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AMOUNT OF AGGREGATE TAX REDUCTION BY INCOME CLASS

~Income . Optibn B - Option C:1 Option C:2 Option C:3
(AGI) 1974 Option A Magnified Reduces mar- Reduces mar- Widens all
Class Law Tax 1975 Act 1975 Act ginal rates ginal rates tax brackets
(S000) Liabilities $8 Billion $12 Billion to 53% bracket to 36% bracket by 30%

To 0O 283 - - -— - -
0 -5 1779 -800 - -1086 . =690 -691 ~-540
5-10 4092 -2252 -3389 -2415 S -2540 ~-1582

10 - 15 9251 -1879 -2899 -2415 -2893 : -1461

15 - 20 21239 -1606 -2334 -2527 -2886 -1868

20 - 30 20910 -1064 -1646 ~2462 ' -2492 -2366

30 - 50 38417 -303 -466 . =-1301 ~959 -1929

50 - 100 11875 -83 -127 - -883 -291 -1452

100 + 10952 -16 -24 -237 -64‘ ;581
TOTAL 116799 v -8003 -11970 -12929 -12817 -11779

Office of the Secretary of the Treasury _ September 29, 1975

Office of Tax Analysis

............



ANNEX A (*)

Tax Rate Schedule for President's
October 6, 1975 Tax Reduction Proposals
(Married Taxpayers Filing Jointly)

Taxable income : Present rates :Proposed rates
bracket : (percent) : (percent)
$ 0 $1,000 14 12
1,000 2,000 15 , 14
2,000 . 3,000 16 15
3,000 4,000 17 15
4,000 6,000 19 16
6,000 8,000 19 17
8,000 10,000 22 21
10,000 12,000 22 22
12,000 16,000 25 25
16,000 20,000 28 29
20,000 24,000 32 34
24,000 28,000 36
28,000 32,000 39 . S
32,000 36,000 42 ~
36,000 40,000 45
40,000 44,000 48 o
44,000 52,000 50 g
52,000 64,000 53 ")
64,000 76,000 55 o
76,000 88,000 58 Q
88,000 109,000 60
100,000 120,000 62
126,000 140,000 64 2
140,000 160,000 66
160,000 180,000 68
180,000 200,000 69 g
200,000 - 70 =
w
Office of the Secretary of the Treasur October 6, 1975

Office of Tax Analysis

NOTE: While some rates are increased in the higher brackets,
taxpayers with income taxed in those brackets will
benefit from rate reductions in the lower brackets and
the increase in the personal exemption so that on balance
the tax cut proposals will reduce taxes even for those s

affected by the increased rates. T

e

(*) ANNEXES PREPARED BY TREASURY DEPARTMENT E ;
OFFICE OF TAX POLICY S



ANNEX B
Tax Rate Schedule for President's
October 6, 1975 Tax Reduction Proposals
(Single Taxpaycrs)

Taxable income : Present rates :Proposed ratcs
bracket oo (percent) : (percent)
$ 0 $ 500 14 12 .
500 . 1,000 ' 15 13
1,000 1,500 ’ 16 15
1,500 2,000 17 15
2,000 3,000 19 16
3,000 4,000 19 17
4,000 5,000. 21 18
5,000 6,000 21 19
6,000 8,000 24 21
8,000 10,000 .25 ) 24
10,000 12,000 ' 27 27
12,000 14,000 29 29
14,000 16,000 31 31
16,000 18,000 34
18,000 20,000 C 36
20,000 22,000 38
22,000 26,000 . 40 =
26,000 32,000 45 —
32,000 38,000 50 =
38,000 44,000 55 o
44,000 50,000 ' 60 b
50,000 . 60,000 62 ,a
60,000 - 70,000 64
) 70,000 80,000 ' 66 a
80,000 90,000 68 o
90,000 _ 100,000 : 69 §
100,000 - . 70 S
Office of the Secretary of the Trecasury October 6, 1975

Office of Tax Analysis .

NOTE: While some rates are increased in the higher brackets,
taxpayers with income taxed in those brackets will
benefit from rate reductions in the lower brackets
and the increase in the personal exemption so that on
balance the tax cut proposals will reduce taxes even
for those affected by the increased rates.



ANNEY C

SIX-POINT UTILITIES PACKAGE

-- Increase the investment tax credit permanently to 12
percent on all elzciric utility properiy excepl generat-
ing facilitics fucled by peiroleum products. No change
of the percent-ofttax limitation is involved. The
increase in the credit is allowable only if constiruction
work in progress is included in the utility's rate base
and the benefit of the increase is "normalized" for
ralemaking purposes. ''Normalized" in this sense
means reflecting the tax benefit for ratemaking purposes
pro rata over the life of the asset which generaies the
bencfil instead of recognizing the entire tax benefit
in the year the utility's taxes are aciuzlly reduced.

In the absence of normalization, the entire i&x benefit
would flow through immediately in the ferm of reduced
utility rates for consumers, and no real economic benefit
would result for the utility,

-- Give eleciric utilities full, immediate investment tax
credit on progress payments for construction of
property that {akes two years or more 1o build, except
generating facilities fueled by petroleum products,
without regard to the five-year phase-in reguired by
the Tax Reduction Act of 1975. This new provision
applies only if the regulatory agency includes con-
struction work in progress in the utility's rate base’
for ratemaking purposes.

