advance
it with the committee this week before final action is taken on the "temporary"
tax package.

cc: Counsellor Marsh, F. Zarb, P. O'Neill, C. Leppert, M. Duval
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THE WHITE HOUSE

WASHINGTON

February 19, 1975

MEMORANDUM FOR:  MAX L. FRIEDERSDORF
FROM: DOUGLAS P. BENNETT $%%

SUBJECT: Tax Reduction Act of 1975

A,
1\ P
NS 4,(,

This afternoon by a vote of 28 to 6 the Wa?aad_/ g
Means ordered reported out the attached #ill which (e

remains unchanged from that it had tentatively agreed
to prior to the recess, Chairman Ullman anticipates
taking the bill to the floor next week.

Attachment




SUMMARY OF CONFERENCE REPORT ON H.R. 2166
THE TAX REDUCTION ACT OF 1975

1. -Refund of 31974 Taxes

The Conference agreed to thef”ouse prov151on prov1d1ng
a 10 percent rebate of tax 11ab111ty for 1974 taxes-un to a
maxinum of $200 wlth e.mlnlmum of $100 (or the amount of frl
actual tan 1iabi1ity?if less than SlOO) The:$200-maximum:
is phased- down to $100 as the taxpayer's adJusted gross 1ncome

rises from $29,000 to $30,000, The revenue loss for thls -

_prdvision is $8.1 billion for 1975 only.. - :‘- °; :-

2. Standard Deduction

The’Confe}ence'increased the Tow income allowarice or minimum
stange%d deduéfion?to $]600 for s%ng]e perébns and $]906‘f0§ joint -
" returns. The regu]ar standard deduct1on is 1ncreased to 16% of-AGI e

up to a max1mum ef $23OO for s1ng]es and $2600-for 301nt returns _7/;7 Z-

~ - = d -

- - - - -

3. T iPersonal Exemption Credit

In lieu of a $200 tax credit as an alternative to the $750
personal exemption deduction, the Conference agreed to a $30 tax credit
in addition to tne persdné1 exemption fotAthe:taxpayefhénd his eeouee |
and an additional $30 tax credit for each dependent. - o j;~'

Revenue Toss: $5.2 billion.

st s e 2 e e
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B JIA%.e-fEatheavIncome Credit

- The eonFerees adopteo the Senate provisions prov1d1ng

- a retundable credlt of 10 percent of earned income up to

a’ ma<1mum of *400 The $400 max1mum is phased out as adjusteq
gross ;ncomeirlses from $4 .000 to $8,000. The credltiisk
avallable only to famllles with dependent children and is

to be takem 1nto account as 1ncome for welfare purpose: 1n»

detern;n1ng ellglblthy for a1d for dependent chlldren pay—

f{_4ment>.. It 15 etfectlve for 1975 only and has a revenue loss

of $1 S b11110n in that year A _;,7"— B - _?’ ;:  ' -f_mf

:.;?{?;5:%“1T31Fﬂféditffnr Home Purchasea = S "erﬂ> L

e iy e ¢

"1“f°” the purchase of new houses e1ther in be1ng~or in_construction d;” -

: ’before m1dn1ght March 25 In order to obta1n this credit the taxpayer

;If the se]]er fa]srf1es th1s cert1f1cat1on he is subJect_to treble -

The Conference agreement prov1des a 5% tax credit up to $2 000

- . EN __, -

"must rece1ve a cert1f1cate from the se]]er that the price of the house

’j}f51s the-]owest pr1ce at thch the house has. ever been offered for sa]e

- . -

damages the fraud prov1510ns of the Internal Revenue Code and-. reasonab]e

attorney s fees
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.éﬁgm.ChiidﬁCare’Deduction

v

_whlcn would quallfy SO, that
e-itemlzed deductlon for care
';related to or necessary for
T',The Senate had changed thlS

'removed the 1neome 11m1tat10ns generally ’ B - T
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evels in present law.

