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CHAPTER I 

INTRODUCTION 

Purpose and Scope 

The purpose of this study is to describe, analyze, 

and trace the development of several new concepts of Federal 

income taxation as they first appeared in the Tax Reform 

Act of 1969. Specifically, the following sections of the 

Tax Reform Act of 1969 will be analyzed: 

1. Section 301, Minimum tax for tax preferences. 

2. Section 802, Lov; income allowance. 

3. Section 804, Fifty-percent maximum rate on 

earned income. 

Historical Background 

There has been almost constant agitation for tax 

reform since the enactment of the Federal income tax in 1913. 

Articles entitled, "Income Tax Inequities" and "Needed Reform 

2 
in the Present Federal Tax Laws" appeared as early as 1919. 

U. S. , Congress, House, A.n Act to Reform the Income-
Tax Laws, Pub. L. 91-172, 91st Cong., 1st sess., H. R. 13270. 
(Hereinafter cited as Tax Reform Act of 1969.) 

2 
American. Institute of Accountants, Accountant's 

Index, (New York: American Institute of Accountants, 1921), 
pp. 1431-32. 



In a special message to Congress on April 21, 1969,^ 

President Richard Nixon called for reform of the Federal income 

tax system. He said, "Far too many Americans pay less than 

their fair share of taxes. Too many others bear too much of 
4 

the tax burden." The President specifically recommended a 

"minimum income tax" which would set a limitation of 50 percent 

of taxable income on the principal tax preferences and a 

"low income allowance" which would remove more than 2,000,000 

low income families from the tax rolls. 

Three major factors led to the President's message 

to Congress and to the subsequent introduction of the tax 

reform bill. The first of these factors was the publication 

of the Tax Revision Compendium, an anthology of papers on 

the subject of broadening the income tax base. It was sub

mitted to the Committee on Ways and Means of the House of 

Representatives in connection with panel discussions on that 
7 

subject, which began on November 16, 1959. The Compendium 

is a three volume document which is composed of 17 5 formal 

3 
U. S., Congress, House, Committee on Ways and Means, 

Tax Reform Proposals Contained in the Message from the 
President of April 21, 1969, Committee Print, (Washington, 
D. C : Government Printing Office, 1969), pp. 1-4. 
(Hereinafter cited as Tax Reform Proposals.) 

4 
Ibid., p. 1. 
5 
Ibid., p. 2. 

r 

U. S., Congress, Committee on Ways and Means of the 
U. S. House of Representatives, Tax Revision Compendium, 
Committee Print, (Washington, D. C : Government Printing 
Office, 1959). (Hereinafter cited as Compendium.) 

7 
Ibid., p. 1. 



papers dealing with a wide range of questions in the field 

of Federal income taxation. The Treasury Department and the 

Committee on Ways and Means collaborated on the careful selec

tion of the authorities who were called upon to submit papers 

in their particular fields.^ In addition to and closely 

associated with the three volumes of the Compendium is a 

fourth volume which contains the transcripts of the panel 

discussions before the Committee on Ways and Means on the 

subject of revision of the Federal income tax law. 

The Compendium represents a most comprehensive and 

authoritative collection of articles calling for tax reform. 

As such, it is evident that it should receive at least partial 

credit for the eventual proposal and enactment of the Tax 

Reform Act of 1969. 

The second major factor which led to the Tax Reform 

Act of 1969 was the growing public awareness that some major 

inequities existed in the Federal income tax system. This 

situation was intensified when it became known that in 1966 

there were "154 persons with adjusted gross income in excess 

of $200,000 who paid no income tax. Twenty-one of these had 
9 

incomes over $1 million." The adverse reaction to this 

o 
Russell C. Harrington, "Reforming the Federal Tax 

System," Journal of Accountancy, 109 (June, 1960), p. 30. 
9 
U. S., Congress, House, Report of the Committee on 

VJays and Means, House of Representatives, H. Rept, 91-413, 
To Accompany H, R. 13270, 91st Cong., 1st sess., 1969, p. 9. 



revelation was strong enough to prompt President Nixon to 

refer to it in his message to the Congress on April 21, 1919,"'"° 

The third major factor v/as the presentation, during 

January, 1969, of the U. S, Treasury Department's Tax Reform 

Studies and Proposals to the Committee on Finance of the 

Senate and the House Ways and Means Committee. The Tax Reform 

Studies and Proposals is a document which contains studies 

and proposals which were developed by the staff of the Treasury 

Department in accordance with the Revenue and Expenditure 

Control Act of 1968,-^^ Section 110 of the Revenue and Expendi

ture Control Act directs the President to ". . . submit to 

the Congress proposals for a comprehensive reform of the 

13 
Internal Revenue Code of 1954." The studies made by the 

Treasury Department were detailed and covered a wide range of 

areas in which it was felt that tax reform was needed. Many 

of the proposals found in the Treasury studies were incor

porated into the Tax Reform Act of 1969 in one form or 

another. 

Tax Reform Proposals, p. 1. 

U, S., Congress, Joint Publication, Committee on 
Ways and Means of the U. S, House of Representatives and 
Committee on Finance of the U. S. Senate, Tax Reform Studies 
and Proposals of the U. S. Treasury Department, 91st Cong., 
1st sess., 1969. (Hereinafter cited as Treasury Studies.) 

12 
Ibid,, p. Ill. 

13 
U. S., Congress, House, An Act to Increase Revenues, 

to Limit Expenditures and New Obligational Authority, and for 
Other Purposes, Pub. L, 90-364, 90th Cong., 2d sess., 1968, 
H. R. 15414, p. 20. 



Extensive hearings, lasting from February 18, 1969, 

to April 24, 1969, were held by the Committee on V7ays and 

Means of the U. S. House of Representatives on the subject 

of tax reform. The Ways and Means Committee submitted its 

report to the House of Representatives on August 2, 1969. "̂"̂  

After passage by the House, the bill was submitted to the 

Senate which passed it in an amended form. The conference 

report was agreed to by the House and Senate on December 22, 

1969, and the President signed the Tax Reform Act of 1969 into 

law on December 30, 1969. 

Methodology 

The research upon which this study is based includes 

the examination of the following materials: 

1. Tax Reform Act of 1969. 

2. Reports of the Committee on Ways and Means of the 

House of Representatives and Committee on Finance of the 

Senate. 

3. Tax Revision Compendium. 

4. Tax Reform Studies and Proposals of the U. S. 

Treasury Department. 

5. Articles from various journals on the subject of 

revision and reform of Federal income tax law. 

14 
Report of the Committee on Ways and Means, p. 1. 

15 
Tax Reform Act of 1969, p. 255. 



6. Other publications which deal with Federal inc- le 

tax revision and reform in general, and the Tax Reform Act 

of 1969, in particular. 

Conclusions will be drawn on the basis of an examina

tion of the provisions of Sections 301, 802 and 804 of the 

Tax Reform Act of 1969. 



CHAPTER II 

BROADENING THE BASE 

Traditional Approaches 

Over the years many writers have called for reform 

of the Federal income tax system. Their proposals have two 

basic elements in common. First, they call for the elimination 

or sharp reduction of tax preferences so as to broaden the 

income tax base by including all or most of the economic 

income of individuals and corporations in taxable income. 

Second, they recommend a sharp reduction in the income tax 

rates and a lessening of the steepness of progression of those 

rates. These writers feel that the income tax base has been 

eroded by special income tax preferences and it is therefore 

necessary for the Federal government to impose high and steeply 

progressive rates in order to raise the revenue required. 

They believe that the Federal government's revenue requirements 

could be met by much lower income tax rates if the income tax 

base were broadened sufficiently. 

In his article "Reforming the Federal Tax System," 

Russell C. Harrington quotes Wilbur Mills, Chairman of the 

Compendium, p. 24. 



8 

House Ways and Means Committee, as saying: 

If all the exceptional provisions now in the law 
were eliminated . . . we could collect the same 
revenue we now get from the individual income tax 
with a rate schedule in which the first bracket 
rate was 9 gercent and the top bracket was 
41 percent. 

Congressman Mills' comment is a good illustration of the 

philosophy behind the traditional approach to income tax 

reform. 

While most authors advance basically the same type 

of proposals for income tax reform, they differ in their 

particular emphases and motivations. Some authors find the 

steep progressivity of the income tax rates particularly 

objectionable. Dan Throop Smith is one of such authors. 

He says: "The tax yield of the highest bracket is itself a 

small fraction of the small fraction produced by the entire 

3 

progressive element in the tax." He further states that: 

"On balance, it seems probable that . . . marginal tax rates 

are more likely to repress or divert activity than most other 

forms of taxes, even a flat rate of income tax which secures 
„4 the same revenue. 

Other authors are offended by what they see as 

inequities in the Federal income tax system, Walter J. Blum 

Harrington, "Reforming the Federal Tax System," p. 31 

3 
Dan Throop Smith, Federal Tax Reform, the Issues 

and a Program (New York: McGraw-Hill Book Company, Inc., 
1961), p. 38. 

4 
Ibid., p. 40. 



says of tax preferences: 

. . . they are undesirable not so much because 
of the adverse effects they might have on tax
payer morale, or the costs they might impose 
on operating the tax system, or the inroads they 
make on the productivity of our economy; rather 
they are undesirable simply because they are 
unfair. This, I should like to urge, is the 
fundamental standard by which any preference 
ultimately should be iudged and by which it 
should stand or fall. 

Still other authors object to tax preferences on the 

ground that there is no real justification for their existence. 

Stanley S. Surrey criticizes the major tax preferences by 

pointing out that the effects of tax preferences are not in 

conformity with their original intent. He says: 

The majority of these income tax differentials 
(both as to income and deduction items) have 
arisen almost fortuitously. They are traceable 
to hastily considered ad hoc solutions which 
have since proven defective from a technical 
standpoint . , , or to decisions made early 
in our tax history under quite different con- ^ 
ditions and on grounds that do not obtain today. 