-- Extend to January 1, 1981, the period during which
pollution control facilitics installed in a pre-1969
plant or facility may qualify for rapid five-year
straight-line amortization in lieu of normal depre-

. ciation and the investment credit, -

== Permit rapid five-year amortization of the costs of
either converting a generating facility fueled by petroleum
products into a facilily not fueled by petroleum producis or
replacing a petroleum-fueled facility with one not fueled
by petroleum. This amortization is in lieu of normal



Id

depreciation and the investment credit, and is available
only if (i) its benefits are "normalized" for ratemaking
purposes, and (ii) constiruction work in progress is included
in the utility's rate base for ratemaking purposes.

Permit a utility to c¢lect fo begin depreciation, during the
consiruction period, of accumulated consiruction progress
expenditures, genarally the same expenditures as those which
qualify for the investment credit constructlion progress
payments under the Tax Reduction Act of 1975, Any deprecia-
tion taken during the consiruction period will reduce the
depreciation deductions available after the property is compleied.
This early depreciation will be available only if the ratemaking
commission includes construction work in progress in

the utility's rate base and '"'normalizes' the tax benefits

for ratemaking purposes. Construction of generatling
facilities 'which will be fueled by petroleum products will

not qualify for such depreciation.

Permit a shareholder of a regulated public electric utility

to postipone tax on dividends paid by the utilily on its common
stock by electing to take additional cornmon stock of the
utility in lieu of cash dividends. The receipt of the stock
dividend will not be taxed. The amount of the dividend

will be taxed as ordinary income when the sharcholder sells
ithe dividend stock and the amount of capital gain realized

.on the sale will be decreased (or the amount of capital loss
increased) accordingly. Dividend stock is deemed sold before
other stlock. ’

FY 1976 COST = $600 million



Annex D

MAJOR 1975 INDIVIDUAL TAX REDUCTIONS

The Tax Reduction Act of 1975 contains three temporary
general individual tax cut provisions affecting most taxpayers. The
first was the temporary one-shot rebate of a portion of 1974 tax liabilni-
ties, which was implemen;ed through special rebate checks or larger

refund checks last spring (cost: $8.1 billion). Two other temporary

structural changes enacted in 1975 may be summarized as follows:

Standard deduction liberalization ’

-- minimum standard deduction (low income allowance)
increased from $1, 300 per return ($650 for married
persons filing separately) to $1, 900 for a joint return
or surviving spouse, $1,600 for singhle persons, and

$950 for married persons filing separately,

-- maximum standard deduction increased from 15 percent
of AGI (with 2 maximum of $2, 000 or $1, 000 for a
married person filing separately) to 16 percent 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

12

The approxima;ce $8 billion of tax reductions effected by the
standard deduction liberalization and the personal exemption tax cut
were reflected in withholding tax reduction over a eight-month period.

Thus, the amount of tax cuts necessary to annualize the 1975 Act with-

holding tax reductions over a 12-month period would be approximately

$12 billion.



ANNEX E

Income Distribution of President's Tax Reduction Proposal
at 1975 levels of Incare
(billions of dollars)

Miusied gross | TR LB T thwoeed  qe G retoner U Remd
: 1972-74 law : liability : tax reduction :tax liability 1/

$ 0 - $5,000 2.0 0.8 1.2 5.8 61.3
5,000 - 10,000 14.1 9.1 5.0 24.2 35.3
10,000 - 15,000 23.1 17.6 5.5 26.6 23.8
15,000 - 20,000 23.7 19.5 4,2 20.3 17.7
20,000 - 30,000 28.0 24.7 3.3 15.9 11.7
30,000 - 50,000 16.9 15.9 1.0 4.8 5.8
50,000 - 100,000 12.1 11.7 0.4 1.8 3.2
100,000 + 9.4 9.3 0.1 : 0.5 0.8

TOTAL 129.4 108. 7 | 20.7 100.0 15.9
Office of the Secretary of the Treasury Octobexr 6, 1975

Office of Tax Analysis
1/ Based on unrounded liability figures.

NOTE: Detail may not add to totals due to rounding.
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10/24/75

While cutting the President's proposed tax cut to less than half

of what the President wants to give to the people, I couldn't help

but note that the House Ways and Means Committee approved

legislation that would at least double the annual limit on tax stexwkixmwex deductions

for members of Congress for Washington living expenses.

Having voted a pay raise already this year you would almost have to

look at this as Congress' own ''double-dipping'' in the Federal treasury.






THE TAX BILL

A SPOKESMAN'S GUIDE

December 21, 1975



THE TAX BILL
TA LKING POINTS FOR SPOKESMEN

l. President Ford is greatly pleased that the Congress has not only passed
a tax cut for the first half of 1976 but has tied future tax cuts to reductions
in Federal spending. The Congress has finally committed itself to an
essential principle of good government: that we must learn to live within
our means. ' )

2. This bill'was passed only bécause the President hung tough on the issue

of matching tax cuts with spending cuts. As in the New York City crisis,

this demonstrates that with forceful leadership -- including both his strong
original stand and his continued, constructive use of the veto power -- the
Federal Government can begin to deliver concrete results. This is a sub-
stantial victory for the President, for the Congress, for responsible Government,
and for the taxpayer,

3. By tying future tax cuts to similar reductions in Federal spending, we are
accomplishing three things for the American people:

A, We are starting to give them greater personal control over their
own earnings and thus over their personal lives, reversing a long-
standing trend toward governmental domination of the economy.

