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INCOME TAX OVERPAYMENTS BY THE ELDERLY

WEDNESDAY, APRIL 15, 1970

U.S. SENATE,
Specian. COMMITTEE ON AGING,
Washington, D.C.

The special committee met -at 9:30 a.m., pursuant to call, in. the
caucus room, Senate Office Building, Senator Harrison A. Williams,
Jr., presiding. S . , }

Present : Senators Williams, Moss, Young of Ohio, and Fannin.

Staff members present: William Oriol; staff director; John Guy
Miller, minority staff director; David Affeldt, Val Halamandaris,
professional staff, and Elaine Mallette, assistant clerk.

OPENING STATEMENT BY SENATOR HARRISON A. WILLIAMS, JR.,
- CHAIRMAN

The CmairMan. The hearing of the Senate Special Committee on
Aging will begin.

I have a prepared statement that I would like to submit for the
record. If there 1s no objection, it is so ordered.

Payment of taxes—even under the best of conditions—is usually an
unpleasant chore.

This year the preparation of the return was a further agonizing
experience for millions because of the so-called “simplified” Form
1040—the form used by most individual taxpayers.

Many persons have already asked themselves, “Simplified for
Whom?” The answer appears to be, “For the Internal Revenue
Service.” ) : R :

For example, Zachary Scheer, a member of the accounting firm of
J.K.Lasser & Co.,said: = .

“The new form was designed to work nicely in the Government’s
computers. It did the job, but the designers forgot about the individual
taxpayer.”

A recent Washington Post editorial, entitled “Income-Tax Blues,”
began by saying:

If ‘there is no mass demonstration against the Internal Revenue Service as
income tax day approaches this week, it will be only because long-suffering tax-
payers all over the land are too exhausted to mount one. Filling out Form 1040
has been the worst ordeal in years. Especially those taxpayers who were ac-
customed to filling out the short 1040A punch-card form in previous years must
have ‘climbed up the wall and across the ceiling over the complexities inflicted
upon them this year. -
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Particularly disturbing for the Senate Special Committee on Aging
are reports that perhaps one-half of all retired persons receiving pen-
sions or annuities are paying more taxes than they should because they
misunderstand the complicated and intricate provisions in our present
tax system. This is an intolerable situation and, if true, must be rectified
at once. Since a substantial percentage of these individuals live on
limited incomes, they can ill afford to make these costly errors.

Another recent survey involving returns filed by civil service an-
nuitants revealed that 75 percent were filled out impronerly. Moreover,
it is quite obvious that most of them were not attempting to ‘cheat the
IRS, since two-thirds of those reporting incorrectly paid too much
taxes.

Older taxpayers—those 65 and over—file-about 9 percent of all re-
turns. ‘According to the latest data available, nearly 6.6 million tax
returns were filed by older Americans for taxable year 1967. Their total
tax liability for that year amounted to $6.1 billion, for an average of
about $932 per tax return filed. Approximately 2.4 million returns had
additional tax due at the time of filing, amounting to more than $1.5
billion. Another 2.4 million returns were entitled to refunds, but the
tot:g amount was less than one-half of the payments owed at the time
of filing. : . . o

About 3 million of the returns filed took itemized deductions ; another
2.5 million used the minimum standard deduction, and approximately
900,000 employed the 10-percent standard deduction.

Several provisions in the Internal Revenue Code are designed os-
tensibly to provide tax relief for the overburdened elderly taxpayer,
such as the 15-percent retirement income credit, the exclusion from
income of all or part of a gain from the sale of a personal residence,
the exclusion from income of an individual’s investment in an annuity
or pension, the medical expense deduction, the minimum standard de-
duction, and the double personal exemption deduction because of age.

A LasyriNnTH oF PROCEDURES

However, in order to take advantage of these tax benefits, there is a
virtual labyrinth of procedures, calculations, and schedules, statements,
and forms to complete. Perhaps the most striking example is the retire-
ment income credit, which requires an entire separate page of Form
1040-—with accompanying instructions on the back—in order to com-
pute the credit. .

It is ‘estimated that about one-third of ‘those eligible for the credit
may not be claiming it because of its complexity. For instance, a typical
example presented in the IRS publication entitled “Your Federal In-
come Tax” would require 16 steps and 5 form changes for an elderly
taxpayer to compute his credit. ‘ N

Time and time again the IRS has told taxpayers that.the Federal
Government wants no citizen to pay more taxes than is due. Every tax-
payer should be entitled to all exemptions, deductions, and credits
voted by Congress in order to assure fair treatment for all individuals.
Yet, the comnlexitv of the schedule for the retirement income credit has
det(;rred several hundred thousand elderly taxpayers from reducing
their taxes as legally authorized in the Internal Revenue Code.
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For many older Americans, the new form also operates as a “second
surtax”—this one paid to tax accountants and others who must be called
in to prepare the form. One of our witnesses today will be HemX W.
Block,who is president of the Nation’s largest tax service. In the April
11 edition of Business Week, it was estimated that the number of proc-
essed returns handled by the more than 4,300 H. & R. Block offices
would jump from 5.3 million last year to more than 7 million this year,
nearly a 33-percent increase. .

The complexities in our tax system are not only difficult for the elder-
ly to understand but also for renowned experts. At a recent conference
in New York, Assistant Secretary of the Treasury Edwin J. Cohen,
who will be a witness this morning, told an audience of tax experts
that he doubted one-fourth of them, including himself, could readily
calculate the taxable portion of a widow’s contributory pension. If one
of the most brilliant tax minds in the country would have difficulty
with this computation, it is no wonder that an untrained elderly widow
is completely befuddled. :

For these reasons, the Committee on Aging felt compelled to call
this urgent hearing. Although our focus will be on problems encoun-
tered by older persons, the scope of the hearing will be important for
all individuals who file income tax returns.

In addition, consideration of the complexities of the current form
can provide a useful forum for making improvements in the future to
simplify much of the gobbledygook required for completion of the
return. Last year Congress passed the Tax Reform Act, which prob-
ably makes the most far-reaching changes in our tax structures since
the adoption of the 16th amendment in 1913. Although the new law
will help close many glaring loopholes, most of the new provisions are
expressed in complicated legalistic language, not readly understood
by most individuals. Consequently, the frustrations of the present in-
come tax year may be mild in comparison to what is in store for the
unsuspecting taxpayers next year.

Therefore, this date is more than symbolic. By discussing these pres-
ent problems with appropriate Federal officials and other persons with
speclalized expertise one year before the next tax deadline, we can hope
for far-reaching improvements before the new forms are printed.

In 1969 we made a significant step toward a more equitable tax sys-
tem with the enactment of the Tax Reform Act. The next logical step,
1t seems to me, is to make it more readily understandable and workable.

With this in mind, the committee will seek answers to basic dollars
and cents questions affecting the elderly and other taxpayers:

Why do many senior citizens overpay their income taxes?

‘What can be done to help them ?

What can be done to simplify the Form 10407 :

Would it be possible to return to the puch-card Form 1040A or
some other similar form ? E

What innovative methods are being considered to make tax-
paying easier and less burdensome ?

I have a fact sheet I would like to submit for the appendix of the
record. This was prepared by a member of the committee staff and is
titled “Troublesome Provisions in the Internal Revenue Code for
Elderly Taxpayers.” If there is no objection it is so ordered.
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(See app. 1,p.57.) . )

Before hearing the witnesses, I would like to make a few comments.
First, I think it is shocking and intolerable that perhaps one-half of
all retired persons receiving pensions or annuitlies are paying more
taxes than they should and yet that is what one newspaper report says
is happening. o . R

In addition, = recent survey on returns filed by civil service annu-
ities showed that 75 percent of their returns were filled out improperly,
but they weren’t trying to cheat anyone and, on the contrary, two-
thirds-of the mistakes were made by people who overpaid. ) '

Congress has passed several bills intended to provide tax relief for
the elderly, who certainly need it. Older Americans are trying to make
fixed income go a long way. They deserve such tax breaks as medical
expense deductions and 15 percent retirement income credit.

“ConrusEp BEYOND ALL UNDERSTANDING”

- What good are these provisions if tax form 1040 camouflages them
or confuses the taxpayer beyond all understanding ¢ I think it is wrong
when an entire page of instructions and spaces for computations 1s
needed just to figure out the retirement income tax credit. -

Tt is wrong when perhaps one-third of those eligible for that credit
may not be claiming it because of its complexity. And it isinfuriating,
even if it is reassuring, when a renowned authority in the field tells us,
as Assistant Secretary of the Treasury Cohen told us recently, that he
himself would have trouble in calculating the taxable portion of a
widow’s contributory pension. It is just too complicated even for the
experts. )

With a great sense of urgency, therefore, we called this hearing. Our
focus, because we are the Committee on Aging, would necessarily be on
older Americans, but the goal is to help all of those long-suffering tax-
payers who in this year suffered more than ever because of new forms
and inadequate instructions.

The date for this hearing is more than symbolic. IRS is receiving
notice 1 solid year in advance that improvements are needed. We need
new forms. We need fairer treatment for taxpayers of all ages. We
need =a clear signal from the IRS that our protests will be heard.

I would like to turn to my colleague, Senator Moss.

STATEMENT OF HON. FRANK E. MOSS, U.S. SENATOR FROM UTAH

Senator Moss: Thank you, Mr. Chairman.

I appreciate the opportunity to sit with the commiittee this morning
as we hear the problems of the elderly related to the adoption of new
income tax form for 1969 by IRS.

Like many other of my fellow Americans, T have this year, more
than ever, fretted over the preparation of my Federal income tax re-
turn and as I did so 1 thought of Alice in Wonderland and got “curi-
ouser and curiouser” as to why filing an income tax return has become
such an insufferable burden.

For with the implementation of the new income tax form this year
and the arrival of the new Tax Reform Act next year, it seems that -
we have now established a veritable Alice in Wonderland with our
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tax system. In fact, literary historians aside, I feel that Alice was
really written about how our tax system today appears to many of our
citizens, since who can deny that its complexities are “enough to try the
patience of an oyster.” L L . :

"On February 17, 1970, I wrote to the Commissioner of Internal
Revenue, Mr. Randolph Thrower, questioning, among other things,
the effectiveness of the new form and whether its introduction had
actually resulted in the reduction of any costs. My letter to the Com-
missioner was an effort to ascertain the reasons for the abolition of the
short card form 1040A, for, to my knowledge, this card form had been
very well received. In fact, it:is difficult for me to imagine a more
simple tax form or one more susceptible to quick audit. :

I ended my letter stating : : =

I hope that you will not pause in your efforts to devise a reporting system
that will ‘greatly improve the inadequacies of. the present forms so that the
average American may once again feel that the paying of his taxes is a privilege
and not a most burdensome chore. . , .

I received a reply from Mr. Brisbin, the Assistant Commissioner of
Planning and Research, of the Internal Revenue Service, which I feel

‘was quite unresponsive in that it-maintains that the change in the
forms was implemented with the intent of saving money for the tax-
payers since “tens of thousands of 1040A taxpayers had inadvertently
overpaid their taxes by using the card form.” g o

. It also quotes Commissioner Thower’s comments from a television
interview in-which we both appeared and in which he states: -

When we send people 1040A’s and they use them, and they’re missing deduc-
tions, credits and exclusions that you can’t reflect on a 1040A, then we're doing
them an’ injustice. K : ' :

I'do appreciate these excellent motives on the part of IRS, but I
suggest that their remedial efforts have been wide of the mark and, in
fact, have substantially increased the burdens of America’s taxpayers.
What is true for Americans in general is true in an accelerated sense
for our elderly. ' o ' _

* Where many Americans have difficulty understanding the instruc-
tions on their income tax forms, the problems are more severe for our
citizens of advanced age, many of whom have reduced reading ability
caused by failing eyesight as well as perhaps a diminished capacity
for comprehension. ©~ o

‘What especially puzzled me was his comment :

.Actually the differences between the new and old forms are being exaggerated.

Mr. Commissioner, I say it is some exaggeration when 18 million
‘more people this year have to pay someone else to prepare their returns
for them. o

It is some exaggeration when on March 9, 1970, the Washington Post
reported that H. & R. Block executive gleefully exclaimed, “The Gov-
ernment opened the gates by eliminating the short form, Our market
just got flooded with 21 million more customers.” It is some exaggera-
tion when noted commentator, Harry Reasoner, said on March 31, 1970,
program of “60 Minutes” that the new form is the toiighest ever and
although he considers himself fairlv intelligent, he was unable to fill
out one for a 19-year-old girl. And, finally, it is some exaggeration

49-376 0—70——2
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when in a recent editorial, dated April 11, 1970, the Washington Post
declared :

Filling our Form 1040 has been the worst ordeal in years. Especially those
taxpayers who were accustomed to filling out the short 1040A punch card form in
previous years must have climbed up.the wall and across the ceiling over the
complexities inflicted upon them this year. : : .