compauiés with investments of $i0 million or more,

Page AW

—_— The LonFerees agreed to a prov151on 1ncre351ng from the

A'present $18 000 to $35 000 the 11m1t of adJusted gross income

an 1nd1v1dua1 could take an

of chlldren or household Qer\rlces

credit to a business deduction and

The Lonferees agreed to the House provision increasing

the 10 ner»en* 1nvestmert credit for all taxpayers including

"ppallc‘utili ies to lepercent fer a two-year period ending

time the credit reverts to the

In adlltlﬂn

‘rtbe Conferee\ ‘agrsed to 2 oue pereenu additional’ 1nvestment

and provided that in the case of

this

-one percene mdSt be usesd and ebtablLahed in an empeovee stock

Other provisions provide for progress paymentsr

. . s e
A - 3 5005 VR
ace lind ' ity

propercy ill iv/> afd iv¥,0 from 50 percent to luiy percent ot the

that individual to become employed.
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incoﬁe tax liability of the utility. This would be reduced
by 10 percentage points a.year over a five-year period until
1981 when the 50 percent limitation would go back info
effect. The thferees also agreed to delete the provision

in the House bill putting a $100,ﬁilyion limit on thé'rgte

~increase in the investment credit that could be claimed for

'any one public utility (AT&T){

Alsb, the Conferees agreed to the norhaiization'provisions of
the Senate bill which basically allow public utilities. to
make new elections as to whether they wish to continue the

immediate flow=through of the investment credit. The conse-

‘quence of this amendment is to-allow the utilities to retain,

at least temporarily, t@e investment credit so that they will

be able to increase their plant and equipment rather than

‘flowing it through to consumers. In addition, the Conferees

compromised to allow an increase in the limitation on used

_ property théﬁMqualified for the investﬁent_credit‘to §100,000.

Existing law places a limit of $50,000, the Hopse had increased
this limit to $75,000 and the Senate amendméqt had removed

the 1limit entirely. The revenue loss associated with this

is $140 million. - - )
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8. Increase in Corporate Surtax Exemption and Reduction

in Rates
-The Conferees agreed to a compromise provision under which
i ~ the corporate surtax exemption would be increased fgf'one’yeaf‘
.to $50,000. -In additiqn, they agreed to reduce the 22 percent
_ rate applicable to the first '$25,000 to- 20 percent of the first

$25;dOO and agreed to a provision undér"which the next $25,000

of income would be taxed at 22 percent with 48 percent béing

applied on the remaining amount of income. Therevenue loss -

associated with.this provision is §.55 billion. ~

C};!IL' Increase in Minimum Accumulated Earnings Credit o

The Conferees agreed to a Senate provision increasing

the amount of the accumulated earnings credit from $100,000.

to $150,000 effective for tax years beginning after December

31, 1974. ~ B ST -

-
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11. Federal Welfare Recipients Employment Incentive (WIN)

Tax Credit

~ The Conferees agreed‘to a Senate amendment which Basically
allows both business and non-business emplofgfs to hire an R
AFDCrecipient for any kind.of'eméloyment in'exce55>d¥ 30 daysii.;
and obtain a fag crédit equal to 20 percent gf'the wagesldf
that individuél, ho£ to exceed‘Sl;OOO per individua1.each.yeaf.
The amendmenp'is to go.into éffect on July 1, 1976.and i; -

estimated to cost $3 million in revenue. -~ -

12. Keogh Plan Amendment - — : "i . SR

- - The Coﬁferees_agreed to a-provisionrincluded’in the

Senate bill.which allows individuals participating in Keogh.

 p1aﬁs to make contributions to that plan up to the time when _

they have to file a tax return for the plan-year inVOIVeﬁ,:"

This means that a partnership could determine at .the end

of the calendar year the amount it wisﬁed_td coﬁtribute‘td“h“»

the Keogh planAfor the previous year and do so make the -

contribution before April 15 of the subsequent year. This
is merely a conforming amendment to the Pension legislation