B. Now for the first time in more than ten years, we have solid
reassurance that the Government is capable of bringing inflationary
Government spending under control. Over the long run, this will
do more to bring stable prices and economic growth than any single
governmental program could ever dream of doing. -

C. The long term economic health of the country requires the
adoption of sound fiscal and monetary policies. This bill is an
important first step down the road toward a balanced budget. The
President's goal is to balance the budget by ¥FY 1979.

4. While this bill is a major breakthrough, it does not mean we can relax in
our efforts to reduce inflation and create more jobs. The President next
year will press for a still deeper tax cut tied once again to a dollar-for-dollar
reduction in Federal spending.



THE TAX BILL
EXCERPTS FROM PRESS CCONFERENCE NO. 24
of the
PRESIDENT OF THE UNITED STATES

2:08 PM, EST
December 20, 1975
Saturday

- In The Briefing Room
At The White House

QUESTION: What are some of the hardest budge% decisions
you are making right now?

THE PRESIDENT: They are all hard and, because even though
the budget will reflect an increase over the current fiscal year,
it will reflect a $28 billion cutback in the growth of Federal
spending and, therefore, you have to make hard decisions in
practically every department, but if we are going to get a $28
billion tax cut, we have to have a $28 billion cutback in the
growth of Federal spending, and we are going to have a $395 billion
spending budget for the next fiscal year and that will permit me
to recommend to the Congress a bigger tax reduction than the
Congress passed and which I will sign Monday when the bill gets
down here.

The American people need and deserve a larger tax cut and I
am delighted that the Congress after a lot of pulling and hauling
finally agreed that we would have in principle a tax reduction
and a spending limitation on a one-for-one basis. That, I think,
is a very sound principle. That is what I have been fighting for,
and now that the Congress has made a good faith commitment I
think my larger tax recommendations to cut taxes more than the
Congress passed means that we will get a firm handle on the growth
of Federal spending.

QUESTION: 1Is the $28 billion what you will propose again
next month as far as the tax cut goes?

THE PRESIDENT: Well, the tax bill that I intend to sign
reduces taxes on a full year basis of about $18 billion. My
tax reduction proposal will add another $10 billion in additional
tax cuts and it will all be predicated on a restraint, a control,
in the growth of Federal spending of a like amount.

QUESTION: Mr. President, let me go back to the tax cut a
moment. As you probably know, there are a lot of people in
Washington, including Democrats, that say you could have gotten
the same deal a week ago on this non-binding resolution and
with an election year coming up you could not very well give
people a Christmas present of higher taxes. Was your decision not
to accept this bill motivated in any part by election year politics
and do you think it caved in?
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THE PRESIDENT: I think the compromise which was achieved
was a good tax bill for six months but I, under no circumstances,
believe that I backed off a very fundamental principle which was
if you are going to have a tax reduction you have to have a
corresponding limitation on the growth of Federal spending. I
won on that issue 100 percent, and if you tie that principle
which the Congress has agreed to with the budget ceiling that
I am going to submit 0f£..$395 billion, it does mean that the
Congress will have to respect their good faith commitment and
operate within the $395 billion figure. o

QUESTION: Sir, did you have the same deal offered to you

a week or so ago and you didn't have the option of taking the
deal?

THE PRESIDENT: Not at all. Well, the evidence of that
is that the Republicans in the House of Representatives roughly
a week ago offered as a motion to recommit a $395 billion ceiling
for fiscal 1977 and virtually every Republican voted for it and
very few Democrats did. That, in my opinion, was a rejection
of the ceiling concept at that time but after the veto fo the
tax bill and it being sustained the Democrats in the Congress
then came forward with this dollar-for-dollar reduction in
taxes and a dollar-for-dollar reduction in Federal spending.
It was their proposition but it followed the guidelines that
was within the perimeters of what we had long sought.

QUESTION: Mr. President, do you expect Congress to go
along with the $395 billion ceiling? They have not said they
will so far.

THE PRESIDENT: We are going to submit a budget for $395
billion or less and I think we can justify it fully. I believe
there is a little different attitude up on the Hill among
Republicans as well as some Democrats that that is a responsible
figure. I think we have a fair chance of achieving it. We are
certainly going to try.




4

THE TAX BILL
QUESTIONS AND ANSWERS FOR SPOKESMEN

Q. What is the actual commitment of the Congress?

A. The commitment written into the tax bill is that, barring the
unforeseen, if the Congress extends the tax reduction beyond June 20, 1976,
any reddction in taxes must be accompanied by a similar reduction in
spending.

Q. How will the President enforce this?

A. The Congress has made a good faith pledge. It is not
legally binding, of course, but the President believes--based on his long
experience on the Hill--the Members will live up to their word. If they
don't, they will have to answer to the American people and, of course,
the President would exercise the veto powers he has to carry out the
principle of dollar-for-dollar reductions in which he deeply believes.