After this reply to me from Assistant Commissioner Brisbin, I must
admit that I once again had to return to Alice since I was reminded of
the conversation that took place at the Mad Hatter’s tea party when he
asked, “Have you guessed the riddle yet?” “No, I give up,” said Alice.
“What’s the answer ¢ “I haven’t the slightest idea,” replied the Hatter.

And, of course, in answer to the complaints of anguished taxpayers,
the anticipated reply was received. On April 10, 1970, it was reported
on Metromedia news that the Internal Revenue Service had decreed
that the same forms will be used again next year since it feels that the
“bugs” in the system can be worked out by then. But, of course, no
comment is made as to what will be done if the “bugs” aren’t worked
out at that time.

Tue Broap Picrure: Nor BrieHT

Likewise, even looking at the broader picture of tax planning and
policy, the outlook isn’t much brighter. _

W'ﬁ,ﬂe I admit to congressional responsibility for tax legislation, no
one will deny the fact that we are not exclusively a tax legislative body
and we do Tely on the expertise of the executive branch for some guid-
ance in matters within their jurisdiction, For example, when money is
appropriated for the National Aeronautic and Space Administration,
we feel fairly certain that it will be spent on space programs and not
in studying the feasibility of digging a tunnel to China.

Similarly, when money. is appropriated for the Treasury Depart-
ment in general, and IRS in particular, it is hoped and anticipated that
they will research, develop, and forward for approval and discussion
those plans that they feel will promote an equitable and feasible tax
policy and reporting system that will meet the needs of the majority
of our taxpayers. However, the Washington Post stated in that same
editorial of April 11,1970: ' ' _ '

~ The Treasury seems always to be working on another tax simplification plan,
but there is little ground for hope that it will turn out to be anything more than
another “Lawyers and Accountants Relief Act”.

Furthermore, it must be emphasized that the criticism of the new
tax provisions are not, limited to those who, like myself, are relatively
unsophisticated in the labyrinth called the Internal Revenue Code. In
introducing an article by John P. Manwell, the Journal of Taxation in
its March 1970 edition stated :

The complexity and scope of the new law provisions affecting an individual’s
tax planning are staggering. :

In fact, Mr. Manwell, who is a lawyer and also a subcommittee chair-
man of the legislative drafting committee of the ABA tax section,
refers to the low-income allowance computation and says:

That anyone could have dreamed up such a sophisticated formula merely as a

two-year transitional provision is incredible, even without considering the prob-
lem of communicating it to low-income taxpayers (or any else, for that matter).
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Thus, it is really ironic that the provisions of the Internal Revenue
Code which are designed for the elderly and the poor are among the
most complex of the tax laws. I refer to such items as the retirement
income credit which requires the multiple computation of annuities;
the computation of gain upon the sale of a residence by a citizen over
65; and, what might be worst of all, the computation for the low-
income allowance. - , K

For how Alice would have laughed if she realized that the first thing
a poor person must do to see if he can qualify for the low-income allow-
ance would be to take part of her welfare check and pay it over to a
lawyer or accountant to determine whether she is'eligible for the bene-
fits prescribed by sucha plan. - - )

In conclusion, gentlemen, it is my belief that if we can Vietnamize
our commitment in Southeast Asia, we can surely Americanize our tax
policy and bring it back to the American people. There is no indication
that the danger of a “taxpayer’s revolt” has lessened and it is about
time that something positive be done about it. For, as Justice Holmes
aptly stated, in part, many years ago, “The power to tax is the power
to destroy,” and the events of the past few years only fortify my belief
that the formulation and administration of the tax laws in this country
is far too important a matter to be left entirely in the hands of lawyers
4and accountants. : -

Mr. Chairman, that concludes my opening statement. I. feel very
strongly that we have a matter here of great importance and I hope the
record will be able to bring some light on some of the questions that
I have posed. - ' ) : L

The CHARMAN. Senator Young?

STATEMENT OF HON. STEPHEN M. YOUNG, U.S. SENATOR FROM
: OHIO : '

Senator Youne. Mr. Chairman, very definitely I share the concern
of Chairman Williams and Senator Moss and of those who are gath-
ered here. I am gravely concerned over the plight of the elderly and
the neglect and the income tax probléms that have come home and
hitting all of us as of this day. ' : ‘ '

May I say, Mr. Chairman, and I regret this very much, but you know
we mentioned we should divide ourselves.into different parts because it
happens that at 10 o’clock this morning there is a meeting of the Sub-
committee of the Rivers and Harbors and Flood Control Subcommittee
in room 5302 of .the New Senate Office Building and it happens that I
am chairman of that subcommittee, so the best I can probably do this
morning, and I shall certainly do'it, I am taking with me the statements
of the witnesses here. I wanted very much to hear the Assistant Secre-
tary of the Treasury, Mr. Cohen, and I wanted, of course, also to hear
the testimony of Mr. Thrower, the Commissioner of Internal Revenue.
But the best I can do this morning is to take their statements with me
and later in the day, when the transcript of the entire proceedings of
this committee session is typed, I will read that, of course, at my first
opportunity, which may come this afternoon, and I intend to read the
statements that are to be given very shortly, including the statements
of the other witnesses here. =
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If my subcommittee session is completed before noon, I will come
back here in person. But this is a very serious matter, a matter of great

concern, and I think, Chairman Williams, you are rendering a fine
public service in arranging this program and this hearing for this

day. : :

%he ‘CuarmaN. Thank you very much, Senator Young. We certainly
appreciate and understand your problem of conflict in time and
scheduling. . : . :

Senator Fannin ? ~

STATEMENT OF -HON. PAUL J FANNIN, U.S. SENATOR FROM .
' ARIZONA ‘

Senator Fax~in. Thank you, Mr. Chairman. ~ ,

Certainly I share the concern of the other members that we have a
very serious problem. I will not make the remarks at the present time.
I would like to have the privilege of entering my remarks into the
record, at this point, to save time this morning. :

I do have an income tax return with me that was given to me by a
lady that is a housewife, a widow, elderly person, and she stated that
it was just like a crossword puzzle to her, only a very difficult crossword
puzzle, and as time goes on we will discuss this form with the members.

Mr. Chairman, in its continuing investigation into the special and
unique problems facing our senior citizens, no more timely or universal
problem could be inquired into than that of our income tax system as
it affects the elderly. Mindful of the economic needs of our retired
people who are faced with the difficult proposition of meeting the in-
creased cost of living with fixed incomes, we recently enacted legisla-
tion in several areas to help these individuals, through increased tax
benefits and increased incomes. If, on the heels of these efforts, we find
that through a needlessly complicated tax system and tax form, they
are not going to be able to avail themselves of these increased benefits,
- then certainly we should inquire into the reasons why-they are not and
direct our attention toward eliminating these barriers.

The payment of income taxes represents sacrifices for everyone. To
those in the middle-income brackets, they represent personal depriva-
tion. For those on fixed and lower incomes, they often present serious
problems. For these people to pay $1 over their legal requirement is a
cruel waste. If the reports of widespread overpayments by the elderly
are true, then it is up to the Federal Government to take the necessary
steps, either legislatively or administratively, to correct this situation.

The testimony of the excellent witnesses scheduled to appear before
our committee this morning will, I am sure, reveal the nature and extent
of this problem and, I would hope, suggest possible corrective measures
for our consideration. : :

The Cuamman. Very good. We have our work set up for us this
morning. Fortunately we begin with two gentlemen who come to us
with a great deal of knowledge and experience in the tax field, a very
close friend of the Special Committee on Aging, Mr. Ira Funston, who
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has been the organizer of programs of tax assistance to older people.
With him is Mr. Othie G. Burk, vice president of the National Asso-
ciation of Retired Civil Employees.

Gentlemen, we certainly welcome you to this committee and we need
your help. Mr. Funston, do you want to take over from here?.

STATEMENT OF C. IRA FUNSTON, TAX ASSISTANCE BY THE
ELDERLY FOR THE ELDERLY, ACCOMPANIED BY OTHIE G. BURK,
VICE PRESIDENT, NATIONAL ASSOCIATION OF RETIRED CIVIL
EMPLOYEES '

Mr. FunstoN. Thank you very much.

Being one of the older people, I might say-that we need your help
and I know that we are going to get it. ' '

About 2 years ago at a meeting of a discussion group of older men,
which I am the leader and moderator for, I discovered to my.con-
sternation that of the 15 men then in the group and all above average
intelligence, far above average intelligence, fully half or more were
paying more income tax than they should pay. In this group we dis-
cﬁss_ everything that comes up, and around April we began to discuss
the tax. ' ‘

I was simply stunned to find that fully half of them had never heard
of the retirement income credit. I will say that isn’t true this year,
because I think more publicity has been given to it. Fully half of them
had heard of it, but had thrown up their hands in disgust and horror,
and had resolved the question by saying, “We have already taken that.”

They confused it with the fact that they paid no tax on their annui-
ties while they were getting the money tiat, they had paid in, and to
them that was retirement income credit. As a result of this meeting, we
applied for refunds and we received them.

50 I note if these intelligent men were having so much difficulty with
their tax, and that was before this particular form, although the retire-
ment income credit form has always been complicated, that there must
be millions of others who were having even greater problems because
they did not have the ability and the knowledge that these gentlemen
had.

: Tax ASSISTANCE FOR ELDERLY

So I approached the Internal Revenue Service and suggested that
we attempt to form a unit, that I would get up a corps of older people
who would form a unit to help other older people with their income
tax returns and I asked that the Internal Revenue Service assist us by
giving our volunteers training. :

I am very happy to say that tiey have extended us every cooperation.
The first year we did this locally. We had four men who helped 75 peo-
ple. Fully half of them were paying too much. I didn’t find a single
person that had underpaid his tax, because we asked them all to bring
in their returns for the previous year. I didn’t find a single one that was
underpaying, but they were overpaying their taxes.

Then I approached Internal Revenue—or rather, I don’t know who
did it, but the thing came up in our discussions that this should be done
on a national basis. So this year for the first time we tried it on a
national basis. We do not yet know the results, because we don’t know
how many places have undertaken it.
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We do know that it has been tried in a number of States, a number
of Far Western States, States on the eastern seaboard, some of the ’
Southern States, and 1 am sure that it was productive of results. Iam
sure that it helped the older people who needed help and did a great
deal for the volunteers who were helping them.

In our own eiforts we have found a number of things. We have found,
first of all, that the retirement income credit was out of date. Maybe 1
had better discuss that a little bit laterin a minute or two when I.point
out some things on the form.

We found out that the need for this service was simply tremendous.
I don’t know how many people had been making errors. We found out
that even some people did not know that they were entitled to two
exemptions when they reached the age of 65. It is almost incredible.

But we found it. We also confirmed that most of the older, which we
already knew, that most of the older people who pay income taxes have
incomes that have been sharply reduced by reason of their retirement.
Very few people retire with a magnificent income. In most cases I
would think that the income was down to 50 percent or below.

We found also that there were many, many people who did not have
the relief given by the retirement income credit because they had no
retirement, income, They had a minimum of social security. Some of
them may be of the average probably $800 or $900 or $1,00v. Isut they
didn’t have the retirement income credit. B ) i

They did have earned income. They had to go out by the sweat of
their brow and earn about $3,000 or $4,000 a year and they had no
credit at all. So I have concluded that in addition to a retirement in-
come credit, there ought to be an earned income credit because these
people have to go out and not only earn their living, but spend money
getting to work, spend extra money on clothes, lunches, carfares, and
so forth. .

RerReMENT IncoME CrEDIT PROBLEM

I have drafted here the simplest return with the retirement income
credit that I could think of. I have prepared a small form, or drafted a
form where a man has interest of $1,120. That sounds like a lot of in-
terest, but you would be amazed at the people who saved a little money
over the years and I think we are doing quite a bit to penalize them.

He had a retirement income, an annuity of $3,000 or total income of
$4,120. T havent put down any deductions. I think maybe, if I have
them here, we might give the members of the committee some of these
tax computation sheets and retirement income credit form.

I have prepared an itemization of deductions for sickness expenses,
but not in this case. That isalso a difficult thing and a thing that works
an injustice for many people. A

_ The CHairMaN. Do you want us to follow this as you are going
through?

Mr. Funsron. I think if you can follow it, it would be very fine.

The CHAIRMAN. Are these papers for this example?

Mr. Fonsron. I haven’t written them in, but there are very few fig-
ures and if you gentlemen could write in the couple of figures that I
have, I think I can trace the retirement income credit and show you
just what we have to do.

The Crairman. What do we have behind us on the blownup.form?
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Mr. Funston. That isa blownup form and I can do it on there.