enacted by Congress during the last session.
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:l.13, Sbeﬁiel'Payment to Recipients of Scocial Secufity~and
Certaln Other Benefits |
St The Conference agreement prov1des to Soc1a1 Secur1ty, supp1ementa1
secur1ty 1ncome and ra11road ret1rement benef1c1ar1es a $50 payment
Th1s does not app]y to rec1p1ents outs1de the Un1ted States, or ‘to those
é mi“f' ,'f who are e1191b1e but not<present1y work1ng S R .
) "‘f i“RevénuerJoss:ﬁ‘$1.7 billion = . . . - T
R _’ et . -_u_—»,_; - s - - L i ‘ B "._ -
.?“- . :‘ --1.- ;‘_ - :__ :-— :_ - -;“__'_:; 'j‘ ) - : ) :.- ) o ‘ =7 - _:..:_: -‘.“ - __.
: 1&, Emergency Unen ployment Compensation Benefits ) )
. The Copferees ag reed to a prov151on extendlno the beneflts
fﬂr;those wno bave exhau ed,52 weeks of benefles for an- add:-x

._"

1 13'weeks wlthlh a period ending June 30 197 - Nlne

}’Ab-': .

fstatesvare“ ffected Cal;Fornia,,Massachusetts, wlchlgan

— '_fNeﬁeJ ;sey,.. ew lork Oregon,”Pennsylvania; Rhode Island, -
;> »fgnd‘Washington. The tﬁrust of this amendment is to provide
%. ienvyadd;tionei 13 neeks of benefits to individual who qualified
é under the State Extended Unem: 10yﬂent Benefits Program, bnt
those benefits. have already expired. The revenue/ldss aséocieted'
E with this_emendment is $200 million through June 30, 1975.
; v A .
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15. Extension of Period for Replacing Old Residence for the

Purposes of Capital Gains Treatment

" The Conferees agreed to a provision which extends the

’

time period in which a taxpayer may purchase a subsequent

residence and thereby defer gain from one year to 18 months

;and also the period under which the té*pgyer may defer may

,a‘. -~
sell his old residence and building/new one from 18 months

to 24 months. The effective date for this provision is

December 31, 1974 and the fevenue loss is negligible.



PM?

16. Foreign Tax Credit

The Conference agreement:

(1) repeals the per country limitation on oil and gas
effective January 1, 1976.

(2) recaptures certain foreign losses when there are later earnings-
from abroad, effective January 1, 1975.

(3) provides that where there'is no economic interest in the oil
in place, taxes paid to sovereign governments are not to be
considered a tax for the purposes of ihe foreign tax}credit
unless the purchase and sale price is at fair market value,
Effective January 1, 1975, |

(4) provides that the foreign tax credit for foreign oil and gas

-extractionincome is limited to 10% above the normal U.S.
tax rate for 1975: 5% for 1976 and 2% for 1977. To the
extent of excess credits these could be claimed as a credit
only against foreign oil related income inc]uding interest
and dividends,

Revenue gain: $370 million.
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17. Deferral of Income of Foreign Subsidiaries

The Conference agreement provides:
(1) If subsidiaries have tax haven income and it represents
30% or less of their total income, they are not taxed currently.
The provision would change the 30% to 10%.
(2) Shipping income would be taxed currently unless reinvested
in shipping.
(3) Repeals the‘mihimum distribution exceptions under sub. F
except for agricultural c;mmodities notihdigenous to the U.S.
(4) Certain changes in thé treatment of subsidiary income reinvested
in less developed countriés. |

The effective date for these provisions is January 1, 1976

and the revenue gain is $225 million,

18. 0il

The Conference action provides for a repeal of percentage depletion
generally. However, 22% depletion on oil and gas will be available
on the first 2,000 barrels of oil in 1975 with the number of barrels
getting the 22% reduced 200 barrels per year through 1980. In 1981
a 20% depletion would be available on the first 1,000 barrels and this
rate of depletion is reduced to 18% in 1982, 16% in 1983, and 15%
in 1984 and thereafter. For this later period (between 1981-1985) secondary
and tertiary wells would continue to get the 22% depletion rate but would
get only 15% thereafter. The 50% 1imit on net taxes increased to 65%

immediately.



Revenue
Individual Tax Cuts
Business Tax Cuts

Social Security and

Unemployment Comp. Changes

TOTAL

Tax Increases

Depletion

Foreign

Net Revenue Loss of le]

$18.1 billion
4.8

1.9

$24.8 billion

$ 1.7 billion
.3

$22.8 biltion
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