Q. Has the President backed down from his original position
by accepting a Bill that contains no spending ceiling?

- A, No, he has not. This tax cut covers the balance of Fiscal
Year 1976 and does not cover succeeding years. The President asked
for a spending ceiling to be effective with Fiscal Year 1977.

The compromise was to limit the tax cut to the balance of 1976.
1977 is not covered by the compromise bill. The Congress has agreed
to the principle of dollar-for-dollar spending cuts tied to any continuation
of tax cuts. That principle is precisely what the President wanted to
establish.

The President will submit a $395 billion budget for FY 1977.
With the dollar-for-dollar principle established, we will expect the
Congress to provide a deeper tax cut effective in July of 1976.

Q. Isn't this the same compromise rejected earlier--didn't the
President cave in so that he would not be blamed for an increase in taxes?

- A. No. Prior to sustaining the President's veto the most
Congress would even talk about was some kind of language whereby

they would give consideration to the President's proposal. But Y RN
in agreeing to the compromise, the Congress signalled agreement %\‘\
with the House Ways and Means Committee Chairman Al Ullman, whp f}
said: "The determination to control spending is, in my opinion, a \* Ny
determination which the Congress shares with the President. I S’

know of his interest in reducing the national deficit, and I can



assure him that Congress shares this determination with him and
that the statements we are making in this tax bill reinforce this
determination.”

Moreover, it should be understood that the President did
not propose the spending ceiling or agree to the compromise for
partisan political reasons. The effects of out-of-control
federal spending are one of the most serious causes of inflation

and other economic problems confronting us today.

Q. Will the President continue to press for a $28 billion
tax cut tied to a $395 billion ceiling?

A. Yes. The President feels that the $395 billion ceiling
is feasible and an appropriate first step toward arriving at
a balanced budget within three years. He believes that at such
a ceiling we will be able to give the American people not only
a continuation beyond June of the tax cuts implicit in the bill
he is signing, but an even deeper tax cut, a tax cut that will
restore to the average American working family another $227 a
year beyond what they received under this bill. (An average
working family defined as a family of four earning $15,000 a
year.)

Q. Will the President try to make the deeper tax cut
retroactive to January 1?

A. As far as I am aware, this is a matter that has not o
vet been considered. R

e

A}
o™’

i

Q. Are we likely to go through another one of these ~
struggles six months from now when the extension expires? -

Liys

B

A. I sincerely hope not. There is no need for it, and
furthermore, the Congress has accepted the basic principle of
equivalent tax and spending cuts.

Q. Doesn't this bill give a six month tax cut with no
assurance that there will be a restraint on Federal spending
since it applies only if a further tax cut is given?

A. We have the best assurance of all: the fact that the
Congress of the United States is unlikely to go to the American
people and tell them that their tax rates have to go up because
the Congress can't figure out a way to hold down the rate of
expenditure growth. Having committed themselves to the dollar-
for-dollar principle and the practical reality of tax rates going
up unless spending comes down, I think we'll see Congress eager
to cut down the growth of spending.

Q. How have the American people benefited from this political
battle?
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A. For the first time in history, the principle of tying
tax cuts and spending has been clearly established.

But we must remember that this bill does not mean the end
of the fight to control Federal spending. It is only the end
of the first successful round of a long battle.

We -are pleased that the Congress has made a commitment to
reduce Federal spending dollar for dollar with any continuation
of tax cuts after June of next year. With this firm commitment
- of the Congress in mind, the President will submit a budget in
January that is no greater than $395 billion. He will vigorously
press the Congress to adhere to this budget, which will permit
significant additional tax relief for the American people.

‘Q. Doesn't the extension of the present tax rate for only
six months hurt the economy due to the uncertainty involved?

A. Our preference would have been for a permanent tax cut,
and as the President has been saying all along, we believe the
tax cut should be deeper.

However, now that the Congress has accepted the dollar-for-
dollar principle, the American taxpayer should be able to expect
Congress to exercise the spending restraints necessary to provide
an even better tax break for the months after June 30.

Q. Doesn't this agreement to tie taxes to spending foul
up the Congressional budget process?

A. It certainly does not. This Administration wants the
Congressional budget procedure to be fully successful. The action
taken by the Congress in no way impairs the responsibility of
its committees. Rather it enhances that responsibility. Whether
you are a Budget Director in the Executive Branch or a member of
a Budget Committee in the Congress, it is not an easy job to get
others within the government to accept a slowdown of spending of
any kind. With this clear signal from Congress, I think it is
going to make the job of the budget committees a lot easier.

RIS
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THE TAX BILL
STATEMENT OF AL ULLMAN
Chairman, House Ways & Means Committee
December 19, 1975

The High Points

Language of Bill, Explanation

1. "If economic Conditions warrant doing so" =~ p.8

2. "Additional reduction in taxes" .~ p.8
fntent of Congress To Control Spending

1. "The determination to control spending is, in my

opinion, a determination which the Congress shares with

the President." - p.9

(The Full Text Follows)
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THE TAX BILL
STATEMENT OF AL ULLMAN
Chairman, House Ways & Means Committee
December 19, 1975

Before I conclude, I want to say that I understand that
both the Senate and the President have had trouble with some
of the changes that we have made in the Senate language in our
policy statement. I want to say that the changes are not
intended to be substantive, and I do not believe they are. Let
- me go through some of them with you.