The CrairmMan, Why don’t you come here and we can all follow it as
you stand beside the blownup form.

Mr. Funsron. I will be.glad to do that. One reason I didn’t, to be
frank with you, I wanted to show you the difficulties that an old man
with cataracts has in jumping from line to line on the typical form that
may not exist there. : ) R .

The Cramrmax. This is the same form, isn’t it? We can get the point.

Mr. Funsron. We will take the retirement income credit. If this is a
separate return, use column B only, This is column B. A

If it is a joint return, you use A for the wife and B for the husband.
It is a joint return, you have to come down here and fill this out, and all
the way down. , =

Then you have an alternative form which you have to figure out to
see which gives you the better break. But you have to fill out the whole

age. .

%ut let’s don’t try to confuse the whole thing. This is a man 65 and
his wife is dead. He is a widower. It says here, “Did you receive an
income in excess of $600 in each of any calendar years before 1969 %%
That is easy to answer, yes. :

Now, the taxpayer under 65 has to include retirement from a Gov-
ernment annuity. Only a Government annuity. If the taxpayer is over
65, you include the Government annuity, interest, rents, and I think
that is about all. But there is a different rule between 60 and 65. So a
man trying to read that with fine print, an old man such as I am, can
reallylﬁ’ave a headache. So you write in here $4,120. That is his retire-
ment income. That is $3,000 and $1,120 interest, That is $4,120.

His credit is not based on that. His credit is based on $1,524, which
1s written into the law. Why is that written into the law? Because at
that time that was about the maximum that a person could get under
social security. It is more today. . ,

The purpose of this retirement income credit was to give people who
didn’t have full social security or had no social security the same tax
break that social security annuitants receive. So it couldn’t exceed the
amount that a social security annuitant received. :

That is out of date and should be brought up, because $1,524 is no
longer the maximum and it goes up, and, of course, it went up some
more this month.

Neepep: UppaTep Crepit

The first thing I would call to the attention of you gentlemen is the
need for legislation updating that retirement income credit. ,

To find out what credit the man has, you take the $1,524 and you
deduct what he received as social security. So here I said he received
in my hypothetical case $1,000. He had no earned income. I didn’t
want to complicate it. It is reduced further by earned income even
though he has paid taxes on that; if he had any, he would have to pay
an income tax on that. But if he had it, it would be reduced further..

But to take a simple case, he only had $1,000 social security so that
left him $524. You add this, the total of a thousand and you get down
here the total. Then you take the balance which is subtracted, $524. Now
you have to go back. It says here “line 5,” which is this line, and it is
hard. If you haven’t the form, you can’t keep these lines straight. You
have to jump back and forth.
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So far you haven’t got to the first part of it. “Line 5 or line 1, which-
ever is smaller.” Line 1 heré was the total retirement income, which
happened to be $4,000. So line 1 is smaller. Line 1 is $524.

Now if you add that, you are supposed to add in column A, but there
is nothing in column A. You add column B and you get $524.

I haven’t gone down below and we will take that later, but thatisan
alternative break that gives a break to many married couples where
both are over 65. The tentative credit, as you take 15 percent of the
$524, 15 percent of line 7A, see if you can” follow that on your. form;
15 percent of line 7A or 15 percent of line 7B, whichever is the smaller.

The Cramrman. “Whichever is greater,” it says here. R

Mr: Fonston. “Whichever is greater.” So it is 15 percent tentative
credit, 15 percent of $524, which I figured to be—229 is the maximum
credit. If he had no social security it would be 229. But his credit would
be $79, because he has a $1,000 social security, which he deducted. So
his credit would be $79. , C

The amount of tax shown on schedule T, line 6. We hiaven’t got to
line 7. I am doing it as the man would try to do it for himself. This
is schedule R and we naturally presume R comes before T. So you
have to take the tax on sehedule T, line 6. N -

I took a very easy case. This could be complicated, but here is the
tax computation. His adjusted gross income was the same thing, $4,140,
and I used the simplified table and found out that his tax, according
to the tables, was $407. So we put $407 up here where it says “note
under 1”—$407 is the tax and we don’t have to go to this because he
took no deductions. . ' :

You don’t have to do this. You don’t even have to bother the num-
ber of exemptions, because the table we used is a table that has one,
two, three, four numbering systems. So we put down the amount of
the tax. Then we put down the amount of the tax under 6.

Then we have to come back over here to schedule R again where it
says, “amount of tax shown on schedule T, line 6.” The question really
is, what should you do? Should you go back and finish R or should
you continue to finish T'? )

Let’s see. It makes no difference because if we try to finish it, we will
find a reference down below R. You can’t finish one before going to the
other, because you jump back and forth. '

Let’s go down this one then. Enter the amount of tax on schedule T.
Here is something which I daresay doesn’t appear and most the older
Eoeogle do not have, credit claim for foreign taxes or tax-free covenant

nds.

The answer 99 out of 100 would be “none.” because they have no
tax-free covenant bonds and no foreign taxes. So the answer is “none.”
Then you subtract line 10 from line 9. Line 10 was the amonnt of the
tax and you subtract it from the tax-free covenant bonds. So the tax
was $207. _

‘The tax-free covenant bonds being nothing, the next line would be
$407 again. '

_ One thing you are going to notice is that 99 cases out of 100, the tenta-
tive credit is the final credit. Why many of these questions appear
below I do not know and I do not know why the amount of the tax has
to be on the credit when you figure out on the other but it is there.
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CoxMPLICATED Form TRANSFERS

Now you subtract line 10 from line 9. We have done that. That is
$407. Now you enter here on schedule T the amount on line 11 or line 8,
whichever is greater. So you go to schedule T, line 7, and you have to
enter the amount from R. )

1 don’t think I am making this plain, but I am letting you know the
difficulty of going back and forth from these forms and it is a night-
mare. Tflen you come down to the tax surcharge.

This man has a small tax surcharge of $33. So youadd 12and 13. Tf
line 10 is greater than line 9, 9 is the amount of tax on schedule T, 6,
which is the gross tax, $407. So if line 10 is greater than line 9, that is
less. You have to give credit for foreign tax.

I hope I'am not taking too much time. ) v o

The CramrmaN. Oh, no, you are not. It is getting closer to filing time.
This is the day.

“Trey OBsecr To THE Form”

Mr. FUNSTON. Somebody said that they thought that nobody ob-
jected to paying taxes, but that they object to the form.
I will make this short. -

o prnada

If line 10 is greater than line 9, insert excess here. Then you add hine
12:and 13. You add the tax on the surcharge. Then you take line 15 from
line 14, which is hard for meto follow. .

If line 10 is greater than line 9, enter the excess here. Line 10 is not
greater, but the amount of the tax is greater. Then if line 10 is greater,
subtract line 15 from line 14.

Well, it has nothing to do with the credit. Line 15 is the line that has
to do with this. If line 10 is greater than line 9, enter the excess here.
I?n this thing it is $112, and what relevancy it has to the tax, T do not

now. :

But then we see we haven’t finished. We have to come back here and
finish another computation and it is a jigsaw back and forth with the
form unless you cover it with a ruler or something like that.

You have great difficulty in determining it. So most people do not
know how to figure this out.

Last year as a result of some publicity that our program had—this
year, at the early part of the year, people brought in these retirement
income credit forms to us. They knew about it and Internal Revenue
did send them out to everybody this year.

In previous years I think they assumed most of the people didn’t
get them and you had to ask for it. But while I haven’t given you
necessarily just exactly how it is done, and not in completely accurate
detail, but it is enough of a nightmare for you to understand.

The point I made before is that suppose this man had $3,000 and had
$4,000 1n earned income. Suppose he went to work, so he earned $4,000.
That is not retirement income. He has $1,000 social security.

If he were over 72, he could earn the $4,000 and keep it. So he would
have $4,000, which would be completely taxable with no credit at all
simply because he wasn’t fortunate enough to work for the U.S. Gov-
ernment or fortunate enough to work for an employer who had a
private pension plan. '

All he had was earned income. I think that the committee might
investigate this. I haven’t thought it out, but I think that there probably

49-376 0—70——3
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should be something for this poor fellow because we have found more
hardship cases among those people than the others, although there were
plenty under the others.

I would urge the updating of the retirement income credit because it
is unrealistic today. It should be more than $1,524. ' ‘

I suppose I have taken up enough time. You have other witnesses.
I am here available for questions. I will say that this unit that we had
this year in Washington alone handled 113 cases. How many we will
handle through the country, I don’t know. :

The Cramman. Could I ask you one or two questions while you are
there, Mr. Funston ?

What is the role of schedule T in this tax computation ?

Mr. Funston. That is a computation sheet. -

The Cuarman. Is the figure at the end of Schedule T the tax the
taxpayer is going to pay?

Mr. Fuxston. That isright. |

The Cratrmax. So every taxpayer has to be able to use schedule T'?

Mr. Fuxsrow, If it is a simple form, he can execute it from the table
without any retirement income credit. He doesn’t have to bother with
schedule T. But in prior years, the first sheet of the form included the
computation and also included a summary of functions.

This year it only has the amount of income which you receive and
the total of the deductions. It doesn’t even have the total of deductions.
They go on schedule T and most of us will have to figure out schedule
T. You have to figure out R and go back and forth and upside and
downside.

Crepits For Forerey Taxes

The Cuamrman. One of the complicators of R, retirement income
credit schedule, it seems to me, is the computation you have to make
]c;f fgreign taxes, credit claim for foreign taxes or tax-free government

onds. :

Mr. Funston. That is one thing that could be simplified.

The Caamuan. I would think so.

Mr. Funston. You could have a separate form for that. Another
thing too, you go through a lot of this arithmetic to arrive at the fact
that the credit can never be greater than the tax, because when you
go through all of this computation, if one is bigger than the other, you
will find that if your credit should be $228.60 and your tax is only $100,
your credit is only $100. But I should think that could be handled in
boldface type that your credit cannot exceed your tax.

LETTERS FROM FRUSTRATED TAXPAYERS

There may be some people who think they are entitled to a refund
and I think they ought to be alerted to that, but I don’t think you
should have to go through the tremendous computation. I will say the
Internal Revenue people are conscious of the fact that older people
have these problems and have really tried to cooperate and have co-
operated with us and have indicated that they are going to start to
work right away for next year because next year I think this should
be a national thing.

I have two files here of letters which T have received from people,
most of them who have problems. Many of them wanted help.
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Senator Moss. Is that what is in the brown envelopes?

Mr. Fonston. I have two of those and there are just as many over
at the office. I am doing some work for the committee and there are
just as many over there. I brought those over here. They haven’t been
answered because it has been impossible. Some of the publicity which
went out said to write to me and they have written to me and I have
been overwhelmed.

I did answer about half of them, but we have half of them here that
will be answered, and it is impossible to give tax help to work a return
through the mail. But some of these people say, “Here is a retirement
income sheet, here is what I have.” And you read it over and you find
you have to ask questions and you have this business back and forth
through the mail. .

Neep For FoLL-Time Tax ASSISTANCE

We need a unit of older people, and I say older people because they
are the ones that I think older people like to have. And I think it is
good for the older people in every community in the country that we
can, and I think we need Internal Revenue to give some full-time
assistance to a big program during the next tax season so people
who can be in every locality who can immediately answer questions
and who can immediately line up this thing. '

I think if we do that, we can do a great deal to help them. This whole
credit can be changed. It might be that instead of giving this credit.
you might. consider just a blanket function instead of a credit, like the
State of Virginia, for example, if you have an annuity, you have a
$2,000 exemption. '

Widows are the ones who are really.in the most trouble in these
forms. They have had no experience with itand I will telt you, I think
this is the period when most women really mourn for the loss of their
husbands during this particular period because they really are in a
pickle and I think more women come to usthan men.

Of course, women live longer, too.

Senator Moss. How old are you, Mr. Funston ?

Mr. Fonston. L am 75. :

Senator Moss. You can be my adviser and help me to work on my
taxes. ,

_Senator Faxxix. Mr. Funston, 1 am wondering, have you had out-
side assistance ? For instance, I noted in the State of Arizona that the
YMCA in the larger areas does have tax-assistance programs and also
financial institutions do.

Mr. FuxstoN. We haven’t done that. That is a good idea. I thank you
very much for mentioning it, because I think it gives us a lead next
year. This year we have the associations for elderly like American
Association of Retired People, National Council of Senior Citizens.
and Mr. Burk’s association, the National Association of Retired Civil
Emplovees.

Mr. Burk is an old hand at this. He has been working tax problems
for his membership for many, many years. We have in addition to
. them some unions and the electrical workers, for example, who have
a real program because they have problems. They have a man in charge
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of their retirees who tries to find useful things for them to do and
things that will interest them, and they have worked out an assistance
program. .