Abuse of Tax Preferences 

Perhaps the most potent argument against tax preferences 

is that they are subject to abuse. That is to say, taxpayers 

are sometimes able to arrange their financial affairs so as 

to take maximum advantage of tax preferences, thereby avoid

ing payment of anything approaching their fair share of 

income taxes. 

5 
Compendium, p. 83. 

Ibid,, p, 13, 
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The example of 154 persons with adjusted gross 

income in excess of $200,000, who paid no Federal income tax 

in 1966 has been previously cited.^ An analysis of these 

returns showed that: 

. . . The most important single cause of nontaxability 
for this group was itemized deductions which totaled 
over $130 million or 116 percent of adjusted gross in
come. Another group of these taxpayers benefited most 
from the unlimited charitable contribution deduction 
(49 cases). In fact the single most important itemized 
deduction for the nontaxable group was the charitable 
contribution deduction, amounting to nearly $79 million, 
of which $55 million or 70 percent v;as property, the 
bulk of which represented untaxed appreciation. An
other group benefited primarily from the deduction 
of interest paid (72 cases), which was the second most 
important itemized deduction for the group as a 
whole. Most of this interest paid was on loans which 
v/ere presumably for the purpose of acquiring appre
ciating investment assets held for capital gain 
purposes and was frequently deducted from earned income. 
Others benefited from such items as real estate 
depreciation, the excess of percentage over cost 
depletion and intangible drilling and development 
expenses, and farm losses. Many were nontaxable 
because they were able to exclude one-half of capital 
gains from their income and offset all their itemized 
deduction against the remaining income subject to 
tax. 

Your committee also examined the returns of tax
payers who were taxable but paid low effective rates 
of tax. The most important reason for the low 
effective tax rate paid by these taxpayers was the 
combination of the excluded half of capital gains 
and itemized deductions which were offset against 
their income- subject to tax. 

It is believed that still other high-income 
individuals paid no tax and did not even file tax 
returns since virtually their entire income was 
from tax-exempt State and municipal bonds. 

This is a clear illustration of the extent to which 

tax preferences can be abused. It was just such abuse that 

7 
Report of the Committee on Ways and Means, p. 9. 
^Ibid. 
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was in large measure responsible for the attacks on tax 

preferences in general. 

The Treasury Department's Approaches 

The underlying philosophy of the U. S. Treasury 

Department's attacks on tax preferences was illustrated by 

Edwin S. Cohen, Assistant Secretary of the Treasury for Tax 

Policy: 

. . . we are not taking away the preference [sic] 
as such. We are curbing their excessive use by 
any individual taxpayer. The outright elimination 
or reduction of any of these provisions would re
quire careful economic judgments based on extensive 
data and studies. They support in some degree impor
tant segments of our business community, the fin
ancing of state and local government activities, 
and charitable-educational institutions. 

Before deciding whether any incentive should 
be retained in the tax law or miodified, we need to 
compare its cost to the revenue with the benefit 
the public derives from its existence. . . . 

What Mr. Cohen seemed to be saying v/as that the 

Treasury Department was unwilling to launch a direct major 

attack on individual tax preferences, because of insufficient 

information as to the possible consequences of such action. 

Instead, he offered what he referred to as "current or interim 

proposals." These proposals consisted of a limited attack 

on specific tax preferences and a broad attack on tax prefer

ences in general. 

The Treasury Department approached the problem of tax 

preferences from two different aspects in the Treasury Studies 

9 
Tax Reform Proposals, p. 9 
Ibid,, p. 18. 
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and the Tax Reform Proposals. The differences between these 

two Treasury Department documents are easy to understand 

when one considers the fact that the first listed paper. 

Treasury Studies, is the product of the Treasury Department 

under President Johnson's administration and the second paper. 

Tax Reform Proposals, contains the recommendations of the 

Nixon administration. 

In Treasury Studies, the Department recommended: 

. . . a minimum tax to be applied to an income base 
broadened to include the amounts now omitted. . . . 
The schedule of rates for the minimum tax would be 
graduated from 7 to 35 percent. The tax is designed 
so that v/hen applied to the expanded income base it 
yields a tax equal in amount to the tax payable under 
the regular rates on half as much income. Thus the 
minimum tax would have the effect of placing a 50-
percent ceiling on the amount of an individual's 
total income which may be excluded from tax. The 
individual would be required to pay this minimum 
tax whenever it-, exceeded his liability under present 
law definition. 

The amounts that would be included in the broadened 

income base would be: 

(1) Interest on State and local bonds. 

(2) The excluded portion of net long-term capital 

gain. 

(3) The amount of percentage depletion claimed after 

the cost of the property had been recovered. 

(4) The amount of appreciation on property contributed 

to charity to the extent taken as a deduction under the normal 

limitations. 

Treasury Studies, p. 14. 

12 
Ibid., p. 133. 
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In calculating the minimum tax the individual would 

add to his adjusted gross income, as computed under then 

current law, the various heretofore totally exempt items 

which he received. He would then subtract all of the de

ductions to which he would be entitled, or a minimum deduction 

of $10,000, whichever were larger, and would also subtract 

his present exemptions; the remainder would be his minimum 

tax base, to which he would then apply the minimum tax rate 

13 

schedule to compute the amount of his minimum tax. 

The expanded tax base contemplated under this proposal 

can be expressed miathematically by the following formula: 
ETB = AGI + P - D. 
ETB = Expanded tax base. 
AGI = Adjusted gross income under then current law. 
P = Preference items includible in expanded tax base. 
D = The larger of $10,000 or other deductions plus 

personal exemptions. 

The second Treasury Department approach to the problem 

of tax preferences is found in the Tax Reform Proposals. In 

this document, the Treasury Department proposed a Limit on Tax 

Preferences (LTP) whereby a 50 percent ceiling would be 

imposed on the amount of an individual's total income which 

could enjoy tax preferred status. For the purposes of the 

LTP, total income was defined as the sum of the adjusted gross 

income plus the following tax preferences: 

(1) Appreciation in value of property given to charity; 

(2) Intangible drilling costs and percentage depletion 

in excess of cost depletion; 

•^^Ibid. , p. 134. 
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(3) Certain excessive farm losses; 

(4) The excess of accelerated over straight line 

depreciation on real estate. 

There would have been a $10,000 minimum amount of 

allov/able tax preferences and disallowed tax preferences 

could have been carried forward for five years. This proposal 

provided for a three-year transition period whereby the ceiling 

would have been lowered in stages to 70 percent, 60 percent 

15 
and finally to 50 percent. When fully effective the LTP 

would have been one-half of the excess of the listed tax 

preferences over $10,000. 

Tax exempt interest was not included in the list of 

tax preferences for LTP purposes because the Department of 

Justice advised the Treasury Department that the constitutionality 

of such an inclusion was doubtful. Excluded capital gains 

income was not included in the list of tax preferences be

cause the effect would have been to raise the alternative tax 

in some cases above 25 percent to as much as half of the 

taxpayer's top rate. It was felt that this could have had a 

. . ^ 16 
serious economic impact. 

The LTP is similar to the "Minimum income tax" pro

posed in the Treasury Studies in that the minimum income tax 

was designed in effect to limit certain exclusions to 50 percent 

Tax Reform Proposals, pp. 69-70. 

15 
Ibid., p. 70. 

16 
Ibid., pp. 22-23. 
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of an expanded adjusted gross income. The Treasury Depart

ment decided to propose the LTP because of its greater 

simplicity, its inclusion of an averaging provision, and 

the coverage of certain excessive farm losses. 

Both Treasury Department proposals had in common a 

recommendation calling for allocation of deductions between 

excluded income and taxable income. The theory behind the 

allocation of deductions was that without such allocation, 

taxpayers could obtain double benefit from items of excluded 

income by applying all of their deductions against the taxable 

18 

portion of their income. 

The Treasury Studies provided an exemption to insure 

that taxpayers with less than $5,000 of excluded income would 
19 not need to make this allocation. The Tax Reform Proposals 
20 

provided for a $10,000 exemption. 

The general attack on tax preferences as outlined 

in the Treasury Studies was far more effective than that of 

the Tax Reform Proposals in terms of increased revenues. 

The combination of the minimum income tax and the allocation 

of deductions would have yielded an estimated $825 million 
21 

per year; whereas, the combined estimated revenue gain of 
Ibid., p. 24. 

18 
Treasury Studies, pp. 35-36. 

Ibid. 

20 
Tax Reform Proposals, p. 14. 

21 
Treasury Studies, pp. 35-36. 



16 

the LTP and the allocation of deductions would have been 

$580 million when fully phased in.^^ 

The House of Representatives' Approach 

On February 14, 1969, the Committee on Ways and 

Means announced hearings "on the broad subject of tax 

23 
reform" and invited testimony on: 

Minimum tax—As to whether an individual's 
income (if above some specified level such as 
$10,000 or $20,000) should be taxed at least at 
some specified low rate on a broad tax base, 
including many items in the tax base excluded 
or deducted under present law . . . . 

The position of the witnesses in favor of a minimum 

tax is typified in the statement made by Congressman Richard D 

McCarthy (Democrat--New York). He considered it to be highly 

unfair for persons at poverty level to pay taxes while some 

high-income persons paid no tax or very li.ttle tax, as the 

various tax loopholes are not readily obtainable for the 

low income person. He felt that a minimum tax would at 

least bring the untaxed persons onto the tax roll, and this 

would remove part of the demoralizing aspects of the current 

25 
inequities. 

22 
Tax Reform Proposals, p. 24. 

23 
U. S., Congress, House, Committee on Ways and 

Means, Tax Reform, Hearings, 91st Cong., 1st sess., 1969, 
p. 5. 