For example, I understand that some object to adding the
language "and if economic conditions warrant doing so" at the
beginning of the third paragraph. I would like to p01nt out
that this pharse is almost the same as that prov1ded in the proviso
at the end of the third paragraph. There, it is indicated that
nothing would preclude the right of Congress to change the expend-
iture figure if this is warranted by economic conditions. As
far as I am concerned -- and I speak as chairman of the committee —--
this means nothing more by adding that material at the beginning
than was meant by the proviso at the end of the paragraph.
Therefore, what it really amounts to is simply a redundant state-
ment. However, some of the House members felt that it was
important to have this phrase appear up above just to be sure
that no one misunderstood that there was a condition that if
economic conditions change, the commitment specified might have
to be modified.

I know, also, that there are some that think that the
omission of the word "changing" in front of economic conditions
at the end of the third paragrph had some significance. I do
not believe that there is any substantive effect occurring from
this omission. I believe that it is clear that the economic
conditions existing today do not warrant departing from the
commitments specified and I believe that it is only if economic
conditions were to change that this would be true.

Also, I know of no other circumstances at this time which
would require a change from this commitment. Of course other
circumstances which are unforeseen at the present time may
ultimately require such change.

I understand, also, that some question has arisen where we
made reference to "additional reduction in taxes." It was the
intention of all of us to refer to any reduction in taxes which
occurs after June 30, 1976, even though it is the same amount
of reduction which is already provided for in the period up to
June 30, 1976. 1In other words, an extension of the existing tax
reduction beyond June 30, 1976, would give rise to the requirement
of an equal reduction in spending to offset a tax reduction.
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The determination to control spending is, in my opinion,
a determination which the Congress shares with the President.
I know of his interest in reducing the national deficit, and
I can assure him that Congress shares this determination with
him, and that the statements we are making in this tax bill
reinforée that determination.
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THE TAX BILL
STATEMENT BY RONALD NESSEN
Press Secretary to the President
December 19, 1975

The President is very pleased by the actions taken in the
Congress tonight on the tax bill.

‘The bill which has been enacted not only continues cuts in
taxes for the first half of 1976 but also represents a good faith
commitment by the Congress to match future tax reductions with
dollar-for-dollar reductions in projected spendlng This has
been the essential issue at stake throughout these debates, and
the President is gratified that the Congress has now accepted
this principle.

The essence of the bill, then, is that taxpayers will
continue to enjoy a measure of tax relief in 1976 and that for
the first time in history, future reductions in taxes will lead
to similar reductions in spending.
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THE TAX BILL

TALKING POINTS FOR SPOKESMEN

1. President Ford is greatly pleased that the Congress has

not only passed a tax cut for 1976 but, for the first time in
its history, has accepted an essential principle of good Govern-—
ment: that when the Government cuts people's taxes, it should
also reduce its own spending.

2. This bill means that the Federal tax cut will be extended
through the first six months of 1976 by $12 billion and that
projected Federal spending for the next fiscal year (FY 1977)
will be cut by the same amount. The dollar-for-dollar concept
embodied in this bill is pPrecisely the principle that the
President has been seeking to establish.

3. This bill was passed only because the President hung tough.
As in the New York City crisis, it demonstrates that with his
forceful leadership--including both his strong original stand
and his continued, constructive use of the veto power--that
the Federal Government can begin t6 deliver concrete results.
This is a substantial victory for the President, for the Con-
gress, for responsible Government, and for the taxpayer.

4. By tieing the tax cut to a dollar-for-dollar cut in Federal
spending, we are accomplishing three things for the American
people: :

a. We are starting to give them more control over their
own earings and thus over their personal ives, reversing a
long standing trend toward governmental domination of the
economy .

b. Now for the fist time in more than ten years, we have
solid reassurance that the Government is capable of bringing
inflationary Government spending under control. Over the
long run, this will do more to bring stable prices and
economic growth than any single governmental program could
ever dream of doing.

¢. The long term economic health of the country requires
the adoption of sound fiscal and monetary policies. This
bill is ar important first step down the road toward a

balanced budget and restoration of the principle that the

Nation must live within its means. /;fﬁiga
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5. While this bill is a major breakthrough, it does not

mean we can relax in our efforts
more jobs. The President next v
deeper tax cut tied once again t
tion in Federal spending.

to reduce inflation and create
ear will press for a still
© a dollar-for-dollar reduc-






THE WHITE HOUSE

WASHINGTON

September 6, 1976

JIM CAVANAUGH
RON NESSEN

ROGER PORTER
PAUL O'NEILL

FROM: DAVE GERGEN'X

SUBJECT: Tax Statement

MEMORANDUM FOR:

Here is a draft of a tax signing statement.

We would like to release it as early as possible
this afternoon, so that we would appreciate a
quick review.

Thanks.

T



DRAFT SIGNING STATEMENT ON TAX BILL

In signing into law 4 a temporary extension of
tax withholdiné rates, I would like to call the Nation's
attention once again to the continuing inability of the

~
Congress to meet the real needs of the American taxpayer.