Next year I think we ought to be able to do it through most of the
unions and if we can get this spread around, it will help. Of course,
that doesn’t mean that the form should not be simplified. .

Senator Fan~in. Thank you. -

" The Crairman. Thank you very much.

- I would like to point out also that Mr. Funston had a very dis-
tinguished career in the Department of Labor. He was Assistant
Solicitor of the Department of Labor and he has certainly been a
boon indeed for our Special Committee on Aging, and all of the people
that he has reached personally, and now there is great hope that what
he has done personally can be done nationally.

Mr. Othie Burk has accompanied Mr. Funston. Mr. Burk, as I men-
tioned, is vice president of the National Association of Retired Em-
ployees.

Mr. Burk. '

' -STATEMENT OF MR. BURK

Mr. Borg. Thank you, Mr. Chairman and members of the com-
mittee.

Senator Williams has already introduced me, so I don’t have to tell
you -who I am. It has been a pleasure for me working this year with
Mr. Funston and with particularly the training department of the
Internal Revenue Service. They have been most helpful. :

As Mr. Funston told you, they started rather late trying to organize
this business. In fact, it was so late that we did something that is rarely
done. We managed to write a news release to go in our magazine and
get it through the public relations department in a matter of less than
48 hours. It was released. _

It was in the magazine last December in order for our people across
the country to know that such a thing was in the bill. Then we sent
out newsletters to all of the leaders of our various chapters. Even so,
they did not respond as we would like to have had them respond,
because we know this is the problem.

50 PERCENT OoF ELDERLY OvERPAY TAXES

Mr. Funston has amply illustrated that there is a problem partic-
ularly on these two forms. I join him in estimating that at least 50
percent of our people overpay their taxes because they don’t know how
to use it for one reason. : .

The other reason is that sometimes they get into personal contact
with somebody in Internal Revenue who has not been properly trained
and doesn’t know the members, and I havea few cases here that I think
illustrate some of the situations.

I came to Washington in July 1968 and began writing articles for
our magazine, which is published each month, and goes to all of our
members in regard to the problems of their income tax, telling them
what they were entitled to and what they should watch and . various
cautions. - : :
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" As a result of this, in the spring of 1969 I had a man from Connecti-
cut who met one of my fellow officers, and he said, “Does that fellow
Burk down there know anything about these taxes?” He said, “Yes,
pretty good.” So he wrote the details down. The result was that he
ch his 1968 report. ' : )

He sent in amended returns for the previous yearsand he received a
refund of more than $700 that he had overpaid on his income tax.

Also, in the fall of 1968 I had a call from a lady here in Washington,
D.C., telling me that the question had come up about her being entitled
to retirement income credit. She had gone to Internal Revenue in
Washington for somebody to help her. A very fine young gentleman
was helping her and she said, “What about retirement income credit ?”
And he said, “Oh, yes, you can use it.”

And he got one form and he tried to fill it out, and he got half-way
through and he said, “You can’t qualify for this so we can’t use it, so
your tax is going to be $275.” And she paid it.

But she got worried 'about his original response and she went back to
another young gentleman who was there at another time and he said,
“Qh, yes, you can use it,” and he got the form out and he didn’t even
fill it out and he said, “No, I was mistaken, you can’t use the retirement
income credit.” :

The fact of the matter is that the only income she had was civil serv-

ice annuity—no social security, no earned income, no interest income— -

and the only thing she had was civil service annuity. I said, “Do you
have the form the young gentleman started to fill out ?” and she said she
had.

So she sent it to me. He had gone down through line 7 and from line 7
he didn’t know where to go, where you start computing your 15 percent.
I completed the form for her in a red pencil and sent her another copy
of the form and told her to send in an amended tax form including
retirement income credit. -

She called me about 2 months later and said that she got her refund.
She was very happy. I had a man who came all the way from Tennessee
last spring. He said, “Look, I have been retired for about 5 years and T
have recovered all that I have put into the retirement fund. Now I have
a man at Internal Revenue that tells me that the report I sent in is
not correct.”

I said, “What is the matter with it ?” He said, “My figures are not.

right.” He said, “Since I have recovered all of my contributions, that I
am going to have to pay some tax, but there is no way I can avoid it.”

I got in touch with the Civil Service Commission and found that
what he had reported that he had deposited in the retirement fund was
actually $2 off. But he had actually recovered all of it. He had no other
income and he was entitled to retirement income credit and I filed his
report for him, filed it properly, signed it as having prepared the form,
and he signed it, and he asked me to mail it, which I did.

And he never heard anything about it. This spring this same gentle-
man was in my office one morning at 8 o’clock for me to file his income
tax return again this year. Now obviously there is somebody closer to
his home that can do an adequate job. There are many people, but it
should not be so complicated that he cannot do it himself and this is
our major problem.
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I had a call yesterday from a lady who says, “I am past 87 years old,
my husband is past 95, and he is incapacitated and my daughter has
been making my income tax return and she doesn’t know a thing about
it. T think I am-entitled to retirement income credit or something.”

I asked her a few questions and I said, “Why don’t you have your
daughter call me? You.can either call me at the office or call me at
home.”

So in about 30 minutes I had a call from a gentleman and he said,
“T am the son-in-law of Mrs. So-and-So, I have been doing their tax
returns.” He also said, “Are they entitled to some kind of a credit?”
I said, “From the information she gave me, they are entitled to use
the - retirement income credit.” He said, “He has been retired for
ages. He recovered everything he put in the fund many years ago,” and
he said, “I have a business here. I fill out the forms for my business,
but I just fill out the form that is involved with it.”

I said, “Do you have the forms that tell me how much these people
have in the way of income ?” Actually it amounted to about, as I recall,
$4,800 of their income for these two old people, and he had computed it
all to go into the trouble to figure out their itemized deductions, which
actually in his case was unnecessary if he had known about the retire-
ment income credit. :

“ScaepuLE R AnD ScurpurLe T”

He had done all of that. He had given the proper allowances because
of their age and they still had $124 of tax according to his computation.
I said to him, “Do you have the schedule R and schedule T ?” “No, but
I will see if I can find it.” :

Hé Jeft and went to his desk and got schedule R and schedule T. T
went through the rigmarole over the telephone that Mr. Funston just
demonstrated to you going from the.one form to the other. -

T said, “Now on the tax computation vou have put the amount of
money that they have received in line 1. You have put their itemized
deductions. You have the remainder. You have given $2,400 for their
personal exemptions. You still have the remainder of $800-some, as I
recall, but the tax is $124 on line 6. o :

Now in retirement income credit you put the same amount you had
on line 1 over on line. 1B of your schedule R, and they have no social
security. so they are entitled to the full $1,524 in column B. Actually
yon could go to the alternative and use both and they would have
$343.80, but thev don’t need that much. So let’s go with column B.

So I worked out just the column B for the husband. All of this back
and forth and back and forth and back and forth for this gentleman
over the telephone. They, too, are entitled to 'zo back with an amended
tax return for the past 3 years, because they have not used retire-
ment income credit. o

1, too, as Mr. Funston tells you, have written hundreds of letters
about questions concerning income taxes this year. I have in a few
cases actually had enough information from the people involved that
I could take one of these forms and fill it out and send it to them
through the mail and say, “Look, this is what you have to do.”

But again we have the problem, as has been demonstrated and has
been on the TV a few times, that even the front part of the form causes
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us some trouble because of this line for adjustment. People do not
understand what the adjustments are. i

An old gentleman in his late 70’s in Florida turned his return in
and it was incorrect. Internal Revenue said he owed so much more
money and he wrote to us and wanted to know why. So I had to go
through all of this explanation that when he used the tax table, his
double exemption was included in it. :

He had so many exemptions and it was taken care of in the tax table
that he did not take the $1,200 off over here and then go to the tax
table and he has to use the tax table off of the proper amount.

* But I explained that he could use retirement income credit and re-

duce his tax, because he didn’t do this to begin with.
NEepeEp: SimMpLIFIED FoRMS

So I again join with Mr. Funston that we need simpler tax forms.
The Evening Star last night had an article by Theodore Switzell, who
has been before this committee a number of times, and he remarks on
this same thing that people all across the country are having problems
with this particular item.

I agree with Mr. Funston’s suggestion. They apparently have not
had much trouble with the listing of dividends and the allowable ex-’
clusion of dividends over the many years, because they continue to use
it year after year. I think it will be far simpler if the Congress would
pass a law saying that when a person is 62 or 65, or perhaps at any
age if they draw a public, Federal, or State annuity, that they will be
entitled to an exclusion of a specific amount from income taxes.

All they would have to do, then, would be to list the amount of their
annuity and list the amount of their exclusion and you could do it all
on one line, as they have it on the front of the forms today.

The CrAIRMAN. Why do you pick out only those annuitants? You

have limited the group of annuitants who would have exclusions.
" Mr. Burk. The only reason I have limited the group of annuitants
is at the present time the two big public annuitant systems that are
completely exempt from tax are social security and railroad retirement.

I submit to you that anybody who is under Federal annuity system
or State annuity system is also on a public annuity system as differ-
entiated from a private annuity system.

I would have no objection of putting all annuity systems on it per-
sonally, but I do sdy that everybody who is on a public retirement sys-
tem 1Is deserving of exactly the same kind of treatment under the
public law.

Senator Moss. What is your position on this new form 1040, that we
have to deal with this year? We have been over the retirement income
question and I think we have pretty well got the answer to that one.

_Mr. Burk. The problem is that for the people who were under the
civil service retirement system, and these are the people I am primarily
concerned with. Those people have not been able to use the card form
because they could not take any credit for retirement income if they
were among those people with annuities. '

Now. if this thing could be simnlified to where we don’t have to have
all of this whole page to figure out that they can have an exclusion, then
I would much prefer even a shorter form than we have on page 1.
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Admittedly, this is going to make problems for Internal Revenue to
work out. They are not going to do it overnight.

- I would say this, that their cooperation with us has been excellent.
I have no criticism of anything for IRS in the way of cooperation.
They have done everything they could to help usand we hope that we
will be able to do something to help them by getting information to our
people early next year and having more people involved to helping to
come to a solution tothis problem. i : '

Senator Moss. If IRS had this recommended deduction that you have
talked about, then we could readily go back to the simple 1040.

- Mr. Burk. We could go back to the simpler form if we could have a
set exclusion from taxation. We could readily go back to a simpler
form, yes. )

The CratrmMaxN. Mr. Burk from your experience, could you estimate
what percentage of older people are overpaying because of errors and
confusion in filling out their forms?

Mr. Burk. It would have to be strictly an estimate and I would esti-
mate it is above 50 percent. I would like to call your attention to this
fact, that the people who prepare tax returns have different bases on
which they work. I have had people in my office this spring who have
paid C.P.A.’s from $40 to $60 to fill out their tax return and they still
had questions about it..

$50 To PreparRe A Form

I have had people write to me and had people in my office who are
paying as much as $50 for somebody to fill out their tax return, a law-
yer. I know that if you go to one of the people who are in the commer-
cial business, such as H & R Block, for whom I worked a couple of
vears, they will charge according to forms that they have to fill out.

I had a gentleman in my office yesterday who is 75 years old. They
worked his tax out for him last year and charged him $15. They would
have had to charge him more than $15 this year with all of the forms
that are involved and he doesn’t have the money to pay. He doesn’t
even have the money to pay the taxes that are due to the Government,
let alone pay somebody to figure out how much he owes them.

He really has a problem and I hope they will manage to solve it.
But these people who are getting along in years, as Mr. Funston men-
tioned, that have problems of eyesight, perhaps they might even have,
as Senator Williams said, a problem of comprehension and when you
get to the point where your tax experts will argue as to whether 1t is
black or whether it is white, then these people who are supposedly
dealing with these things have no possible way of coming to an
accurate conclusion. -

This, I think, is our major problem.

Senator Moss. The elderly people as a group, of course, do not have
high incomes and what sort of amounts are we generally talking about
that you find these problems coming up? _ :

Mr. Burk. You will find these problems coming up all the way from
$3,800 up to $7,800 or $8,000. :

Senator Moss. They are pretty well in that bracket.
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Mr. Burg. Pretty well within that bracket. I think it would be very
interesting if IRS could go back to all of the schedule R’s that they
have received this year and perhaps all they had in retirement income
credit on part 5 of schedule B last year and the years before and tell
us what percentage of people were involved with this foreign tax credit
or with investment credit.

I think they could perhaps find out that you had such a smaller per-
centage that it wasn’t worth putting on there. In my experience I
have never had one that was involved with that.

I would say that I made well over 2,000 tax returns and I have .
never had a single one that was involved with this particular question.

The CrammaN. They have two parts of that: Foreign tax or tax-
free covenant bonds. What are tax-free covenant bonds? Are those
municipal bonds? What are tax-free covenant bonds, gentlemen ?