24 ^Ibid. 
25 
U. S., Congress, Staff of the Joint Committee on 

Internal Revenue Taxation, Summary of Testimony on Minimum 
and Maximum Taxes at Public Hearings, February 18, 1969 to 
April 24,_1969 Held by the Committee on Ways and Means on the 
"Siibject of Tax Reform, (VJashington, D. C : Government Printing 
Office, 1969), p. 4. 
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One of the witnesses opposing the minimum tax was 

William T. Barnes, Chairman of the Division of Federal Taxation 

of the American Institute of Certified Public Accountants. 

Of the minimum tax, he said: 

We agree that the ability of individuals to realize 
large amounts of disposable income with little, if 
any, payment of tax undermines public confidence in 
our self-assessment system. However, we also believe 
that the solution lies in dealing directly with the 
exclusions and deductions which make this situation 
possible. The Treasury's minimum income tax proposal 
would attack indirectly specific items which should be 
dealt with through direct legislation. For this 
reason, and because it would further complicate our 
present overcomplicated tax system, we oppose the 
Treasury's proposal. 

The public hearings lasted from February 18, 1969, 

to April 24, 1969. On August 2, 1969, the Ways and Means 

Committee submitted its report to accompany H.R. 13270, 

27 

A Bill to Reform the Income Tax Laws. 

The Ways and Means Committee report follows closely 

the Treasury Department's recommendations as outlined in the 

Tax Reform Proposals, except for several changes in those 

items which were to be considered as tax preferences. The 

Ways and Means Committee added to the list of tax preference 

items tax-exempt interest on State and local bonds, and the 

one-half of the net long-term capital gains (which is excluded 

from income). It dropped from the list of tax preferences 

proposed in the Tax Reform Proposals the intangible drilling 
2 6 
Tax Reform, Hearings, p. 4388. 

27 
Report of the Committee on Ways and Means, p. 1. 
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costs and percentage depletion in excess of cost depletion.^^ 

Aside from the changes in items which were to be considered 

tax preferences, the Ways and Means Committee adopted the 

LTP in the same form as it was presented in the Tax Reform 

Proposals. The report stipulated that the bill provided for 

". . .a 50-percent ceiling . . . to be imposed on the amount 

of a taxpayer's total income (adjusted gross income plus 

29 
the tax preference items) which can be excluded from tax." 
The bill also provided for a 5-year carryover of disallowed 

30 

preferences, achieving an averaging effect. 

It was estimated that the limit on tax preferences 

would increase revenues by $85 million per year when fully 
^^ 4-- 31 effective. 

As in both Treasury Department documents, the Ways 

and Means Committee report contains a provision for the 

allocation of deductions between taxable income and tax 

preference items. Allocation of deductions would be required 

only to the extent that tax preferences exceeded $10,000. 

The estimated revenue effect of this provision was a $460 
32 

million increase in revenue when fully effective. Although 

^^Ibid., p. 79. 

Ibid. 

-̂ Îbid. , p. 80. 

Ibid. 

32 
Ibid., p. 82. 
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the allocation of deductions provisions contained in the 

Treasury Studies, Tax Reform Proposals and the House bill are 

closely tied to the minimum tax and the LTP (and are also 

of major importance in terms of revenue) they will not be 

discussed further because the Senate Finance Committee 

delved the allocation of deductions provision from the House 

bill and no such provision appears in the Tax Reform Act 

of 1969.^-^ 

The bill which was reported out of the Ways and 

Means Committee (and which was subsequently passed by the 

House of Representatives) more closely followed the recom

mendations of the Treasury Department's Tax Reform Proposals 

than the Treasury Studies insofar as an attack on the excessive 

use of tax preferences is concerned. It should be recognized, 

however, that elements of both Treasury documents appear 

in the House version of the bill. 

In terms of revenue gains, the House version of the 

tax reform bill was the least effective in its attack on tax 

preference items, with an estimated revenue gain of only 

$545 million from the combination of the LTP and the allocation 

of deductions provision. In comparison, the Tax Reform 

Proposals recommendations would have yielded an estimated 

3 3 
U. S., Congress, Senate, Report of the Committee 

on Finance, S. Rept. 91-552 To Accompany H.R. 13270, 
91st Cong., 1st sess., 1969, p. 118. 

Report of the Committee on Ways and Means, 
pp. 80-83. 
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combined total of $580 million in revenue gains and the 

Treasury' Studies recommendations would have yielded an 

estimated combined revenue gain of $825 million.^^ 

The Senate's Approach 

The tax reform bill, as reported to the Senate by 

37 

the Committee on Finance, bore little resemblance to the 

House bill, insofar as its treatment of tax preferences in 

general is concerned. The Senate Finance Committee provided 
3 8 

for a minimum tax on tax preferences, but its version is 

not to be confused with the Treasury Studies version of the 

minimum tax. They differ radically from one another. 

The Senate Finance Committee amended the House bill 

to substitute an overall minimum tax for the LTP and the 

allocation of deductions provisions in the House bill. Under 

the Finance Committee provisions, both individuals and cor

porations were to aggregate their tax preference items, 

subtract an exemption of $30,000 and apply a 5 percent rate 
. . 39 

to the remainder to calculate the minimum tax. Observe 

that the Finance Conmiittee's version subjects both individuals 

and corporations to the minimum tax, whereas only individuals 
40 

were affected by the House's LTP. 35 
Tax Reform Proposals, p. 70. 

Treasury Studies, pp. 35-36. 

37 
Report of the Committee on Finance, p. 1. 

^^Ibid., p. 112. 

39 
ikiii-
Ibid., p. 13. 
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The following items of tax preference were to be 

included in the base of the 5 percent minimum tax: 

(1) Excess investment interest. This is the 
excess of investment interest over net investment income 
(i.e., investm.ent income less investment expenses). 

(2) Accelerated depreciation in excess of straight 
line depreciation on personal property subject to a net 
lease. A net lease involves a situation where the lessor 
is guaranteed a specific return on his investment or is 
guaranteed against the loss of income. Net leases also 
include situations where business deductions are less than 
15 percent of the rental income produced by the property. 

(3) The excess of accelerated depreciation over 
straight line depreciation on real property. 

(4) The excess of the amortization deduction 
over accelerated depreciation on rehabilitation expenditures. 

(5) The excess of the amortization deduction over 
accelerated depreciation on certified pollution control 
facilities. 

(6) The excess of the amortization deduction over 
accelerated depreciation on railroad rolling stock. 

(7) In the case of stock options--the excess of 
the fair market value of the stock over the option price of 
the stock at the time of the exercise of the option. 

(8) The amount by which the bad debt reserve deduction 
exceeds the amount which would be allowable on the basis of 
its own bad debt loss experience or the industry's experience 
in the case of banks, savings and loan associations, 
mutual savings banks, or other financial institutions. 

(9) Intangible drilling and development costs 
and the excess of percentage depletion over cost depletion. 

(10) Capital gains. In the case of individuals, 
the one-half of the net long-term capital gains excluded 
from taxable income. In the case of corporations, after 
1970, three-eighths of a corporation's net long-term 
capital gain will be treated as a tax preference. 

41 
Ibid., pp. 114-15. 
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Of the tax preferences listed above, seven are not 

covered by the House's LTP. These seven are: 

CI) Excess investment interest. 

(2) Excess depreciation of personal property 
subject to a net lease. 

(3) Excess rehabilitation amortization deduction. 

(4) Excess pollution control facility amortization 
deductions. 

C5) Excess railraod rolling stock amortization 
deduction. 

(6) Profits on stock options. 

(7) Excess bad debt reserve deductions for financial 
institutions. 

In addition, three items which were treated as tax 

preferences in the House bill were not subjected to the 

5 percent minimum tax. These items are: 

(1) Appreciation in the value of property deducted 
as a charitable contribution. 

C2) Interest on State and local bonds. 

(3) Certain excessive farm losses. 

It was estimated that the long-term increase in 

revenue attributable to the 5 percent minimum tax would be 

44 $700 million per year. From a revenue standpoint, the 

Senate's minimum tax is more effective than the House's LTP 

42 
Ibid,, p, 116. 

Ibid. 

44 
Report of the Committee on Finance, p. 118. 
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and allocation- of deductions combination in attacking tax 

preferences as a whole, because its estimated revenue yield 

was $155 million greater. An additional point in favor of 

the minimum tax is that its computation is much less compli

cated than the computation of the LTP. 

Once reported out of the Senate Finance Committee, the 

minimum tax underwent a change as a result of an amendment 

introduced by Senator Jack Miller (Republican—Iowa). The 

Miller amendment had the effect of raising the minimum 

tax from a rate of 5 percent to 10 percent and adding the 

taxpayer's regular Federal income tax to the $30,000 exemption. "̂^ 

In other words, the minimum tax was changed from a 5 percent 

tax on tax preferences in excess of $30,000 to a 10 percent 

tax on the excess of tax preferences over the sum of $30,000 

and the taxpayer's regular Federal income tax. 

Senator Miller introduced the amendment to alleviate 

two inequities that he saw as inherent in the Finance 

Committee's minimum tax. The first of these was that the 

5 percent minimum tax added an additional 5 percent tax on 

tax preferences, regardless of how much regular Federal 

income tax an individual paid. Senator Miller saw this as 

adding "insult to injury" to those taxpayers who were already 

paying large amounts of Federal income tax. The second of 

45 
U. S., Congress, Senate, Senator Miller's Amendment 

to the Tax Reform Act of 1969 concerning the Minimum Tax for 
Tax Preferences, 91st Cong., 1st sess., December 10, 1969, 
Congressional Record, Vol. 115, p. S16372. 
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these inequities was that for a person paying little or 

no regular Federal income tax, a 5 percent tax on tax prefer-

46 ences was far too low. 