For many months, the Congress has been struggling with
the issue of tax reductiop and tax reform. Most Americans
agree that both are necessary.

Early in the year, I expressed my own view that
one of the most important advances that could be made by
this ' Congress was to restrain the growth of Federal
°spending and to return the savings to the taxpayers in the
form of a $10 billion permapent ahd additional reduction
in income taxes.

During the year, I have also recommended to the Congress

in the strongest possible terms the need for reform of estate

and gift taxes so that family farms and small businesses would




not be wiped out by the burdens of taxation upon death
in the family.

It is urgent, as I have said many times, that we
relieve the burdeny% on all taxpgers and make our tax
system more equitable.

Unfortunately, the Congress has become.so ensnarled
in the rewriting of various specific provisions of the
tax code that it has failed to recognize the broad interests
of the country:

-- It has failed to grant additional tax relief;

-~ It has failed to put adequate restraints on
spending;

-- It has failed to protect family farms and small
businesses from the burdents of heavy taxation. f;

l\AVQ s&qvtd n
The bill that I ympgemsseyr is only a bandaid -- a _

15-day respite so that the Congress can complete action on

a more comprehensive tax package. I urge that the Congress

use this time wisely -- that it consider the needs not just



of the special interests, but of all the American people --
and I pledge that I shall do everything I can to assist in

this effort.
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THE SECRETARY OF THE TREASURY

SEP 14 1976

MEMORANDUM FOR THE PRESIDENT

SUBJECT: Reply to a Washington Post Editorial on
the Tax Bill

The September 13 ‘edition of the Washington Post
printed a lead editorial entitled "Reforming the
Tax Laws". It contained such gross factual errors
that I was impelled to respond.

Attached is a copy of my letter to Mr. Bradlee
without the enclosures it contained.

' Willian/E. Simon

" Attachment

SHINGTON
WASH v_



THE SECRETARY OF THE TREASURY
WASHINGTON 20220

. SEP 1 4 1976

"Dear Mr. Bradlee:

The last paragraph of your September 13 editorial
"Reforming the Tax Laws" contains gross factual errors.

You say the Tax Reform bill "was entirely a congres-
sional initiative.... The White House and the Treasury have
had astonishingly little to do with it." This is an irrespon-
.sible misstatement of fact.

The record plainly shows that the reform features in
the bill have been urged by the Adminjstration since early
in 1973 when proposals were made to close tax shelters by
means of LAL (limitation on artificial accounting losses)
At the same time a proposal was made to tighten the minimum
tax provisions to assure that all taxpayers pay their fair
share of taxes. _

These proposals were adopted by the Ways and Means
Committee in 1974 when a tax bill was agreed to but never
reported out of Committee. The Administration renewed its
‘efforts in 1975. At that time, I testified at length before
the Ways and Means Committee. Enclosed is a copy of the
statement I made on July 8, 1975 before the Ways and Means
Committee. One of my opening paragraphs states:

"I wish to renew our request for basic tax reform
legislation. 1In April, 1973, we requested legis-
lation that would greatly simplify the preparation
of tax returns for individuals, that would eliminate
tax shelters, and that would insure that’ 1nd1v1duals
with high economic incomes pay reasonable income
taxes. Your Committee adopted the substance of these
proposals in a major bill which it prepared but did
not report in the last Congress. This is unfinished
.business on which we should act promptly."

In the 1976 Act, the House bill adopted the Administra-

. tion's LAL proposal, although in somewhat modified form, and
took a different approach to the minimum tax provisions than
the Administration did. When the bill was taken up by the.
Senate, I again testified in support of these measures. A copy
of my statement to the Senate Finance Committee, dated March 17,
1976, is enclosed. I call your attention particularly to page 19
where I stated: R
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-"The House Bill contains many provisions designed

to limit the benefits which high-income individuals
receive from certain investment incentives provided

in the Code. These incentives include preferential
capital cost recovery deductions to encourage invest-
ment in such activities as real estate, minerals and
farming. The effect of these incentives is a deferral
of taxes which is worth more to taxpayers in the high-
est marginal tax brackets. Individuals responding to
these incentives are not acting illegally and repre-
sent a small fraction of all taxpayers. However,
excessive use of such incentives by high-income indi-
viduals may undermine the progressivity of the income
tax as well as its perceived fairness.

"In 1973 the Administration originated the LAL

(limitation on artificial losses) proposal which

limits the benefits of these tax incentives--often

called tax shelters. We are pleased that the House

bill generally follows our proposal and we continue

to support the broad objectives toward which LAL is
. directed. :

"Further, to deal with the problem of high income
taxpayers who do not pay their fair share of tax,
the Administration is renewing in modified form, its
1973 MTI (minimum taxable income) proposal. MTI is
an alternative tax which will subject taxpayers to
‘progressive income tax rates. We continue to feel
that this approach is superior to the minimum tax
which is an additional flat rate tax on tax prefer-
ences, primarily capital gains. H.R. " 10612 would
increase the minimum tax rate and would leave intact
its structural deficiency as an additional tax."