Mr. Burs. I have never had a good answer on that particular part
of it. But down in the lower part, they talk about foreign tax credit
and investment credit. Down on the lines farther down where you are
figuring out, I think lines 14 and 15 on your schedule R.

SeeciaL ‘ProBLEMS ForR WIDOWS

Senator Moss. What particular problems do the widows have? 1
think Mr. Funston said the widows have greater problems than other
older people.

Mr. Burk. The problem is that they have never made an income tax
to begin with. Their husband has always made it. They know nothing
about what they are entitled to one way.or the other, and if somebody
says it is this way and one of their friends says it ought to be done
this way, they take it for the truth and don’t investigate, and they
overpay and they will overpay for many, many years.

We have a situation in the State tax in Virginia that has been in
their law for a number of years. The husband dies and the widow has
a completely new basis for recovery in the State of Virginia, which
is the only place I know that it applies. But in Virginia they will figure
her life expectancy and her annuity at that time and figure this is the
new basis which she has to exhaust before any of her annuity becomes
taxable, so the widows in Virginia, the majority of them, are paying
taxes on annuities every year that they should never pay on until they
go beyond their life expectancy.

None of that should be taxable until they go beyond the life expect-
gcy. But the widows in Virginia are paying it because they don’t

OW.

The CrAIRMAN. You know, this'is so complicated, it makes you won-
der why Mr. Mollenoff wantsto see everyone’s return.

Mr. Burk. I certainly agree with you.

The CHamrMaN. When in doubt, overpay. That is the way I have
been doing. Give them the benefit.

‘Senator Moss. I believe that isall T have.

The CHAIRMAN. You gentlemen are going to stay with us while we
hear the other witness. ‘

The Commissioner of Internal Revenue Service Mr. Randolph W.
Thrower. '

‘We appreciate your being here with us.

49-376 0—70—4
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STATEMENT OF RANDOLPH W. THROWER, COMMISSIONER OF
INTERNAL REVENUE -

Mr. TarowEer. I am very happy to be here, Mr. Chairman, and along
with Assistant Secretary Cohen, I assure you we share your concern
about the problems of the elderly as it relates to their observance of the
tax responsibility. )

I appreciate the committee’s invitation to testify because I think our
elderly citizens deserve to have their problems explained and to have
solutions devised.

I am also glad to have this opportunity to correct some very unfortu-
nate misapprehensions about the tax returns of the elderly. In his
letter inviting me to testify, the Chairman said : _

In recent months there has been substantial criticism of the new 1040 income
tax form, with the most recent revelation being that more than 50 percent of the
nation’s over-65 taxpayers have overpaid their returns.

With all due respect, I must advise the chairman that he has received
incorrect information and I know he will want me to state the facts.
The facts are:

1. The new tax forms had nothing whatsoever to do with the errors
discovered in tax returns of over-65 taxpayers. No statement made by
the Assistant Secretary for Tax Policy, Mr. Cohen, would support this
conclusion. Since the new forms are only now being filed, they could
hardly have been the basis for Mr. Cohen’s statement. The errors in
question were found in a 1965 study of selected returns filed by civil
service annuitants and were reported to the Treasury at that time.

Furthermore, as I will explain later, the mistakes found in these
returns resulted from complexities in the tax laws and cannot be cured
by new forms, which is why it was reported to the Treasury.

. 2. There is no evidence to indicate that 50 percent of the over-65
taxpayers overpay their taxes. This misapprehension arises from a
misunderstanding which Assistant Secretary Cohen will clarify.

3. As we will explain, the financial affairs of the elderly tend to be
more complex and their tax returns are, on the average, more difficult
to prepare than those of younger citizens. ‘

4. The Internal Revenue Service is already active in seeking ways to
help annuitants to cope with the statutory requirements relating to
pensions and annuities. And this you have encourageéd. Mr. Chairman,
and we have had the cooperation and it worked with the two previous
witnesses, Mr. Funston and Mr, Burk.

5. The Internal Revenue Service is also assisting the Office of Assist-
ant Secretary Cohen in his search for ways to simplify the statutory
provisions.

REeAsoNS FOR ABOLISHING SHORT ForM

Before proceeding with the special problems of the aged, I want to
set the record straight also about our new income tax forms. For many
years we had a short form, form 1040A, which could be crowded onto
the two sides of a punch card simply by omitting many income, dedue-
tion and credit items which were presumed not to be generally
applicable to the average small wage earner.
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The rub was that the small, inexperienced wage earner had to under-
stand all of the items that were missing from the 1040A so that he
would know when he should or should not use it. The illusion that small
wage earners could do this was destroyed when we made special exam-
inations of many of these returns and found that a significant number
of users of the short form were overpaying their taxes because the short
form did not allow many tax benefits such as itemized deductions,
retirement income credit, sick pay exclusion, head of household status,
surviving spouse status, and so forth.

The retirement income credit and the sick pay exclusion are of par-
ticular importane to the elderly. They were among those who were
expected to be benefited by our new form, making all deductions, exclu-
sions, and credits readily available to all taxpayers entitled to them. I
cannot imagine anyone who would want to save a few square inches
of paper at the cost of depriving these or any taxpayers of their
statutory rights under the tax laws,

It has been our experience in our tax assistance centers that we are
providing during this filing season assistance to 25 to 30 million tax-
payers, which gives us a very broad exposure and does indicate tenta-
tively that we will make more complete surveys that the elderly and
other taxpayers who previously had been missing the henefit. of credit,
deductions and exclusions by using the 1040A, are now becoming fa-
miliar with the benefits that they had missed in the pastand are taking
advantage of them'in the returns.

After exhaustive study, the only feasible solution we could find was
to consolidate the short, form and the regular form 1040. Moreover, we
did this by devising a building-block method that would enable a large
portion of the taxpayers—nearly half—to complete their returns by
filling out a 1-page basic form. This 1-page form differs only in a few
lines from the old short form, but the few extra lines assure that the
taxpayer can readily claim all of his tax benefits. Since millions of
other taxpayers have more complex tax problems, the 1-page form is
also designed so that it can be supplemented by whatever special sched-
ules are needed to meet each taxpayer’s personal needs.

Today is April 15. By tonight this filing will be completed on these
new forms. Although the new form was thoroughly considered and
tested before final approval by me, there is no testing like that provided
lf)y 100 million taxpayers filing more than 75 million returns on the new

orms.

We have already learned much from the millions of taxpayers con-
tacted in our taxpayer service centers. Moreover, the new returns will
be carefully scrutinized for defects or ambiguities. In addition, we
will be surveying taxpayers to get. the benefits of their personal expe-
riences. Out of this, we hope, will come the knowledge necessary to
make such modifications asare best designed to facilitate the taxpayers’
use of next vear’s forms, which will have to be printed in the fall.

Of one thing I feel most confident. We will never go back to a so-
called short form which deprives taxpavers of their rights and benefits.
We would, of course, welcome laws which permitted the use of a short
form without loss of benefits. :

As Assistant Secretarv Cohen will tell you, the Treasury is working
on some ideas for simplifying the tax laws. We in the Internal Revenue
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Service have strongly encouraged this and are helping him. This is the
way to get simpler tax forms-with justice to the aged and to all
taxpayers. :

It seems to us that, pending legislative simplification by the Con-
gress, the best service we can render to the aged is to provide for them
the best tax information and assistance that is possible. This is a worth-
while and meaningful directive on which the Internal Revenue Service
is actively at work. :

Because the Civil Service Commission is one of the very large payers
of annuities, we have initiated several pilot projects with it. From these
test projects, we hope to develop techniques that can be used through-
" out the country to help the elderly. ~

As a first step, the Service and the Commission jointly developed two
small pamphlets—one for old-age retirees and one for disability
retirees. These have been mailed to all retirees and give them a rela-
tively simple explanation of the tax rules. Of course, these small
pamphlets cannot cover the most complex situations. To provide a
source for counseling on the more difficult cases, a 200-page compre-
hensive handbook is 1n process. This handbook will include all of the
voluminous actuarial tables which are necessary to meet statutory
requirements, We expect this handbook will be ready in the very near
future. ' : ,

StaTEMENTS FOrR FEDERAL RETIREES

Of even greater importance to the retired Government employee, the
Civil Service Commission has, upon our recommendation, begun fur-
nishing annual statements to annuitants to show the gross amount paid
each year. The next step will be to compute the taxable portion ancf the
Commission will begin doing this in as many cases as possible, starting
with the statements to cover the year 1971. .

Unfortunately, payers of annuities have not always been able to
inform annuitants as to the taxable portion of their payments.
Recently, we studied 25 of the largest funds and companies, which
account for about one-fifth of all the annuities paid in this country,
and found only three payers who furnished this information to annui-
tants. Usually the payers did not have enough information to make
individualized adjustments for differing tax statutes. :

~ As we go deeper and deeper into the problems of the aged, it becomes
apparent why the tax problems of many elderly are more complex than
those of younger taxpayers. Obviously, this is not true of all older citi-
zens. Unfortunately, many of our elders have no tax problems at all for
the sad reason that they have little or no income. The old couple living
with relatives or dependent on relief usually has no tax problems.

Six Mmuron Erperny FiLe ReTUrNs

But there are still over 6 million persons 65 or older who file tax
returns. They constitute 9 percent of taxpayers. As Assistant Secretary
Cohen will explain, the new tax law should reduce this number in
future years.

Let’s look at the figures for 1967, the last year for which a detailed
analysis is available. In 1967 it was clear that the over-65 taxpayers, on
the average, had more difficult returns to prepare than younger tax-
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payers. Most young taxpayers had only wage and salary income, which
1s easy to handle, especially since employers are required to furnish
annual statements showing the wages paid and the tax withheld.

Tt is obvious that many elderly persons are retired or unable to work.
The figures show that less than half of the over-65 reported wages,
while 94 percent of the under-65 reported wages. On the other hand,
look at nonwage income.

Dividends were reported by 30 percent of the aged, by only 7 percent
of the under-65. Interest by 78 percent of the aged, 38 percent of the
younger. - . ) )

Business income or loss (including sole proprietorships, partner-
ships, farm and nonfarm, and so forth) was reported by 11 percent of
the efderly, compared to 8 percent for the younger taxpayers. Rental.
income or loss appeared on 25 percent of the returns of the elderly, but
only 7 percent of the younger. _

Furthermore, due to high medical expenses and other items, the
over-65 found it necessary to itemize their deductions in 47 percent of
the returns, compared to 40 percent for others. : '

In citing these figures, I have saved for last the data on pensions and
annuities. As Assistant Secretary Cohen said, this is a very difficult tax-

area. Yet. 98 nereent of the over-65 had to wrestle with this problem n
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Alods L Oty 40U pPpUICULG Ul LT UVOL-U0 2288 W& Teslieo

1967. Obviously, few young people have this problem.

The present problems with pensions and annuities date back to 1954
when Congress enacted new rules designed to provide more equitable
treatment of this kind of income. As often happens in tax law, equity
sometimés requires a multiplicity of complex formula. If a pension or
annuity is paid entirely by the-employer, it is fully taxable and there
is no problem. : ’ :

However, if the annuitant contributed to the pension or annuity,
then the annuitarit or his survivor must face the question of determin-
ing what portion is taxable, and the proper timing for reporting it.
Some of these cases are reasonably simple, but some are so difficult that
only a handful of specialists can providethe answers. .

As I said earlier, this is not a forms problem. The schedules for re-
porting pensions and annuities were not changed from 1968 to 1969,
except to change the designation from schedule B to schedule E. Copies
of these schedules will be made available to the committee.* As you can
see, the schedules look simple. They call for very few entries. The diffi-
culty is in the collection of laws, regulations, court decisions, actuarial
tables, and other materials that must be considered before writing
down the numbers.

Another complexity for the aged is the retirement income credit.
When Congress enacted this in 1954, it surrounded the credit with so
many restrictions that it takes a whole page of computations to figure
the amount of the benefit. Here again, there is no blame for the new
form. The schedule is the same as it was the year before—except for
being designated as a separate schedule R instead of being tacked onto
the back page of schedule B the year before.

In its desire to be generous to the elderly, the Congress has enacted
several other provisions, each of which adds some element of extra
complication which is not applicable to the tax return of a young per-

* See schedule B, p. 71, and schedule E, p. 78. F\ i
see L oot ae] P For additional forms and schedules,
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son. For instance, when an over-65 taxpayer sells his house, whether to
move into an apartment or for any other reason, there are special rules.
There is a special additional exemption for over-65 taxpayers and
spouses in the case of eertain pensions, there is a death benefit
exclusion. )

I can assure you that the Internal Revenue Service takes a very
serious interest in the problems of the aged. I appreciate Mr. Funston’s
and Mr. Burk’s endorsement of this. ]

We meet almost daily with elderly citizens. We are painfully aware
of the complexities and frustrations that are involved. And, within the
scope of our authority, we are anxious to provide relief and assistance.