Senator Miller felt that his amendment alleviated 

these inequities in that a taxpayer already paying a large 

amount of Federal income tax would have his minimum tax 

sharply reduced or eliminated altogether. On the other hand, 

a taxpayer paying little or no regular Federal income tax 
A T 

would have his tax on tax preferences increased to 10 percent. 

A further advantage of the Miller amendment rested 

in the fact that it would yield $740 million (estimated) 

in revenue as opposed to only $700 million under the Finance 
48 Committee version. 

The Conference Committee's Report 

After Senate passage of the tax reform bill on 

December 11, 1969, it was sent to the Conference Committee 

for reconciliation of the differences between the House bill 

and the Senate amendments to that bill. 

The Conference Committee accepted the Senate's 

minimum tax with the exception that three preference items 

were amended: 

Ibid. 

Ibid. 

Ibid. 
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(1) The preference item for excess investment 
interest applies only to individuals, Subchapter S 
corporations, and personal holding companies and only 
until 1972 when the interest limitation deduction provision 
becomes applicable. 

(2) The preference relating to accelerated deprecia
tion on personal property subject to a net lease applies 
only in the case of individuals. Subchapter S corporations 
and personal holding companies. 

(3) The preference relating to intangible drilling 
and development costs is deleted, but the cost or other 
basis on which the depletion deduction is computed does not 
include such costs. 

It is evident that these changes in preference items, 

particularly the exclusion of intangible drilling costs, 

materially reduced the revenue which would have been gained 

from the minimum tax. An indication of just how much the 

Conference Committee amendments to the minimum tax eroded its 

prospective revenue gains can be seen by examination of 

figures prepared by the Joint Committee on Internal Revenue 

Taxation. The Joint Committee estimated that the long-term 

revenue gains of the minimum tax as passed by the Senate 

would have been $680 million per year. In contrast, the 

estimated long-term revenue gain from the Conference Committee 

version (and the final version) of the minimum tax amounts 

50 
to $635 million, $45 million less than the Senate version. 

49 
U. S., Congress, Conference Report, H. Rept. 91-782 

To Accompany H.R. 13270, 91st Cong., 1st sess., 1969, p. 302. 
50 

U. S., Congress, Senate, Tables prepared by the 
Joint Committee on Internal Revenue Taxation analyzing 
the Tax Reform Act of 1969 as well as the basic differences 
between the Senate - and House - passed bills as it went to 
conference, 91st Cong., 1st sess., December 22, 1969, 
Congressional Record, Vol. 115, p. S17593. 
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That $45 million less can only be attributed to the amend

ment of the tax preference items by the Conference Committee. 

Note that the Joint Committee's revenue estimates differ 

materially from figures cited earlier. Nevertheless, the 

figures do provide some insight into the revenue consequences 

of the Conference Committee's action. 

On December 22, 1969, the House and Senate agreed 
51 to the conference report and the bill was signed into 

law by President Nixon on December 30, 1969. 52 

Analysis 

The Limitation of Tax Preferences (LTP), as outlned 

in the Tax Reform Proposals and as passed by the House of 

Representatives, is a serious attempt to correct the consistent 

abuse of tax preferences. Despite this, no new concept of 

income taxation emerged from the LTP as there is ample precedent 

for the limitation of allowable deductions. An example of 

such a limitation can be found in the percentage depletion 

provision of the Federal income tax laws. The Internal 

Revenue Code of 1954 limits the percentage depletion deduction 

to 50 percent of the taxpayer's taxable income from the property, 

53 
computed v/ithout regard to the allowance for depletion. 

-̂̂ Tax Reform Act of 1969, p. 255. 

52 
Ibid., p. 1. 

53 
Internal Revenue Code of 1954 (Englewood Cliffs, 

N. J.: Prentice Hall, Inc., 1969), Sec. 613(a). 
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There is a strong similarity between the percentage depletion 

deduction limitation and the LTP where the tax preferences in 

question are deductions from gross income. Admittedly, 

there is little similarity between the percentage depletion 

deduction limitation and the LTP when the tax preferences 

under consideration are exclusions from income. 

On the other hand, the minimum tax provision, as 

outlined in the Treasury Studies, the Senate Finance Committee 

report, a .d as it finally appeared in the Tax Reform Act 

of lSo9, -s unique in that it represents a tax on deductions 

taken in computing the Federal income tax. There is no 

other comparable provision in Federal income tax law. 



CHAPTER III 

THE LOW INCOME ALLOWANCE 

Poverty Level Taxpayers 

Prior to the enactment of the Tax Reform Act of 1969, 

many persons were required to pay Federal income tax despite 

the fact that their incomes were below the poverty income 

levels set by the Department of Health, Education and Welfare, 

According to estimates, over 2 million families were in this 

situation. It was generally recognized that this was an 

undesirable, if not an intolerable, social injustice and 

relief for these poverty-level taxpayers became a high-

priority item on the list of proposed tax reform measures. 

The Treasury Department's Approaches 

The Treasury Department's proposal for tax relief for 

poverty-level taxpayers, as outlined in the Treasury Studies, 

consisted of a simple increase in the minimum standard de

duction. The then current minimum standard deduction was the 

sum of $200 plus $100 for each personal exemption with a 

maximum deduction of $1,000. The Treasury Studies proposal 

Report of the Committee on Ways and Means, p. 204 

28 
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would have increased the minimum standard deduction to 

$600 plus $100 for each personal exemption. It was estimated 

that of the 2.2 million poverty-level families then paying 

income taxes, 1.2 million would no longer have been required 

to pay income taxes and that the remaining 1 million families 

would have had their income taxes reduced. The estimated 

annual revenue loss from this proposal would have been $1.1 
3 

billion. 

The Treasury Department's Tax Reform Proposals con

tained a somewhat more complex provision for the relief of 

poverty-level taxpayers. The Tax Reform Proposals provided 

for a low income allowance which would have been below poverty 
4 

levels. The low income allowance would have been in addition 

to the minimum standard deduction of $200 plus $100 per 

personal exemption. The maximum low income allowance would 

have ranged from $800 for a family of one, decreasing by $100 

per additional family member, to $100 for a family of eight. 

The total of the low income allowance and the minimum standard 

deduction would have corresponded to the poverty level in

comes, which start at $1,700 for a family of one and increases 

by $600 per additional family member to $5,900 for a family of 

eight. Therefore, no family with an income below the 

poverty level would have been required to pay income tax. 

2 
Treasury Studies, p. 74-75. 
3 
Ibid,, p. 35. 
4 
Tax Reform Proposals, p. 101 

•̂ Ibid, , p. 102. 
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As adjusted gross income rose above the poverty 

level Cor the total of the minimum standard deduction plus 

the maximum low income allowance), the low income allowance 

would have been decreased by fifty cents for each dollar of 

additional income. 

The following examples show how the proposed allowance 

would have reduced or eliminated the income tax for low-

income families: 
« 

Example 1—A married taxpayer with four children 
filing a joint return and having an AGI (Adjusted 
Gross Income) of $4,700 has, under present law, ex
emptions totaling $3,600 and a minimum standard 
deduction of $800. He is subject to tax on $300 
and would pay $46 in tax. The proposal would give 
him an additional allov/ance of $300 since his AGI 
does not exceed poverty levels. As a result the 
taxpayer would have no taxable income. 

Example 2--A married taxpayer with one child 
filing a joint return and having an AGI of $2,900 
has, under present law, exemptions totaling $1,800 
and a minimum standard deduction of $500. He is 
subject to tax on $600 and would pay $86 in tax. 
The proposal would give him an additional allowance 
of $600. As a result, the taxpayer would have no 
taxable income instead of $600 as under present 
law. 

Example 3—A single individual with an AGI of $2,000 
has, under present law, an $600 exemption and a mini
mum standard deduction of $300. He is subject to tax 
on $1,100 and would pay $163 in tax. The proposal 
would adjust the optional tax table by an allowance 
of $6 50 which is computed by reducing the maximum 
allowance for a single individual of $800 by 50 percent 
of the difference between poverty level income and the 
taxpayer's AGI (allowance = $800 - 50% ($2,000 - 1700) = $650) 
As a result, the taxpayer would have a taxable income of 
$450 and would pay a tax of $63 instead of $163 as under 
present law. 

^Ibid., p. 101. 

"̂ Ibid. , p. 103-104. 
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The low income allowance would have been embodied 

in the optional tax tables so that a separate computation 
o 

would not have been required. 

It was estimated that this proposal would have re

sulted in a long-run revenue loss of $500 million per year.^ 

The House of Representatives' Approach 

The low income allowance as proposed by the House 

VJays and Means Committee (and as passed by the House of 

Representatives) is virtually identical to the proposal out

lined in the Tax Reform Proposals. The House bill provided 

for a low income allowance which consisted of an amount called 

the "basic allowance" and as "additional allowance." The 

basic allowance was nothing more than the old minimum standard 

deduction. 

The additional allowance was identical to the Tax 

Reform Proposals' low income allowance. Like the Tax Reform 

Proposals' provision, the additional allowance would have 

begun at $800 for a family of one and would have been reduced 

by $100 for each additional family member until the additional 

allowance for a family of eight was $100, For families with 

more than eight members the additional allowance would not 

^Ibid., p. 101. 

Ibid., p. 15. 

Report of the Committee on Ways and Means, p. 205. 
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have been available. This would have provided a $1,100 

low income allowance for all families with eight members 

or less. In 1970, the additional allowance would have been 

"phased out" by $1 for every $2 of adjusted gross income 

above the nontaxed poverty level ($1,100 plus $600 for each 

personal exemption). In 1971, and thereafter, the "phase-

out" would have been eliminated and a flat low income 

allowance of $1,100, would have been available with no 

reduction. 