Finally you should know that the Treasury Department has
provided constant input to the members of the Conference
Committee, their staffs and the staff of the Joint Committee
on Internal Revenue Taxation with respect to the Administra-
tion's position on all aspects of the bill, and has prov1ded
appropriate technical comments.

Enclosed is a copy of a Treasury Department document dated
August 25, 1976 entitled "Administration Positions on H.R. 10612,
Tax Reform Act of 1976 (prepared for use by the House and Senate
Conferees in conjunction with the Conference comparison)." If you
will take the time to review all of the measures acted on by the
Conference you will see a high degree of conformity between the
Administration positions and the final content of the bill, with,

of course, some exceptions. .
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It is entirely misleading, therefore, for you to state
' that "The White House and the Treasury have had astonishingly

little to do with" the tax bill. It follows that it is grossly
unfair and biased political commentary for you to presume
that the reason for the (non-existent) circumstance you cite
is that the President's "long competition with Ronald Reagan
for the nomination made it impolitic for him to address most
of the issues that the bill raised."

The fact is that the Administration has been a leader iﬁ
tax reform. ' ) :

Mr. Benjamin C. Bradlee
Executive Editor

THE WASHINGTON POST

1150 15th Street N.W.
Washington, D.C. 20071

. Enclosures
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7 fYHE TAX REFORM BILL has been reformed—not
. % .completely, to be sure, but far more substanti-
ally than seemed possible a month ago. The House
originally passed it in pretty good shape, but then the
Senate, in a fit of irrezponsibility, wrote into it a vast
collection of new.tax Lrezks and miscellaneous atroc-
ities. The struggle swayed back and forth for weeks
in the Senate-House conference, That conference has

now ended with a compromise that retains many of -

the House version’s strengths and omits most of the
Senate bill's mischief. It is a hugely complex picce of
legisiation, and only the bravest of legislators would
claim et this point to comprehend every line fully;
certainly we do not. But the main outlines seem clcar,
In its present form, the bill desarves to be enacted

. and signed by the President.

In terms of money, 2nd the amount of tax that ev-
erybody will pay this year, the most important part
of the bill is also the Jeast cortroversial. It continues
the temporary tax cuts that Congress quickiy enacted

- early last year when the ful] dimensions of the reces-
. sion were becoming apparent. Witi tnemployment

high end rising, hardly anyone would even consider
turning off the stimulus that the cuts give the econo-
my. But the bull: 6f the bifi adcresses the miuch more
intricate question of distributing the load.

1, What does tax reform mean? By oge definition, it

. Iedns improving the fairness of the tax cocGe—in the

Sense that the ideal law would tzx pecple of similar

“incomes at similar rates regardless of their accoun-

tants’ skill at tax avoidance. One cons:ant symbol ¢of
the present law's shortcomings is the number of
wealthy citizens who manage each year to avoid pay-
ing any taxes at all. In respect to them, the bill is in-
deed a reform. It carries a modest but significant
tightening of the minimum tax that they are re-
quired to pay regardless of theirtax shelters. The bill
also eliminates some of the most egregious of the

~shehers, 2lthough it does not contain the systematic

clean-up that was in the original House bill.

-. Another definition of reform is simplification of .

the Jaw. Ilere the bill is a clear Joss. It adds nothin
but more complexity. The unfortunate truth of the
matter is that every broad revision of the code at-
fempts to remedy previous injustices and anomalies
by making still finer distinctions. A simple tax code is
a delightful idea, but we seem to be in the Wrong cen-
tucy for it. . .

. Reform also means maling the tay system more
progressive—shifting more of the load onto the tax-
pavers with more than average incomes. This bij)
does not do anythine abenut the hroad distrihuijon of
the American tax burden. But it makes a couple of

highly controversial chinges in the closely related

Yo
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question of taxing inherited wealth. Because the cur-
rent law exempts the first £60.000 of an estate from
taxation, only 7 per cent of all Americans leave es-
tates large enough to be taxed at all. The rew bil}
would raise the exemption to $173,000, at which Jevel
only the largest 2 per cent of all estates would be
taxed. In return for this great concession 16 inherited
wezlth, the conference decided that estates should no
longer be wholly exempt from the capital gains tax,
Suppose a man tuys stock at a low price and, by the
time of his drath, it has riseq in value. Under present
law, that carital gzin is never taxed. Under the bill, it
would gradually begin to be taxed (i, but ealy if, tho
heirs ever sold it). Even this graaual beginuing is teo
much for some of the congressmen, who are geing to
make one more attempt to delete it :

They might succeed. The tax bill will now come
back to the House in a peculiar par jomentiry sitva-
tion that will require a separate vote 0n the estate
and gift tax section. That vhole section will ba werih-
less if the House abandons this slow and gentlz bagin.

1ng to taxing the capital gains in esiates. it mizat te

noted that inflatica continuousiy raises the income

taxes of average citizens by kicking them izte Lizher

tax brackets. Periicularly in view of thess sient tax.
increases, it is hardly appropriate for Conzress (o

show such disproportionate solicitude for the innap

tances of the nation’s wealthicst families. '

At its present stage, the tax Lill alco represen:s a
heartening «ffirmation ‘of the new cengressional
budget process. Last spring Congress voied, in its
first budget resolution, to rzise 82 willion by elosing
tax loopholes. Rut as the Senats passed it, the fag o
would have opened up $300 mifiicn worth ¢f new
loopholes. Most of the worst of these provisions were
thrown out by the conference, and the subsiartive
changes in the law would now raise & ret o zbout
$1.6 billion next vear, For legislation hammered out
in the heat of 2 summer before & presicentis) ejee-
tion, that's not bad at all.