One of the things we can do is to provide information. We already
have available on request in our district offices pamphlets entitled “Tax
Benefits for Older Americans” (publication 554) and “Retirement In-
come and Retirement Income Credit” (publication 524). In addition,
we have three leaflets dealing with civil service annuities for disabled
and retired persons. Of course, our standard publications, such as
“Your Federal Income Tax,” also provide a wealth of helpful informa-
tion, including ‘a workout of the retirement income schedule.

. AssisTANCE TRAINING PrOGRAM

Last fall the Service embarked on a taxpayer assistant training pro-
gram for the elderly. This program was available on a nationwide
basis to local chapters of the various senior citizens’ groups. Program
participants, who are all unpaid volunteers, provided tax help to other
retirees. We are currently evaluating the results of these efforts and
will continue to explore methods for providing tax information—on a
convenient basis—to the elderly. We anticipate that our efforts will go
a long way toward assuring that this group of citizens pay no more
tax than is required under the law and with the least inconvenience
possible under present laws. ‘ ‘

Of course, this program supplements our regular taxpayer assist
ance activity. Throughout the United States we have a corps of tax-
payer service representatives who answer questions by phone and at our
offices. This group is augmented heavily during the annual filing sea-
son, and furnishes free help to 25 to 30 million taxpayers. Much of this
help is concentrated on the aged. _

et me say that we take the greatest interest in this program, par-
ticularly for all who may be in any way handicapped. For those
foreign-speaking taxpayers with language difficulties we have special
attention and programs for working with the blind and for other
handicapped. Those who are hospitalized and those who are confined
at home also receive assistance. _— ,

Let me say parenthetically that we get some pretty nice thank you
letters from taxpayers along with the inevitable complaints. .

. As I indicated before, we are trying to help in another way by inves-
tigating the possibilities of getting the annuity payers to calculate the
taxable portion of annuities and furnish the -information to their
annuitants, as the Civil Service Commission is planning to do for
retired Government employees. S -

Meanwhile, we make studies from time to time of the complexities
themselves, and assist the office of Assistant Secretary Cohen in his
program of seeking simplification.
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He will tell you of the fruits of this partnership which resulted in
enactment of that part of the Tax Reform Act of 1969 which raises the
filing requirements so that millions of the elderly will hereafter be
excused from filing tax returns of any kind. Furthermore, the act will
stop the withholding of income tax from the wages of occasional and
part-time workers, such as the aged, who can certify that they owed no
tax for the 'preceding year and expect to owe no tax for the current
year, Previously, many elderly citizens who owed no tax had to file
tax returns to get refunds of the withholding tax.

This is the true path to our common goal of easing the tax problems
of the elderly. This is also the way to make possible simpler forms and
procedures. No one will be happier about this than the Internal Rev-
enue Service. ’ - L

Since the Assistant Secretary and I have @ divided responsibility
here and some questions directed to one may fall within the special
interest or knowledge of the other, you might wish to hear his state-
ment and then ask questions.

The Cratrman. Thatis fine. We will proceed that way.

STATEMENT OF EDWIN S. COHEN, ASSISTANT SECRETARY OF THE

TREASURY FOR TAX.POLICY

Mr. Comen. Thank you, Mr. Chairman.

The Treasury welcomes the opportunity toappear before the Special
Committee on Aging to discuss the tax treatment of senior citizens.

President Nixon recognized the economic needs of retired persons
last year when he proposed to raise social security benefits to overcome
the hardship of inflation. The Congress followed this recommendation
at the year’s end by providing a benefit increase of 15 percent, which is
even more than the percentage growth of inflation since the last benefit
increase in February 1968.

The President last year also recognized the need to improve equity
under the Social Security System. He recommended an increase in the
limits on the amounts that can be earned without a reduction of social
security benefits. He also recommended an increase in widows’ benefits
to make them comparable to what their husbands would have received.
The Congress is now considering these and other recommended
1mv}1)‘rqvemen_'ts..

his administration is also concerned about the fair distribution of
the Federal tax burden, particularly as it applies to the elderly. It is
also much concerned with making the tax-reporting requirements as
simple and easy to comply with as is possible within an equitable tax
structure.

Last year the President recommended enactment of the low-income
allowance and other income tax changes designed to raise the tax-free
income levels for all taxpayers, including particularly older taxpayers.
This goal was implemented in the Tax Reform Act of 1969, which
adopted the low-income allowance, increased the personal exemption
and increased the standard deduction.

Mr. Chairman, sometime earlier, I believe, reference was made to the
complexity of the statutory language of the low-income allowance,
although this rather complex language was necessary to phase-in the
low-income allowance at a revenue cost that was feasible under present
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budgetary constraints, the complexity does not affect individual tax-
payers, who never need the statutory provision. The low-income allow-
ance went into operation on January 1, 1970, with no difficulty at all
by reducing tax withheld from employees who qualify for the allow-
ance. When it is time to pay 1970 taxes, the taxpayer will not have to
complete his tax, for the low-income allowance will be built right into
the tables. :

When the Tax Reform Act becomes fully effective, a married couple
both of whom are over 65 will pay no Federal income tax untal their
income—exclusive of social security benefits—exceeds $4,000, an in-
crease of $1,000 over the 1969 tax-free level of $3,000. If they receive the
maximum social security benefits, their total receipts can reach $7,615
before they are subject to Federal income tax.

Similarly, a single individual over 65 will be able to have income of
$2,500—exclusive of social security benefits—without tax—up $900
from the 1969 tax-free level of $1,600. If he receives maximum social
security benefits, his total Teceipts can reach $4,877 without tax.

CHANGES IN FILING REQUIREMENTS AND WITHHOLDING

Moreover, as the administration recommended, the Tax Reform Act
provides that those who receive gross income below these levels will be
relieved entirely of any obligation to file income tax returns. Under
the prior law returns were required fora person or coupleover 65 if the
gross income received exceeded $1,200. -

In addition, as the administration recommended, the act relieves
from withholding those employees who certify to their employer that
they had no tax Nability for the preceding year and expect to have no
tax liability in the current year. About a half million persons over 65
continue to work, but are nontaxable because of low taxable incomes.
The new relief from withholding will be particularly helpful to these
persons because they will not have to file tax returns to recover any tax
withheld, as was necessary under prior law.

Because of the changes in the filing requirements and withholding
provisions, more than 2 million persons over 65 will be relieved of the
need for filing tax returns.

Again, the increase in the standard deduction—from 10 percent of
income, with a limit of $1,000, to 15 percent of income with a limit of
$2,000—will simplify the returns of many elderly persons by eliminat-
ing the need for itemizing personal deductions.

$640 Micrion 1N Tax Revier Uxper Tax Reroryr Act

It is estimated that persons over 65 will have a 1969 income tax lia-
bility of about $7.3 billion, exclusive of the surcharge. When fully
effective, the relief provisions of the Tax Reform Act will reduce this
liability by $640 million (at 1969 income levels), a reduction of about,
9 percent. The tax Hability of those persons with adjusted gross in-
comes below $10,000 will be reduced by more than 25 percent, and that
of persons with adjusted gross incomes below $5,000 will be reduced by
more than 54 percent.

I believe, therefore, Mr. Chairman, that the Tax Reform Act of
1969 has made major progress for the benefit of those over 65. Never-
theless, as a part of our Treasury program, we have been reviewing
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what further changes in the statute or regulations might be made to
achieve additional simplification of the tax laws. Accordingly, I chose
this subject as the topic for a speech that I gave in New York City on
March 18, 1970, at a dinner honoring Chairman Wilbur D. Mills, of the
House Committee on Ways and Means. Chairman Mills, as well as
Chairman Russell B. Long, of the Senate Committee on Finance, have
onmany occasions called for simplification. ]

In that speech, after reviewing some of the accomplishments of the
1969 act, I made the following statement :

Yet so much more needs to be done. Let me illustrate witl a reference to the
reporting of pensions and annuities received by retired individuals. More than
G million persons now receive such payments and the number constantly increases.
We have made a survey of the accuracy with which recipients of Federal Civil
Service pensions report these amounts on their tax returns. In one study, which
included some moderately complicated situations, we found that 75 percent of
the tax returns reported these amounts improperly. Not only so—and this is the
startling aspect—two-thirds of those reporting incorrectly overstated their taxable
income and paid too high a tax. )

This statement of mine has been erroneously understood by some
persons as a report that 50 percent of the taxpayers over 65 years of
age have overpaid their Federal income tax. I did not make such a
statement, and T am grateful for this opportunity to make that point
clear.

The statement in my speech used pensions and annuities as an illus-
tration of the need for further efforts toward simplification of the tax
law. I was referring not to all taxable persons over age 65, but only to
those taxpayers who reported taxable receipts from pensions and
annuities; and the date of the study to which I referred, in which half
of the recipients overpaid their tax, was limited to a sample of persons
receiving Federal civil service pensions. Let me explain this further.

1.8 MirLioN REPORT PENSIONS AND ANNUITIES

There are some 20 million persons in the United States over age 65.
Using the data from 1967 tax returns, the last year for which we have
complete statistical data, these persons filed about 6.6 million returns
(some are joint returns of married couples). Of these returns, about
3.9 million showed a tax liability and the balance were nontaxable.

Of all these returns (both taxable and nontaxable) about 1.8 million
reported some pensions and annuities that constituted taxable income.
However, about 700,000 of these tax returns showed no tax liability.
Thus only about 1.1 million returns of persons over age 65, which
reported income from pensions and annuities, showed a tax liability.

Most private pension plans are financed entirely by employers with-
out any contributions from employees. In such cases, the entire amount
of the pension constitutes gross income to the employee and there is no
difficulty in the application of the tax law. Available data indicate that
almost two-thirds of the persons now receiving pensions made no
contributions to the cost of their pensions.

The complications arise mainly where the employee has made con-
tributions to his pension through deductions from his salary, or where
he has died and payments are made to his beneficiaries. The Federal
civil service system is one in which the employee contributes amounts
out of his salary toward his pension, and some rule is needed to prevent

49-376 0O -T70-5
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the taxpayer from having to pay tax on the amount that represents the
return to him of his own contributions. ) .

It appears from the study of civil service system pensions that I
mentioned, which was made in 1965, that recipients of pensions under
contributory pension plans have difficulty in determining the taxable
portion of their total pension receipts, and we are examining possible
simpler methods to enable them to make that determination.

Under the present tax law a further complication is introduced
where payments are to be made under the pension plans to the em-
ployee’s beneficiaries after his death. Among other items the income
tax provision allowing exemption of the first $5,000 of death benefits
payable in the aggregate upon the death of an employee causes prob-
lems where he leaves more than one beneficiary or there is more
than one party paying the death benefits. In such cases the single $5,000
exemption must be allocated between the payments to be made. We are
trying to find means of simplifying the rules where payments are to be
made under pension plansafter the employee’s death. _

That, Mr. Chairman, explains the reason for my other remark in
that speech about the difficulty which even tax experts would have in
determining the taxability of pensions received by a widow of an em-
ployee who 1s under a contributory system because there you have com-
bined both problems—the need for having a rule to permit, tax-free
return of the contributions made by the employee himself and also the
additional complications that occur when equitable adjustments are
made by reason of the death of an employee.

Pensions and annuities are complicated matters, involving actuarial
principles which relatively few people fully comprehend or are trained
to handle. After experimenting with two earlier simpler systems,* the
Congress in 1954 developed what is essentially the present law in-an
effort to make the income tax result conform tothe actuarial principles
involved, and to insure a precise determination of the portion of the
pension payment that truly represents income to the recipient.

However, the effort to achieve full precision and equity in this field
leads to complications where the employee has contributed to the pen-
sion, where amounts are payable after his death, or where other spe-
cial factors are involved. We in the Treasury are reviewing the matter
to see if it is possible to simplify some of the present rules without caus-
ing the recipients to pay any more tax than is proper.

In particular, we are seeking means by which the persons who pay
out the pensions can more readily inform the payee and the Internal
Revenue Service of the taxable portion of the gross payvment. At pres-
ent, particularly where payments are to be made after the death of the
employee, this may not be feasible because the taxable portion may
depend upon information which the recipient has but which the pavor
does not have. We are searching for some practical modification of the
system so that the payor can more readily assist the recipient and the
Service to know the taxable portion of the gross payment.