In the case of married taxpayers filing separate 

returns, the additional allov/ance would not generally have 

been available for 1970. The only exception to this rule 

would have been a family abandoned by one of the parents. 

To qualify for this status, the remaining parent would have 

been required to: 

(1) File a separate return; 
(2) Maintain as her, or his, home a household 

which is the principal place of abode of 
a dependent; 

(3) The dependent in question must be a son or 
daughter (or stepson or stepdaughter); 

C4) The individual must be entitled to a 
dependency deduction for the son or daughter; 

(5) The individual must furnish more than one-
half the cost of maintaining the household; 
and 

(6) During the entire taxable year the individual's 
spouse must not be a member of the household 
in question. 

Ibid., p. 206. 

12 -^^Ibid. 

•^^Ibid. , p. 207. 
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It was estimated that the long-run revenue loss 

due to the House version of the low income allowance would 

have been $2 billion. 

It can be clearly seen that the only significant 

difference between the Tax Reform Proposals' recommendation 

and the House's version of the low income allowance 

was that the House of Representatives' additional allowance 

was not to be "phased out" after 1971. This is a significant 

difference when viev;ed from a revenue standpoint. 

The Senate's Approach 

The Committee on Finance of the Senate recommended 

approval of a low income allowance provision almost identical 

to that of the House of Representatives. The only difference 

between these provisions v/as that the phase-out period was 

to be extended another year by the Senate Finance Committee's 

version of the low income allowance. In 1970, the phase-

out was to be one-half of all adjusted gross income above 

the poverty level and, in 1971, the phase-out was to be one-

fifteenth of all adjusted gross income above the poverty 

level. In 1972, and thereafter, the phase-out was to be 

1 • • 4- ^ 15 eliminated. 

An amendment introduced on the floor of the Senate 

by Senator Albert Gore (Democrat—Tennessee) would have 

•̂ Îbid. , p. 208. 

15 
Report of the Committee on Finance, p. 259. 
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altered the low income allowance. Senator Gore's amendment 

called for a minimum standard deduction rather than a low 

income allowance. For 1970, according to Senator Gore, the 

minimum standard deduction would have been $1,000 minus 

one-fourth of the excess of adjusted gross income over the 

total amounts of personal exemptions. For 1971, and there

after, the minimum standard deduction would have been a flat 

$1,000.-^^ 

In conjunction with the proposed minimum standard 

deduction. Senator Gore's amendment would have provided for 

an increase in the amount of the personal exemption to $700 

17 in 1970, and to $800 in 1971, and thereafter. The proposed 

increase in the personal exemption would have provided 

additional tax relief to low income taxpayers, not to mention 

all other taxpayers. 

The Senate passed the Gore amendment and the tax 

reform bill went to the Conference Committee in this form. 

The estimated long-run revenue loss of the Senate's 

low income allowance (minimum standard deduction) and the 

increase in personal exemptions would have been in excess of 

$8.4 billion.-^^ 

U.S., Congress, Senate, Text of Senator Gore's 
Amendment to the Tax Reform Act of 1969, 91st Cong., 1st sess., 
December 2, 1969, Congressional Record, Vol. 115, p. S15421. 

Ibid. 

18 
December 22, 1969, Congressional Record, p. S17590. 
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The Final Version 

The final version of the low income allowance, as 

passed by the Conference Committee and both Houses of Congress, 

follows the House of Representatives' version of the low 

income allowance for 1970. In 1971, it provides for a low 

income allowance of $1,050 with a reduction of the additional 

allowance by $1 for every $15 of adjusted gross income over 

the non-taxable level of $1,050 plus the total of personal 

exemptions. For 1972, and thereafter, the low income allowance 

is to be a flat $1,000 ($500 for married individuals filing 

19 

separately), with no reduction. 

The personal exemption is to be raised to $625 in 

1970, $650 in 1971, $700 in 1972, and $750 in 1973 and 

thereafter. 

The long-run revenue effect of the increase in the 

personal exemption and of the low income allowance is expected 
21 

to be a loss of almost $7 billion. 

Analysis 

The low income allowance provision and the provision 

increasing the personal exemption comprise the most significant 

tax reform measures, in terms of revenue effects, contained 

in the Tax Reform Act of 1969. 

19 
Conference Report, p. 329. 

20 
Ibid., p. 328. 

21 
December 22, 1969, Congressional Record, p. S17590. 
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When fully effective, the Tax Reform Act of 1969 

guarantees that a family will have not less than $1,000 

of non-taxable income in addition to the personal exemptions. 

The $750 personal exemption combined with the $1,000 low-

income allowance will exclude from taxable income amounts 

in excess of current poverty-level incomes. For example, 

the poverty-level income for a family of five is $4,100, 

whereas the $1,000 low income allowance plus the personal 

22 
exemptions is $4,750. 

The Tax Reform Act of 1969 provides for an increase 

in the standard deduction from 10 percent of adjusted gross 

income to 15 percent with a maximum of $2,000, when fully 
23 

effective. It is not until adjusted gross income rises 

above $6,666 that the 15 percent standard deduction is larger 

than the $1,000 low income allowance. It can be seen, 

therefore, that the lov; income allowance will provide low 

income taxpayers with non-taxable income equivalent to that 

of a person earning $6,667 and taking the 15 percent standard 

deduction. This will provide substantial tax relief to low-

income taxpayers. 

As an illustration, compare the 1969 taxable income 

of a married taxpayer with two children with his 1973 taxable 

income, assuming his adjusted gross income is $5,000 for 
22 
Tax Reform Proposals, p. 102. 

Tax Reform Act of 1969, p. 189. 
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both years. In 1969, his personal exemptions would have 

totaled $2,400 and his minimum standard deduction would 

have been $600, leaving a taxable income of $2,000. In 

1973, his personal exemptions will total $3,000 and with his 

$1,000 low income allowance his taxable income will be only 

$1,000. Observe that this taxpayer's 1973 taxable income 

will be one-half of that of 1969, In 1969, he would have 

paid $310 in income tax, whereas in 1973, he will be required 

to pay only $145 in income tax, or less than half of the 1969 

tax. 

It is clear that the Tax Reform Act of 1969 does 

remove all low-income families as defined by the Department 

of Health, Education" and Welfare from the tax rolls. Other 

taxpayers with relatively low incomes also receive substantial 

tax relief, due in large measure to the increase in the 

personal exemption. 

24 
Internal Revenue Code of 1954, Section 1. 



CHAPTER IV 

MAXIMUM TAX 

The Traditional Approach 

There is a common tendency when the subject of tax 

reform is discussed to forget the heavy tax burden imposed 

on some high-income taxpayers. The traditional approach to 

tax reform calls for a broadening of the income tax base 

in order to permit a reduction of tax rates for all taxpayers, 

not just those in the lower and middle income tax brackets. 

The commonly stated philosophy of "soaking the rich" is 

not compatible with true tax reform. 

Charles 0. Galvin, Dean of the Southern Methodist 

University School of Law, writes that: 

, . . substantive tax reform necessarily presupposes 
a sharp reduction in rates, perhaps even a flat 
rate, or perhaps a very gently graduated rate 
structure that would move to top rates v/hich would 
be considerably lower than present rates. This is 
indispensable to any program of basic broad scale 
reform. 

Most authors agree with the proposition that tax reform 

should include a lowering of the rates in the upper income 

Texas Technological College, Proceedings of 
Tax Institute, October 17, 18, 1968 (Lubbock, Texas, 1968), 
p. 201. 

38 
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tax brackets to some extent, but according to Dan Throop 

Smith: 

There seem to be two approaches to tax reform. Some 
of those concerned with the subject give primary 
attention to tighter definitions and broader con
cepts of taxable income while recognizing, perhaps 
regretfully, that the confiscatory tax rates will 
have to be reduced. Others believe that a reduction^ 
of the rates should be the primary objective . . . .^ 

One of the reasons Smith gives for his opposition to high 

tax rates is that: 

In the minds of many, the indefinite continu
ation of the confiscatory high-bracket wartime 
rates in the individual income tax justifies 
elaborate and devious maneuvers, including illogi
cal special relief amendments to the law to avoid 
the tax. We are still short of a situation where 
outright fraud is socially acceptable except in 
limited groups, but a decline toward this ultimate 
collapse of fiscal morality is not impossible. 
In the absence of tax reform, one may at least 
expect that special relief provisions will become 
more numerous, with every-increasing complexities, 
and that tax shenanigans short of fraud vzill be 
widely condoned. 

Smith appears to believe that high tax rates encourage 

avoidance, if not evasion, of income taxes and undermine 

respect for the lax laws. 

Smith also believes that such income tax avoidance 

can result in diversion of economic resources and activities 

4 
to the detriment of the economy. C. Lowell Harriss, Professor 

2 
Smith, Federal Tax Reform, The Issues and a Program, 

p. 38. 
^Ibid., p. 306. 

4 
Ibid., p. 40. 
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of Economics at Columbia University also supports this 

view. He writes that: 

When tax rates are very high, taxes rather 
than economic merit alone become determining factors 
in decisions of importance, to the individual and 
to the economy. Choices which in some inherent sense 
are "second-" or "third-best" take precedence over 
first choices because of tax considerations. As a 
rule the allocation of productive resources will 
therefore be less efficient. Waste results^even 
though it cannot be identified or measured.^ 

A common argument against the lowering of the top 

income tax rates is that persons with incomes high enough to 

fall into the top brackets are able to avail themselves of 

tax preferences, thereby reducing their effective tax rates 

substantially. In this regard. Representative Daniel A. 

Reed (Republican--New York) has written: 

I realize that some claim that the rates at the 
very top of the scale are largely fictitious because 
certain of these taxpayers can avoid the full impact 
of the rates by taking advantage of relief provisions. 
There is an element of truth in this argument. Some 
can avoid the full impact of the tax rates. However, 
the fact is that many others cannot. It seems to 
me that this very lack of uniformity in the incidence 
of the top rates is a compelling argument for their 
reduction to more reasonable levels. 