This bill was entirely a congressionat initiativa, and
it is a congressional solution. The White House 2nd
the Treasury have had astonishingly little to do with
it. The reason is, presumably, that President Ford's
long competition with Ronajd Reagan fer the nonii-
nation made it impolitic for himn to address mos! ¢f
the issues that the bill raised. But if tkis much can be
accempiished with no support from the aduiinistra.
tinn, it is reasonzble to expect toat rore cauld he
dene with the kind of hielp that 2t Jeast one of the
presidential candidates, Jimmy Carter, is pledaing,
As for the present bill, it falls short of ke eriginal
hopss-of its sponsors. Evrt on balance, it is werth en-
aciing into Jaw. . L TR
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FOR IMMEDIATE RELEASE AUGUST 6, 1976

Office of the White House Press Secretary

THE WHITE HOUSE

STATEMENT BY THE PRESIDENT

The Congress has been working on tax reform for over three years.

The Senate is presently considering a 1,600 page document filled
with hundreds of provisions and scores of amendments, some of
which are good, but many of which would benefit special interests.

This afternoon, the Senate tabled a simple, straight-forward
proposal, offered by Senator Dole, to raise the personal income
tax exemption from $750 to $1,000 a year. The vote was 57-29.

This proposed amendment would reduce the total tax liabilities of
Americans by $10.2 billion annually. This represents a tax
saving of $193 a year for a family of four earning $14, 000.

I regret that the Senate has rejected this amendment which would
benefit all taxpayers and would promote real cquity in the tax
sy stem,



September 20, 1976

SUBJECT: TAXES

The following is a brief chronological summary of
President Ford's proposals for changes in the tax
laws.

1974

October 1974 - To fight inflation,the President
proposed surtaxes on all corporations and
individuals with above average incomes.

1975

January 20, 1975 - State of the Union Address:

l. To create new jobs, the President proposed
one-year tax reduction of $16 Billion.
"Three~-quarters would go to individuals and
one-quarter to promote business investment."

October 6, 1975 - The President proposed making
these cuts permanent and deepening them to $28
Billion with an accompanying cut of an equal
amount in the growth of federal spending.

December 17, 1975 - The President vetoed a Congress-
ional tax cut because "you have refused at this
time to put any limit on spending for the next
fiscal year and instead sent me a temporary
6-month extension of the the present temporary
1975 tax levels due to expire on New Year's
Eve." (The Congressional Bill [HR 5559]
would merely have extended 1975's tax rate,
which would have worked out to about $18 billion
a year.

1. The veto was sustained.

2. On Dec. 19, Congress extended the existing
tax cuts and pledged to match future tax
reductions with dollar-for-dollar reductions
in projected spending.



SUBJECT: TAXES (Con't.)

1976

January 19, 1976 - In his State of the Union
Message, the President called for an additional
$10 Billion tax cut above the $18 Billion
approved by Congress in December, 1975. It was
to be accompanied by an equal reduction in the
growth of federal spending. He also called for
"changes in federal tax laws that will speed up
plant expansion and the purchase of new equipment"
to create more jobs.

March 27, 1976 - In La Crosse, Wisc., the President
proposed revisions in the Estate Tax laws, which
would stretch out estate tax payments at a greatly
reduced interest rate over 25 years and which would
raise the estate tax exemption from $60,000 to
$150,000.

The President has also made other proposals for tax revision
which have been included in the tax revision bill now on his
desk. These include - even if not in exactly the form the
President proposed:

1. Extension of the tax cut.

2. Closing of tax shelters.

3. Tlghtenlng of provisions requiring payment of a
minimum tax.

4. Aiding in the formation of capital by extension of
corporate tax rates and investment credits, thus
laying groundwork for creation of more jobs.

5. Modifying the estate tax to increase the exemption,
increase the marital exemption, and stretch out
the period of payment.




October 1, 1976

MEMORANDUM FOR:  TERRY O'DONNELL
THROUGH : ED SCHMULTS
FROM: BARRY ROTHAY.

In response to your request, the Assistant Secretary of
the Treasury for Tax Policy has advised me that the
Administration does not contemplate or support any efforts
to tax churches beyond the current scope of taxation.

At present, only income from an unrelated business, e.g.,
a church-owned factory, hotel or store, is taxed. Once
the tax is paid on that income, the church can spend it
along with tax-free income it derives from its traditional
fundraising activities, e.g., weekly collection, bingo
games.

Exactly what Carter proposes is unclear. Perhaps he is
considering taxing income which is now tax free, and in
turn allowing a deduction for expenditures just for
operation of the church building. If that is all he has
in mind, then the traditional welfare activities of
churches, e.g., family welfare, soup kitchens, schools,

etc., could be placed in jeopardy.

Although far from precise, it appears that the Carter
quote you cite is deservedly subject to our criticism,
either as imprecise and a distortion of current law, or
as just a bad idea.