I shounld add that these problems are not confined to persons over age
65. In 1967 more than 600,000 taxable returns involving entirely per-

1Prior to 1934, annuity payments were deemed to be return of capital and therefore
nontaxable until the recipient’s contributions were recovered. From 1934 to 1953, the
annuitant was taxed on payvments up to 3 pereent of his total contributions., Any payment

in excess was considered return of his costs until the total of his tax-free payments equaled
@he total of his costs. Then the entire payment was taxable. pay a4
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sons under age 65 showed taxable pensions and annuities received, as
compared with 1.1 million taxable returns involving one or both tax-
payers over age 65.

SIMPLIFYING THE RETIREMENT CREDIT

I should also add that we are studying as well the related matter of
the retirement income credit. Several proposals in the past have been
made for simplifying this provision of the tax law, but none have been
adopted by the Congress. The present provision in the tax law, adopted
in 1954 asa means of equating those who do not receive adequate social
security benefits with those that have nontaxable social security pay-
ments, is a rather complex one, requiring a full separate page on the
tax return. We are reexamining this provision to see if some simpler
solution can be found.

I might say, Mr. Chairman, that when the Tax Reform Act was
under consideration by the Ways and Means Committee in the House
of Representatives last year, the staff of the Joint Committee on Inter-
nal Revenue Taxation and the Treasury Department explored with the
committee some of the possibilities of this, but it was concluded that
it would talke more time than was then available, and I think that it
will receive further consideration in the future.

I might answer at this point one or two points that were raised earlier
as to the present comp})exity of the retirement income credit. One
reference was made to the foreign tax credit. The law provides that the
- retirement, credit shall not exceed the tax computed after deducting any
credit allowed with respect to the foreign tax credit and certain other
credits (such as the credit relating to tax withheld at the source on tax-
free covenant bonds which is an anachronistic provisions because it
only applies to such bonds issued before 1934). This provision is
basically designed to avail tax refunds where the same income is

- subject to more than one credit. About a third of those who claim the

foreign tax credit are persons over age 65, because those persons will
frequently have investments abroad.

I'might also explain that I think the reason why the Congress in the
past did not adopt the method of excluding the retirement income from
tax as opposed to a credit mechanism was that many individuals over
age 65 are wealthy. If you make retirement income nontaxable, the
benefit to individual taxpayers will vary according to their tax bracket.
If a person is in the 70 percent bracket, he will get a much greater tax
teduction from excluding some of his retirement income than a person
would get if he is in a lower bracket. Then Congress, when it adopted
the Retirement Income Act of 1954, was trying to prevent the higher
bracket people from obtaining a greater benefit from the adjustment
for retirement income than the lower bracket people which would not
be the case if an exclusion mechanism were used.

~ In concluding my speech of March 18, I said :

I do not despair of further simplification for the great masses of taxpayers. We
have begun a new look at the problem in the Treasury and will report to the Con-
gress and to the public. We trust our study will be productive. To the extent com-

plexity must remain, at least we shall have identified the causes so that all will
know and be aware of the reasons. '
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In making this study and preparing this report we shall be pleased to
receive suggestions and comments, especially, Mr. Chairman, from the
members of this committee.

Thank you.

(See Appendix 2, Item 1, p. 59 for text of speech.)

The Caamman. Thank you very much, Mr. Cohen.

I want to turn to schedule R.

Under item 10, credit claimed for foreign taxes. You just dealt- with
that, Mr. Cohen. And the other, or credit claimed for foreign taxes or
tax-free covenant bonds.

Now, is it an “or” or an “and”? Is it a plus factor or either or?

Mr: Corxn. It would be either one. Here you are making adjust-
ment for whatever credit the taxpayer has claimed for income taxes
paid to foreign governments or whatever credit he has claimed in his
return for tax paid by the issuer of so-called tax-free covenant bonds.
The total of the two.

- The Cramrman. All right. Now let’s deal with the second credit
claim here, or tax-free covenant bonds. Credit claimed.

Mr. CorEen. That provision is an anachronism at this point, I think,
Mr. Chairman. It only relates to corporate obligations issued before
1934 where the issuer agreed to pay a portion of the recipient’s tax.

Since these bonds may be still outstanding in some small amounts,
the law has never been changed and you have to reflect this fact on the
tax return. But it is a rare case today, I believe.

The CrHairMAN. I see. These tax-free covenant bonds are not gov-
ernment bonds? : '

Mr. ComEex. No they are corporate bonds.

The CrarMAN. It says “credit claimed.” Where in all of the form
provisions here do we find an explanation? Where does he put in his
credit claimed ¢ Would that be on schedule T, the computation form?

Mr. ConEen. This is the case in which an individual has paid income
tax to a foreign government on some income which is also subject to
tax in the United States and the Internal Revenue Code allows him to
credit against his American tax under substantial limitations.

The Cuamrman. Is that item 13 on schedule T, foreign credit?

Mr. Comen. It must be on schedule T, but in addition, if you claim
a foreign tax credit, you have to file form 1116, and more than 150,000
persons have claimed that credit on their individual income tax returns.

The adjustment is made because some people may pay all of their
tax to a foreign country, all of their income might come from within
a foreign country and by virtue of the foreign tax credit they would
have little or no U.S. tax to pay. In those cases an adjustment should
be made in calculating the retirement income credit or otherwise a
person would get a higher retirement income credit than would be
fair because, in effect, he would not be paying to the United States the
tax against which the retirement income credit is claimed.

The CraRMAN. I hate to belabor it se long, but this is perhaps some
evidence of the great confusion and complexity of these forms for
anybody and, of course, we are concerned particularly with the older
people. Now I still don’t find anywhere where this tax-free covenant
bond business goes into the tax computation.
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- I can see where it is there for retirement income credit, but where
does it appear when you finally get down to the last line and you have
computed your tax? While the people look that one over, up until this
past year, graduating students most in demand were engineers. Last
year 1t shifted to accountants. I can see why.

Mr. TarowEr. Senator, we are certainly happy to have any sug-
gestions with respect to preparation of the forms.

The Cratrman. We will get that clarification of tax-free covenant
bonds straightened out, because that is a real complicator for retire-
ment credit. :

Forms are reviewed by computer, aren’t they ?

Mr. TarowEr. Well, our forms are processed. I would not want to
say that each form, that is, each return in full is computerized in the
sense that you might have inmind.”

- The CraRMAN, But in your reviewing, in your sampling, whatever
your procedures for checking forms, the computer is a vital element,
1sn’t it ? Co ' :

Mr. Tarower. There is no question about that, yes. It is essential in
our processing of the 75 or more million tax returns that are filed, yes.

The CramMAN. If somebody overstates his tax-free covenant bond
claim, will that computer find it ? oo

Mr. TeROWER. It Will not, no.

“Trere Is & LoopHOLE"

- The CratRMAN. There is a loophole there somewhere. '

Mr. TarowEr. 'We investigate returns selectively and at that point
would presumably investigate the items and deductions reflected on
the return. If there is an overstatement or an understatement of any
income, credit, deduction, exclusion or otherwise, that would be ad-
justed on the audit.

The CrHamRMAN. This is not my area of specialty and I can be less
than helpful. - ‘ '

Mr. TarowEr. There would be nothing on the face of the form to
indicate whether the statement that is set forth as to the amount of
the credit, that is, an overstatement or understatement, and there is
nothing on the form which indicates that when one claims a deduction,
that is an overclaim or an underclaim. '

Senator Moss. Mr. Thrower, I think you would agree our tax system
depends on voluntary compliance. That is what we have always based
it on and we think that is the reason it would be successful, but isn’t it
implicit in voluntary compliance that there has to be a simple and
understandable way for the taxpayer to voluntarily comply in fixing
his tax return?

“Mr. TrrowER. Certainly that is highly desirable an objective and
I would heartily endorse that, Senator, yes. ‘

Senator Moss. The thing that concerns me a great deal is conflicting
information the public has been receiving. I have looked at my tele-
vision and John Cameron Swayze is on there saying that is is speak-
ing for H& R Block and he is telling the viewers that their tax returns
are muchi‘'more complicated this year and they can get the services in
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helping them fill out their forms, and then I see you on there, too,
saying that the new form is really no more complicated than the 1040A
card form and can readily be filled out. There 1s a sort of a TV credi-
bility gap there. '

I wonder if you might explain that to me.

Mr. TarOWER. Senator, there is a great deal of commercial adver-
tising on television and I think that we have all learned to accept it as
such. I would be sensitive to any statements by a commercial service on
television or in newspaper advertising which I thought overstated the
situation which created a fright situation, a scare technique in order to-
stimulate business. ‘ .

I have no reference, of course, to the particular instance you men-
tioned, but I will say that we had called to our attention from time
to time during this particular season advertisements from a few of
the very many concerns that are providing services that we thought
inappropriate, and we will make a more complete survey of that
because we think in this respect advantage is being taken of the
taxpayer. - .- :

On the other hand, let me say that we realize the difficulty of ad-
justing to a new form. If the taxpayers had been accustomed to our
present form and we had changed back to a system precisely such as
we were previously following, the dual form, there would be great
confusion in that, I think even more. v

So we realize that it is not an easy undertaking to adapt to a new
form in the first year. Consequently we would not have made this
major step unless we thought the circumstances compel it. I think
some of the testimony that has been brought before you here this
- morning would illustrate some of the reasons that we thought
compel it. ' .
SHORTCOMINGS OF 1040A

Primarily, so far as I was concerned, the overwhelming demand for
the change was that many people who had been filing 1040A, and this
included the elderly, were not getting the benefit of deductions, exclu-
sions, and credits to which they were entitled. I don’t deny that sim-
plicity is lost when one goes to further items of deduction, exclusion,
and credit.

In our taxpayer assistance centers these benefits have been our pri-
mary concern. This is what I have reported to me and I have talked
to many as I visited, and T have asked, are we getting complaints?
And I am particularly sensitive to those who have been filing 1040A.
I have been advised that a great deal of interest is being expressed by
these taxpayers in the benefits that they have heard mentioned that
thev might have been missing. :

What are these benefits? They are primarily itemized deductions,
sick pay exclusion, and retirement income credit. So I acknowledge
with respect to the returns, we have career people that are dedicated to
the very things you have stated and have been working in this area for
years and to whom I give the greatest, credit, who have worked on these
and have tested them fully, in an effort to meet the needs of 100 mil-
lion taxpayers with all of their different circumstances and conditions
and personalities. We learn a lot. And I think we have found that
there are modifications which will make it easier for the next year.
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Taxpayers next year will have the benefit of this year’s return before
them and I think the problems of adjustrent have, if anything, been
less than might reasonably have been anticipated. I have been im-
pressed with the maturity and responsibility and ability of taxpayers.
Much has been said about taxpayers not filing returns. That is not so.
The most recent figures that I have available here, which run through
the ‘week of April 11, indicate that in numbers, total number of re-
turns filed, 3.3 percent ahead of last year. And this is despite the few
days that were lost in some areas during the postal strike when people
were encouraged not to mail them.

And so far as our refunds, returns claiming refunds and we have
encouraged people to file these returns early so we could make the
refunds early, this has been the principal thrust of our encourage-
ment to taxpayers to file early. As a result, these are running numeri-
cally 9.2 percent ahead of last year and in terms of dollars, 31.7 percent
ahead of last year. o ’

Senator Moss. I am glad to hear those figures, but I am reading
from an article in the press of yesterday. It quotes Chairman Wilbur
Mills of the House Ways and Means Committee saying that this year’s
forms are excessively complicated and thisisa quote: '

They are the wost compiex forms ever used. We have done nothing in the way
of tax legislation to make them come out that way. :

And this writer for Scripps-Howard says from unofficial evidence,
is that in filing our Federal income tax forms this year more Ameri-
cans made more mistakes and had more trouble understanding direc-
tions that at any time since Uncle Sam started collecting income taxes
57 years ago. : :

What is your reaction to that quote ?

Mr. TerROWER. My reaction to that is that his reference to mistakes
that are made, I think, must depend upon the statistical reports from
- our service centers. We will have reports on this available when the
filing season is completed.

Tentative information which I have received from time to time
would not indicate a substantial difference in this respect. I have just
been advised by the Assistant Commissioner, Brisbin, that his under-
standing is that there are fewer errors this year. This was certainly
the information that I had received from some service centers that T
have visited. A

Since it is tentative, I did not want to make that claim, but I think
there have been repeated overstatements with respect to difficulties in
this year. Reporters, spokesmen, or others have continued to report
up until recent days, for example, that there is such a great problem
here that returns are not being filed.

As I reported to you, they are ahead numerically. For a few weeks
they ran behind and we did announce this and we quickly caught
up and I corrected it and yet the statement is made upon reports back
in February and have continued to be made despite factual data to the
contrary. . .