The Treasury Department's Approach 

The Treasury Department's proposal for tax reform 

for high-income taxpayers is found in the Treasury Studies. 

5 
Charles J. Gaa, ed., Contemporary Thought on Federal 

Income Taxation (Belmont, California: Dickenson Publishing 
Company, Inc., 1969), p. 64. 

Ibid., p. 93. 
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The Treasury Department recommended that a maximum tax be 

enacted in order to limit the tax burden imposed on any 
7 

one individual. 

Under the Treasury's maximum tax, no one individual 

would have been required to pay more than one-half of his 

total income in income taxes. For the purposes of the maximum 

tax, total income would have included regular taxable income 

plus the items of exempt income which would have been included 

in the minimum tax base, as proposed by the Treasury Depart

ment in the Treasury Studies. As explained supra, minimum 

tax base included taxable income plus: 

(1) Interest on state and local bonds 

C2) The excluded portion of net long term capital 
gains 

C3) The excess of percentage depletion over 
cost depletion 

C4) The amount of appreciation on property con
tributed to charity to the extent takengas 
a deduction from adjusted gross income. 

The proposed $10,000 minimum tax standard deduction 

would not have been available for the purposes of computing 

the maximum tax base. In addition, the maximum tax base 

would have included the value of any stock options exercised 

during the year. The value of stock options was defined as 

7 

Treasury Studies, p. 17. 

Ibid., p. 133. 

^Ibid., pp. 173-74. 



42 

"the difference between the value of the stock at the 

time the option is exercised and the option price." 

Briefly, the maximum tax base would have been the sum of 

the proposed minimum tax base and the value of exercised stock 

options. 

Once the maximum tax base had been computed, cal

culation of the maximum tax would have consisted of simply 

taking one-half of the maximum tax base. Stated otherwise, 

the maximum tax would have been equal to 50 percent of the 

maximum tax base or "total income." 

The maximum tax, as proposed in the Treasury Studies 

12 

would have been an optional alternative tax. If the maximum 

tax liability were less than the regular income tax liability, 

the taxpayer would have had the option of paying the lower 

maximum tax. 

The Treasury Department v/as prompted to propose the 

maximum tax by the fact that extreme variations in tax burdens 

existed among high-income taxpayers because of variations 

in the tax treatment of income according to its source. 

Consequently, many high-income taxpayers were paying far 

less than their fair share of the tax burden, while others 

were paying tax at very high rates. 
For persons with income below $100,000, there was 

Ibid., p. 172. 

Ibid., p. 173. 

Ibid., p. 36. 

•'•^Ibid. , p. 79. 
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a tendency for the effective tax rates on their income 

to fall within a relatively narrow range. This is not the 

case with persons having incomes above $100,000, as the 

Treasury Studies points out: 

Above the income level of $100,000, however, 
two patterns emerge. A highly taxed class shows 
a grouping of high effective tax rates which rise 
above 50 percent. For the highly taxed in the 
income groups above $500,000, the effective tax 
rate is most commonly in the range of 60 to 65 
percent. 

There is also a low effective rate group among 
the high-income group who pay tax rates which are 
less on the average than the rates paid by people 
in the income bracket from $50,000 to $100,000. 
In this high-incomie group,the typical effective 
rate is 20 to 30 percent. 

The minimum tax was aimed at those taxpayers who 

pay too little tax. The maximum tax was the reverse side 

of the approach to reform of the tax treatment of high-

income individuals. The effect of the proposed minimum-

maximum tax combination would have been to narrow the gap 

between the two classes of high-income taxpayers. The effective 

tax rates of over nine out of ten individuals with incomes 

of over $500,000 would have fallen within the range of 30 to 

4- 15 50 percent. 

It was estimated that the maximum tax would have 

provided tax reductions for 12,000 taxpayers at an estimated 

16 
annual revenue cost of $205 million. 

14 
Ibid., p. 82. 

15 
Ibid., p. 173. 
Ibid. 
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The other Treasury Department document. Tax Reform 

Proposals, does not contain a proposal similar to the 

Treasury Studies' maximum income tax. In fact, there is no 

provision for the easing of the tax burden for the highly 

taxed group of high-income individuals. One must assiame that 

President Nixon was referring only to low-income individuals 

when he said, " . . . the American taxpayer who carries more 

17 
than his share of the tax burden will gain some relief." 

The House of Representatives' Approach 

In the hearings before the House Ways and Means 

committee, VJalter Reuther, President of the United Auto 

Workers, was one of the witnesses opposed to the enactment 

of a maximum tax. H6 said: 

There does not seem to be the same justification 
for the maximum income tax also proposed by the Treasury 
as for the minimura income tax. The reason given for 
it is that some wealthy taxpayers who pay close to 
the full standard tax rate pay a great deal more 
than others. 

But surely the answer to that is to remove the 
loopholes which enable the second group to evade 
their responsibilities. The present graduated 
tax rate does in itself set a ceiling which consti
tutes a maximum income tax rate, an^gWe see no 
justifiable reason for lowering it. 

In support of the maximum tax, Mortimer M. Caplin, 

former Commissioner of the Internal Revenue Service, said: 

17 
Tax Reform Proposals, p. 1. 

''•̂ U. S., Congress, House, Committee on VJays and 
Means, Tax Reform, Hearings, 91st Cong., 1st sess., 1969, 
p. 4605. 
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A maximum limit on the individual income 
tax is a natural companion of the minimum tax. 
The recently released Treasury data reveals that 
among high-income individuals there is, in addition 
to the group having strikingly low effective tax 
rates, a very highly taxed group . . . . 

Upon this category of taxpayers, the upper 
range of the income tax rate schedule operates too 
harshly. There is much to be said in favor of the 
proposition that no taxpayer should be compelled 
to pay more than half of this total income in Federal 
income tax. To that end, I support the adoption 
of a 50 percent maximum limitation upon the effective 
tax rate applicable to any individual taxpayer. 

The testimony of these witnesses is a fair illustration 

of the opposition to and the support for the maximum tax 

proposal. 

The report of the House VJays and Means Committee 

concerning the tax reform bill contained a maximum tax pro

vision, but the House version differs considerably from the 

Treasury's proposal. The House's maximum tax provided for 

a 50 percent limit on the tax rates applicable to earned 

taxable income. Stated differently, the marginal tax rates 

applicable to earned taxable income were not to exceed 50 

percent. Earned taxable income was defined as 

. . .that proportion of total taxable income which 
is in the same ratio (but not in excess of 100 
percent) as the ratio of earned income to adjusted 
gross income. Thus, if 40 percent of an individual's 
adjusted gross income is earned income, then 40 
percent of his taxable income is considered earned 
taxable income. 

-̂ Îbid. , pp. 1777-78. 

20 
Report of the Committee on Ways and Means, p. 209. 
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Earned income was to include wages, salaries, pro

fessional fees or compensation for personal services. In 

the case of a taxpayer engaged in a trade or business where 

both personal services and capital are material income-

producing factors, a reasonable amount, but not more than 

30 percent, of his share of the net profits of the business 

could have been considered earned income. Earned income 

was not to include lump-sum distributions from employee 

trusts or employee annuity plans when long-term capital gains 

treatment is afforded the employer's contribution. Neither 

was it to include the employer's contribution if it were 

eligible for the special averaging rules applicable if the 

total distribution occurred in one year. In addition, any 

deferred compensation was not to be considered earned 

21 
income. 

Because of the additional complexity involved and 

because of the possibility of manipulation, the maximum 

tax would not have been available to those taxpayers using 

income averaging and married taxpayers filing separate 
22 

returns. 
It was estimated that the long term revenue effect 

23 
would be a loss of $100 million annually. 

21 
Ibid. 

22 
Ihid. 

^"^Ibid. , p. 208. 
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The reason given for the VJays and Means Committee's 

proposal of the maximum income tax is interesting. A lengthy 

extract reads as follows: 

The 50-percent limit on the tax rate applicable 
to earned income was adopted not as a tax relief 
measure but to reduce the pressure for the use of 
tax loopholes. Your committee concluded that one 
of the most effective v/ays to prevent the use of 
any remaining tax avoidance devices and to forestall 
the development of new methods of avoidance is to 
reduce the incentive for engaging in such activities 
by reducing the high tax rates on earned income. 

A major motivation for tax avoidance is to 
protect earned income from the top bracket rates 
by engaging in activities which create artificial 
losses or convert v/hat would otherwise be earned 
income into capital gains. Under present law, the 
avoidance of a 70-percent rate of earned income 
provides a substantial incentive to engage in what 
otherwise would be unprofitable activities. Con
verting earned income which v/ould be taxed at 70 
percent into capital gains taxed at the alternative 
rate of 25 percent means a difference in the appli
cable tax of 45 percentage points or 180 percent 
of the capital gains rate. 

Your committee concluded that a 50-rpercent 
limit on the tax rates applicable to earned income 
would substantially reduce the incentive to engage 
in otherwise unprofitable operations and reduce the 
time and effort devoted to 'tax planning' at the 
expense of pursuing normal business operations. 
VJith the elimination of the alterr^ive rate on 
long-term capital gains and the reduction in the 
top bracket rate to 6 5 percent provided by your 
committee's bill, a 50-percent limit on the tax 
rate applicable to earned income will reduce the 
incentive to attempt to convert earned income into 
capital gains. The incentive v/ill be reduced be
cause the difference between the tax rate on capital 
gains and the rate earned income will decrease from 
45 percentage points to 17.5 percentage points 
(54 percent of the capital gains rate). This 
reduction in the tax saving from tax avoidance 
activities resulting from the 50-percent limit for 
the tax on earned income should redirect effort 
away from activities that are profitable only on an 
after-tax basis and toward those that are economically 
justified on a before-tax basis. 



48 

This redirection of effort will contribute . 
to maintaining the integrity of our tax system 
and discourage developments which would undermine 
the reforms in your committee's bill. For this 
reason, your committee concluded that it was 
appropriate to use some of the revenue gained 
from tax reform to discourage actions which 
would tend to offset the accomplishments of your 
conmiittee's bill. Moreover, since the disincentive 
effect of high tax rates on effort is greatest 
in the case of earnings and tax rates could not 
be reduced to 50 percent in general, your committee 
concluded that it would be most efficient to.apply 
the 50-percent limit to earned income only. 

The Committee's explanation of the reason for the 

proposal of the maximum income tax seems to be a rationaliza

tion for giving relief to high-income taxpayers despite its 

assertion to the contrary. 

In conjunction with the maximum income tax, the 

House bill provided for an overall reduction of income tax 

rates. The top rate was to have been reduced from 70 percent 

to 65 percent. With regard to the reduction of the top rate, 

the Ways and Means Committee said that: 

. . . the high tax rates, ranging up to 70 percent, 
are unrealistic and have been instrumental in 
encouraging the development of tax shelters and 
tax avoidance devices. 

The Committee further stated that the revenue cost of reducing 

the top rates would be only $14 million per one percent of 

reduction.^^ Therefore, the revenue cost of reducing the 

"̂̂ Ibid. , p, 208-09 

Ibid., p. 24. 

2^Ibid. 
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top income tax rate to 6 5 percent would have been about 

$70 million. 

The maximum income tax and the reduction of the 

top rate to 65 percent would have reduced long run tax revenues 

27 
by $100 million and $70 million, respectively. This would 

have amounted to tax relief for high-income taxpayers of 

$170 million per year. 

The Senate's Approach 

The Committee on Finance of the Senate deleted the 

2 8 

House's maximum tax provision in its report. The Finance 

Committee did not feel that it v/as proper to single out 

earned income for preferential treatment while continuing 

to impose a much higher tax on income from other sources. 

The Committee pointed out that a taxpayer might benefit 

from the 50-percent limit on earned income and still make 

use of tax preferences to minimize his tax on other income. 

The Finance Committee report questioned whether or not such 

a substantial reduction in the marginal tax rate on earned 

income would have been "consistent with the progressive rate 
29 

structure for individuals." 
The Committee on Finance did include in its report 

a provision for a general five percent reduction in the income 

^^Ibid,, p. 209. 

2 8 
Report of the Committee on Finance, p. 309. 

^^Ibid., p. 309-10. 
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tax rates which was virtually the same as the House pro

vision. The only difference between the two versions of the 

rate reduction provision was that the House called for two 

equal reductions of 2.5 percent in 1971 and 1972, whereas, 

the Senate Finance Committee called for a phase-in of one-

third of the five percent rate reduction in 1971 and the 

remaining two-thirds in 1972. This was an attempt to lessen 

the fiscal impact of the large revenue loss in 1971.^^ 

The provision for the general five percent reduction 

in income tax rates was deleted on the floor of the Senate 

as a result of the amendment introduced by Senator Albert 

31 Gore (Democrat—Tennessee). 

There was no action taken on the floor of the Senate 

to restore the maximum income tax, so the Senate version of 

the tax reform bill went to the Conference -Committee without 

such a provision. 

The Final Version 

The Conference Committee arrived at, and the Congress 

agreed to, a maximum income tax provision similar to that 

32 
passed by the House. 

The Tax Reform Act of 1969 establishes a new maximum 

marginal tax rate of 50 percent on earned taxable income for 

30 
Ibid., p. 262-63. 

31 
Dec. 2, 1969, Congressional Record, p, S17591. 

32 
Conference Report, p. 329. 
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years beginning after December 31, 1971. For taxable 

years beginning after December 31, 1970 and before 

January 1, 1972, the maximum marginal tax rate on earned 

33 
taxable income is 60 percent. 

Computation of the maximum tax involves a complicated 

procedure. The maximum income tax is the sum of: 

(1) The tax on the lowest amounts of taxable 
income on which the marginal rate of tax 
exceeds 50 percent (60 percent in 1971), and 

(2) Fifty percent (60 percent in 1971) of the 
amount by which earned taxable income exceeds 
the amount arrived at in (1) above, and 

(3) The amount by v/hich the tax on taxable income, 
computed without regard to this provision, 
exceeds the tax on earned taxable income 
computed as though earned taxable income were 
the total taxable income.34 

In order to understand the computation of the maximum 

income tax it is necessary to define the following terms: 

(1) Earned income includes wages, salaries or pro

fessional fees, and other amounts received as compensation for 

services actually rendered. This does not include lump-sum 

distributions from employee or deferred compensation. In 

the case where compensation takes the form of earnings from 

an unincorporated trade or business in which both capital and 

personal services are material income-producing factors, 

only 30 percent of the taxpayer's share of the net profits 

are treated as earned income. Corporate salaries are limiited 

•̂̂ Tax Reform Act of 1969, p. 198. 

Ibid. 
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to an amount considered to be reasonable compensation. 

Earned income also includes gains from the sale of non

capital assets by an individual whose personal efforts 

35 

created such property. This definition of earned income 

is identical to the VJays and Means Commitee's definition 

of earned income. 

C2) Earned net income is an individual's earned 

income less trade and business expenses properly allocable 

to earned income. These trade and business expenses are 
3 6 

the same as those used in computing adjusted gross income. 

(3) Earned taxable income is the excess of the 

amount that bears the same ratio to total taxable income 

as earned net income bears to adjusted gross income over 

the amount by v/hich tax preference income for the taxable 

year exceeds $30,000. For the purposes of•computing earned 

taxable income, tax preference income is the larger of the 

average of tax preference items for the current and pre-

ceeding four years or the tax preference items for the 
37 

current year. 

The computation of earned taxable income is illus

trated by the following formula: 

"^^L. Lister Hill, "The New Maximum Tax on Earned 
Income: How It VJorks; Hov/ to Plan Around it," Taxation for 
Accountants, V (July, 1970), 132. 

^^Ibid. 

37 
•^'ibid. 
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ETI = (TI X ||5-) - (P - $30,000) 

ETI = Earned taxable income 
TI = Taxable income 
ENI = Earned net income 
AGI = Adjusted gross income 
P = Tax preference items 

Once the earned taxable income is computed, it is 

then necessary to find the lowest amount on which the marginal 

rate of tax exceeds 50 percent and then determine the tax 

on that amount. When fully effective, the lowest amount of 

income on which the marginal rate of tax exceeds 50 percent 

will be: 

(1) For married individuals filing jointly and 
surviving spouses - $52,000. 

(2) For heads of household - $38,000. 

39 
C3) For other unmarried individuals - $38,000. 

The tax on these amounts is: $18,060, $12,240, 

40 and $13,290, respectively. 

When fully effective, the maximum incom.e tax may 

be computed by the following formula: 

Maximum tax = X + .50 (ETI - L) -f (N - Z) 

Ibid., p. 133. 

•̂ Îbid.. , p. 134. 

40 
Ibid., p. 133. 
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ETI = Earned taxable income. 
L = Lowest amount of taxable income subject to 

rates in excess of 50 percent. 
X = Tax on L. 
N = Tax on all taxable income without regard to 

the maximum tax provision. 
Z = Tax on ETI without regard to the maximum 

tax provision. 

The maximum tax provision as it appears in the Tax 

Reform Act of 1969 bears a strong resemblance to the House 

provision. The only difference is in the computation of 

earned taxable income. The House provision defines earned 

taxable income as that amount that bears the same ratio to 

taxable income as earned income (rather than earned net incoirte, 

as in the Tax Reform Act of 1969) bears to adjusted gross 

income. In addition, the House version of earned taxable 

income would not be reduced by tax preference items, as in 

the final version. 

The estimated long-run revenue loss due to the 

43 maximum income tax was estimated to be $170 million. 

Analysis 

To illustrate the effect of the maximum income tax, 

assume that a single taxpayer had adjusted gross income of 

$100,000, and taxable income of $90,000 in 1972, all of which 

was earned income. If the tax were computed without regard 

41 
Ibid., p. 134. 

42 
Report of the Committee on Ways and Means, p. 209. 

43 
Dec. 22, 1969, Congressional Record, p. S17591. 
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to the maximum tax provision, the tax would be $48,590.^"* 

This is an effective tax rate of slightly less than 

48.6 percent. 

Now assume that the same taxpayer computes the maxi

mum tax. In computing the maximum tax it is necessary to 

first compute the earned taxable income. 

Using the formula, ETI = (TI X | ^ ) - (P - $30,000); 
ACJI 

TI = $90,000 
ENI = $90,000 (assuming that there v/ere no trade 

or business deduction allocable to earned 
income) 

AGI = $100,000 
P = $0 

ETI = ($90,000 X |.^^g^ggg) - ($0 - $30,000) Since 
the tax preference items do not exceed $30,000 
the negative part of the equation is dropped 
and the formula for determining earned taxable 
income becomes: 

ETI = $90,000 X .90 

ETI = $81,000 

It is nov7 possible to compute the maximum tax by 

means of the formula: 

Maximum tax = X + .50 (ETI - L) + (N - Z) 

ETI = $81,000 
L = $38,000^5 
X = $13,290^^^ 
N = $48.59047 
Z = $42,470^^^ 

44 
Internal Revenue Code of 1954, Section 1. 

45 
Hill, "The New Maximum Tax on Earned Income," p. 134 

46 
Ibid., p. 133. 

47 
Internal Revenue Code of 1954, Section 1. 

48-p, . -, Ibid. 
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Maximum tax = $13,290 -i- .50 ($81,000 - $38,000) + 

($48,590 - $42,470) 

= $13,290 -I- .50 ($43,000) + $6,120 

= $13,290 + $21,500 + $6,120 

= $40,910 

This is an effective tax rate of approximately 

41 percent. For the hypothetical taxpayer in this illustra

tion, this represents a decrease of about 7.6 percent. 

Observe that if taxable income were held constant 

and if the ratio of earned net income to adjusted gross in

come were decreased, the earned taxable income (ETI) would 

decrease and approach the lowest amount of taxable income 

subject to rates in excess of 50 percent (L). As this 

happened, the maximum income tax rate would approach the 

regular income tax rate. This is because the tax on the 

lowest amount of taxable income subject to rates in excess 

of 50 percent (X) is equal to the tax on earned taxable 

income without regard to the maximum tax provision (Z), 

when earned taxable income (ETI) equals (L). Therefore, 

when (ETI) equals (L) and v/hen (X) equals (Z) , the maximum 

tax is equal to the tax on all taxable income without regard 

to the maximum tax provision (N). If the hypothetical tax

payer referred to previously had total taxable income of 

$90,000, of which $38,000 could be classified as earned 

taxable income the following would result: 



57 

Maximum tax = $13,290 -f .50 ($38,000 - $38,000) + 
($48,590 - $13,290) 

= $13,290 -f- $0 -f $35,300 

= $48,590 

Observe that this amount is equal to the tax on 

$90,000 that would be paid without regard to the maximum 

tax provision. 

There is no doubt that the maximum income tax gives 

considerable tax relief to those high-income taxpayers whose 

income is largely composed of earned income, but this particular 

tax relief provision is diluted as they avail themselves 

of tax preference items and trade or business deductions 

from earned income. 



CHAPTER V 

CONCLUSIONS 

The Ideal 

The ideal aim of tax reform is to broaden the income 

tax base by restricting or eliminating tax preferences to 

the extent that it becomes possible to lower the general tax 

rate substantially. In order to evaluate the Tax Reform 

Act of 1969 in terms of this criterion, it is necessary to 

answer two questions: 

(1) Has the income tax base been significantly 
broadened? 

(2) Have the general tax rates been substantially 
lowered? 

It should be recognized that the conclusions drawn in this 

chapter are based on an examination of only a small portion 

of the Tax Reform Act of 1969. 

Broadening the Base 

In answering the first question, it is necessary to 

examine the various provisions of the Tax Reform Act of 1969 

which will result in revenue gains. The total estimated 

long-run revenue gain attributable to the Tax Reform Act of 

58 
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1969 is $6.62 billion. Of this amount only $635 million 

is attributable to the minimum tax provision which is the 

only provision specifically designed to broaden the tax 
2 

base. It can be seen that the minimum tax does not signifi

cantly contribute to the broadening of the tax base. 

In its treatment of individual tax preferences, it 

seems that Congress did not wish to attack tax preferences 

as such, but only wished to prevent their abuse. Even with 

this limited goal. Congress increased revenues with its 

attack on tax preference abuses (and the repeal of the in

vestment credit) more than with the minimum tax, which was 

specifically designed with this purpose in mind. A revenue 
3 

gain of only $6.62 billion is not significant when one 

considers the revenue gain necessary to permit a substantial 

lov/ering of the general tax rates. The inescapable conclu

sion is that the Tax Reform Act of 1969 does not significantly 

broaden the income tax base. 

Lowering the Rates 

Because of the Federal government's revenue require

ments, it is difficult to substantially lower the general 

tax rates unless the tax base is significantly broadened. It 

was therefore not feasible to incorporate a substantial lowering 

of the general tax rates in the Tax Reform Act of 1969. 

Dec. 22, 1969, Congressional Record, p. S17590. 

^Ibid., p. S17593. 

'̂ Ibid. , p. S17590. 
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This is not to say that there was not significant 

tax relief for some classes of taxpayers. The low income 

allowance will remove some two million poor families from 

the tax rolls. The importance of this provision should not 

be underrated. 

The 50 percent maximum tax on earned income provides 

tax relief to some high-income taxpayers, despite Congress' 

protestations that this was not the intent. The fact that 

the maximum income tax does provide relief to some high-

income taxpayers in inescapable, while the supposed 

"disincentive" effect of the maximum tax on tax avoidance 

measures is open to serious question. The maximum tax 

provision also lessens the steepness of the progressivity 

of rates in the Federal income tax structure. 

There is no question that the increases in the 

personal exemption and in the standard deduction provide some 

tax relief for all taxpayers. 

Despite the fact that some tax relief measures were 

incorporated into the Tax Reform Act of 1969, there was no 

change in the general rate structure—a fundamental element 
4 

in real tax reform. A revenue loss of more than $9 billion 

represents significant tax relief, but it does not remotely 

approach the tax relief envisioned by proponents of substantive 

tax reform. 

^Ibid. 
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The Federal Government's Goals 

It is obvious that the Tax Reform Act of 1969 

does not provide for tax reform in the ideal sense. It is 

just as obvious that there was no real intent on the part 

of the Federal government to enact an "ideal" tax reform law. 

A strong argument can be made against the elimination of all 

tax preferences and the Federal government appears to support 

this point of view. 

The only fair way to judge the Tax Reform Act of 

1969 is in the light of the goals set by the Federal govern

ment. 

President Nixon in his message to Congress regarding 

tax reform, set forth (in addition to the overall goal of 

curbing tax preference abuses) two basic goals: 

CD To lighten the burden on those who paid 
too much income tax, and; 

(2) To increase the taxes of those who paid too 
little. 

The Treasury Department's Treasury Studies included 

these same general goals, but added another, which was the 

establishment of a maximum tax so that no individual would 

have to pay more than half of his total income in Federal 

6 income tax. 

5 Tax Reform Proposals, p. 1. 

Treasury Studies, p. 5. 
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The Low Income Allowance 

The low income allowance insures that no family with 

an income below the Health, Education and Welfare Department's 

poverty levels will be required to pay Federal income tax. 

It provides tax relief for other taxpayers with relatively 

low incomes. 

If one assumes that President Nixon was referring to 

families v/ith income below the poverty level when he spoke 

of "those who pay too much," the low income allowance must 

be judged as successfully reaching the goal of lightening 

the tax burden on the low-income group. 

The low income allowance is a new concept in that it 

provides for a fixed minimum amount of income, over and above 

personal exemptions, which will not be subjected to Federal 

income taxation. It differs from the percentage standard 

deduction and the old minimum standard deduction in that the 

low income allowance (v/hen fully effective) is not dependent 

on the number of personal exemptions or on the amount of 

adjusted gross income. 

The Minimum Tax 

The second major goal of the new legislation was 

to increase the taxes on those who paid less than their fair 

share. The minimum tax was specifically designed to do this. 

7 
Tax Reform Proposals, p. 1. 
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In answering the question as to whether or not the minimum 

tax accomplishes its goal, it is necessary to consider the 

following points: 

CD Many important tax preferences are not 
subjected to the minimum tax. Among 
these are tax-exempt interest from state 
and local bonds, intangible drilling costs, 
and appreciation on property contributed 
to charitable organizations. 

(2) The exemption of $30,000 plus regular 
Federal income tax paid allows a great 
deal of tax preference income to go untaxed 
in the case of those persons with large 
taxable income in relation to tax preference 
items. 

(3) The $30,000 exemption applies to each 
taxable entity, so it would be possible for a 
taxpayer to divert some tax preference items 
to a corporation, for example, and avail 
himself of another exemption. 

C4) The minimum tax rate is only ten percent 
and therefore does little to increase the 
tax burden of those taxpayers enjoying large 
amounts of tax preference income. 

(5) The long-run revenue gain from the minimum 
tax is expected to be only $635 million, 
a small percentage of total revenue from 
the Federal income tax. 

When one considers the minimum tax from the stand

points of easy avoidance, the low tax rate, and its small 

contribution to the total revenue, the only conclusion he 

can draw is that it fails to accomplish its goal of increasing 

the tax burden on those who pay too little tax. 

Despite its failure to significantly increase the tax 

burden of individuals enjoying substantial tax preference 

income, the minimum tax is an important addition to the Federal 
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income tax structure. It is important because it embodies 

the new concept of taxing certain deductions used in computing 

taxable income. 

The minimum tax is also important because it is a 

small first step toward a substantial broadening of the 

Federal income tax base. Broadening the tax base now becomes 

a matter of gradually adding to the list of tax preference 

items included in the minimum tax base and gradually increasing 

the minimum tax rate. 

The Maximum Tax 

The goal of the maximum tax on earned income was 

to insure that no person would be required to pay more than 

one-half of his total income in Federal income tax. 

For those high-income persons whose income is composed 

solely of earned income, the maximum tax does indeed insure 

that no more than one-half of their income will be paid in 

Federal income tax. For most of the individuals whose income 

is "unearned," the various tax preference provisions will 

serve to insure that they will not be required to pay more 

than one-half of their income in income tax. Probably very 

few taxpayers will have effective tax rates in excess of 

50 percent. 

The maximum tax is not really a new concept in Federal 

income taxation. It merely differentiates one source of income 

from another and then taxes that income at a rate independent 
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of the regular rate schedule. The alternative capital gains 

tax does essentially the same thing. 

An Appraisal 

Tax reform, in the ideal sense, would have required 

the discard of the existing Federal income tax structure. 

Very few individuals in the Federal government believed that 

such an action would be wise. The only remaining alternative 

was to attempt to revise the existing structure of Federal 

income tax law so as to make it more equitable. 

The Tax Reform Act of 1969 does not eliminate all, 

or even most, of the inequities inherent in the Federal income 

tax, but it does represent a step in the right direction. 
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