Senator Moss. Might it be possible if there are fewer errors it is
because more and more people sought outside help in making out their
return for them this time ?
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Mr, TarowEr. We will survey this when the filing season is com-
pleted. That certainly would be a factor, but I think taxpayers are
spending possibly more time and giving more attention to the returns
because they are new and I have had the report that they do reflect more
careful attention. '

. T got this from one service center that they do reflect more careful
attention and this was not attributed to returns prepared by profes-
sional sources.

50 PERCENT oF Taxpavers SEek Oursipe Herp

Senator Moss. ‘An article in Business Week indicates that or esti-
mates that 50 percent of all taxpayers sought outside help in prepar-
ing their tax returns. Is that desirable or undesirable ?

Mr. Tarower. That has been true for 5 years or more, Senator. 1
know many taxpayers of high income who customarily, and for years,
have had professional certified public accountants. If this service can
be made available at a low cost to taxpayers and it is conducted in a
professional way, there is no imposition upon the taxpayer, and there
1s a high degree of responsibility in undertaking to assist the taxpayer.

I certainly see no reason why I would criticize availability of it
to low-income taxpayers any more than one might criticize its avail-
ability to high-income taxpayers.

Senator Moss. I can’t agree with you at all. I would expect the tax-
payer that had a large tax that he was going to be liable for to want
to get help. First of all this would enable him to find areas where he
can minimize his tax but now we are talking about people that just have
a small amount of tax to pay and instead of being able to work it out
:lllnii pay it, they presently have to go and pay for consultation and

elp.

I am quoting from an article in the Washington Post by Peter
Benchley, who says and he is quoting an official of H & R Block Co.:

The Government opened the gates by eliminating the short form. Our market
just got flooded with 21 million more customers.

If 21 million more people had to pay $5 to $50 to have their tax
form filled out, it is easy to multiply that and see that it cost the low-
income taxpayer maybe $200 million or some large amount like that.

Mr. TerOWER. Senator, I stated that I would take no exception to
the availability of these services to low-income taxpayers. One might
have many elderly who have a rental income where they must take into
account depreciation, which under the law is difficult to compute.

They might have other calculations and if it is done on a profes-
sional basis, at a low cost, I won’t take exception. At the same time,
we undertake to advertise widely that we have services available. We
encourage taxpayers to pick up a telephone and call.

I might add that we are now undertaking to introduce a center
Ehone program where any taxpayer in any city or town or hamlet,

aving availability of the telephone, can pick it up and telephone and
get taxpayer service from our assistance center. :

Unless the law, Senator, is greatly simplified beyond the present law,
many taxpayers will need some assistance as the elderly couple with
some rental income figuring depreciation and the like. We encourage
them to come into our assistance centers or pick up a telephone and
get aid in this respect. -
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Senator Moss. I asked one of the earlier witnesses the range of
taxable income we were talking about, these elderly people we have
been discussing, and he said maybe $3,800 to as high as $7,800, and a
person in that income bracket isn’t going to owe a vast amount of tax
when he gets it computed out, no matter whether he goes through all
of this business or not.

Mr. TarowER. When he gets the benefit of all of his deductions and
credit, he is not. He can owe more if he doesn’t get these benefits.

Senator Moss. What I question is the great benefit that comes to
. him by saying, well, you must file this more lengthy form for which
you are going to have to employ somebody to advise you rather than
having a 1040A where you may not have taken every bit of tax credits
you might have done.

As T understand your testimony here earlier, page 4, you said you
feel confident we will never go back to the so-called short form which
deprives taxpayers of their rights and benefits. Of course, we don’t
want to see any of them deprived of their rights and benefits, but
haven’t we just switched it into another place where they have to
pay the money ? o

Mr. TarOWER. I think not, Senator, but I wondered from your open-
ing remarks if you were making the recommendation to us that we do
go back to a short form under the present laws.

Senator Moss. I fully feel we ought to have an option still where a
person could make use of the short form if he wanted to do it.

Mr. TaroWER. Senator, he now has that option if he wants to do it.
The short form is the 1040. He can use that.

Senator Moss. I am talking about 1040A card form.

Mr. TaroWER. If you take the old 1040A and compare it with the
new form, you will find a line or two in addition. He can use that form
and take none of the deductions or credits that we have had discussed
here this morning. He has that choice.

In the past it has been, I am afraid, as a study has indicated, effec-
tively taken away from him where we sent the 1040A to 17 to 18 million
taxpayers on the assumption that it was appropriate for them based
upon the fact that they had utilized it in past years.

Contrary to the old assumption, we have had a great deal more
interest expressed by the elderly in the retirement income credit this
year because they are just finding out about it.

Senator Moss. If there is no reason to itemize and using 1040, why
do we throw out 1040A ? Why can’t you have 1040A ?

Mr. TarowER. Senator, as I explained, the information required by
the old 1040A is confined to our present one-page 1040. The mere fact
that this was set out on the front and back of a card, I am sure you
are not seeking to preserve that. Effectively that same form is avail-
able to one who has no need for the other schedules.

32 Miuuiox Use SineLE Form

We estimate that 32 million people or more will utilize only this
single form, but we are in no position to know which of the taxpayers
need the additional schedule in order to make the claim for credits
and deductions and exclusions that Congress has intended especially
for their benefit.

49-376 O -70 -8
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Senator Moss. I don’t question your motives at all, but the net result
has been that many people who formerly felt they could fill out their
income tax return and put it in, have now suddenly felt that they must
have help, they must have consultation. :

Mr. Tarowkr. I think, Senator, this has been a psychological de-
velopment to some extent. It is not entirely to blame because I recognize
the gifﬁculty of adjusting to a new style and new form. But this has
been said by so many and so many times that it has created a scare psy-
chology. I think this has been unfortunate and I think it has stimulated
a lot more business for the commercial services than they had before.

If I am not mistaken, when you were referring to the statement of
the gentleman representative ofy H & R Block—T have a report here—
it may be the same one, of April 11, 1970, in the Christian Science
hMon(i&or where his statements were along the line of your remarks and

eadds: : :

With respect to the retirement income credit, that it is vastly misunderstood
because of the complexity of the new Schedule R.

I think statements like that are very unfortunate because we haven’t
made any changes in this schedule, the retirement income credit, except
for cross references and for a slight change to avoid duplicating the
surcharge computation required by Schedule T.

Senator Moss. Mr. Burton K. Wasser is quoted in Business Week as
saying, “The new form per se has blown the minds of those who used
to use 1040A in the past.”

‘What you are saying about it being a psychological effect may indeed
be true or at least in part be true, but the plain fact remains that this
has sent large numbers of people for professional help of some kind
or some kind of help for which they are paying fees in order to get
their form made out.

What I am saying is rather than simplify, whether it be psychologi-
cal or not, we have created a situation that has made it more difficult
for people voluntarily to comply. They are fearful they cannot com-
ply and, therefore, they seek help and what we should have is simplifi-
cation rather than more complexity.

Mr, Turower. Senator, I am all for simplification. I think the atten-
tion given throughout the year to the new tax bill, caused some tax-
payers to look for new legislative provisions in the new forms. Ini-
tially when it was contemplated for passage earlier in the year, it had
provisions applicable to the year 1969, but when it finally became law,
only I believe on December 30, it had very little applicability to 1969.

This introduced some confusion. We would not have undertaken
either for ourselves or for the taxpayer the burden of changing the
new forms unless for very compelling reasons, some of which I have
described. We thought the change was required and among those bene-
fited are the elderly, and I think this is one reason why you are getting
more1 interest expressed this year on the part of low-income elderly
people.

Senator Moss. I thank you and I apologize that T am going to have
to leave. I have a phone call and I know what they are calling me for
and I have to go. I appreciate your testimony and the chairman un-
doubtedly will have a few more questions, but my misgivings remain
and I am sorry we can’t have colloquy further on it.
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Mr. TeROWER. Senator, I know your interest is constructive and 1
appreciate your expressions and you may be assured that we will be
studying this very carefully. We have received many criticisms and
we treat them as constructive. We have learned much already and
particularly with respect to this area of the aged, as the witnesses
indicated, we have been very sensitive for a long period of years.

Senator Moss. Thank you, sir.

Mr. Mitier. Mr. Chairman, resuming Senator Moss’ line.of ques-
tioning, I notice on the instruction sheet of 1040, the point is made that
the short form is advisable under certain circumstances, I have a ques-
tion in a possible response to Senator Moss’ inquiry as to whether this
might not be put on the tax return form in some way so it is more
obvious to the taxpayer, as was the case with 1040A in the past? '

Mr. Turower. Of course, we are very happy to have the suggestion of
that sort. When I reviewed this, I looked at the 1040A and at the new
form which had been under consideration and had been brought to the
point of a decision shortly after I took office.

I looked at the 1040A and I looked at the instructions that were sent
in a booklet accompanying the 1040A, and it was apparent that one of
the most difficult decisions that any taxpayer had to make was inbditer-

ANDA wag annronriatato him Tthink there

mining whether or not the 1040A was appropriate to him. I think there
were 12 different. factors he had to take into consideration and if after
finding that the 1040A was not appropriate for him, he had to go down-
town and get the 1040 form and consequently, our survey, as you would
expect, found that millions of people were not doing this and were
losing these benefits.

Mr. MiLier. I expect you have no data on this, but T think it might
be interesting to know how many people fill out the income tax without
reading the instructions, just take the form. This is the reason I par-
ticularly raised the question as to putting this note on the form in some
place so that nobody could miss it. You see what I am referring to,
Senator Williams. - ‘

Mr. THrROWER. Isay less have done that this year.

Mr. Brisbin has suggested you would be interested in the comment
that approximately half of the taxpayers of this country do fill out the
tax returns without paid help.

The Cuairmax. Does every taxpayer get this instruction?

Mr. TerOoWER. No. o

The Cuamnax. This is one that you have to seek out, the instructions
that are contained in this Treasury bulletin ?

Mr. TarowEr: Would you read the number of the form ?

The Crarmax. I wondered what the distribution on the definitive
instructions are. :

Mr. Tarower. This is a part of the tax package sent to every tax-
payer and is also available as a separate item, not 1n the package but to
taxpayers who comein to get forms from our office.

The Crarrmaw. This'is sent to every taxpayer ? :

Mr. Tarowsr. This information isincorporated within the tax pack-
age sent to every taxpayer. Some taxpayers come in to get returns in
our offices. We don’t have a package made up as such. They, I believe,
get a form and they get also these instructions.

The CratrymaN. Do you have one of the packages with you that the
taxpayer gets?
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Mr. TarowEr. T will be glad to furnish this for the committee.”

Mr. Minier. With the 1040A form in the past, the psychological
emphasis was to encourage people to use the 1040A sometimes to their
disadvantage. As this advice, that they can use part of the 1969 form in
much the same way as the old 1040A, is a little bit submerged in the
instruction sheet, even though it is a first paragraph, the psychological
impact is the other way, is it not ¢ Possibly this encourages people to go
to somebody to help when all they need to do is to use the shorter
version ?

Mr. TarowER. T think that is a suggestion that we will check and be
happy to take intoaccount. I have not previously heard this commented
upon, but certainly we would not disagree. We could consider blowing
‘this up.

MI‘.I:)M:ILLE-R. Tt would be the human tendency to tend to ignore it.

Mr. TrrROWER. We appreciate that suggestion.

INSTRUCTIONS ON BACK OF ForM

The CrarMAN. Now we do have the package now presented and the-
material in this pamphlet of instructions is put in other form on the
back of the tax forms that will be filed. The point was made that when
you file, you file with your tax papers all of your instructions, which
the point was that you don’t have anything to guide you later on if you
think you have made a mistake. But your instructions are part of the
materials that you file.

Mr. THROWER. Senator, if I may make a personal comment, I think
this is a mistake, which is one of those which we will take into account
next year. ’

The CrarMaN. My final question was going to be, your observations
and comments on the present system, as you have it, and what are the
big problems that you see that should be changed ?

In a moment I would like to have Mr. Funston to come on and make
observations in colloquy with you, if I could. First of all, I wondered
if you heard Mr. Burk’s estimate of 50 percent of the older people who
file make mistakes for one reason or another.

Do you have any way to estimate the accuracy tothat statement ?

Mr. TrrOowER. The “50 percent” reference that has been made by a
number recently, and I don’t know the source of Mr. Burk’s informa-
tion on which he based his judgment, came from a misunderstanding or
misreporting of the comments made by Assistant Secretary Cohen.

Beyond that, we have no information from any survey that we have
made that any such error as this exists in the returns of persons over
65. T would be happy to make available to the committee what we do
have and certainly we are interested in reducing the error rate to the
very minimum possible.

Senator, it might well be that it would be worthwhile for us when
the filing season is concluded, which will be at midnight, hopefully,
that we do survey this area and make some determination based upon
sounding out taxpayers as to the experience of the elderly in present

reporting.

* See tax forms, p. 65-83.
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The CrAIRMAN. I have a copy of the statement appearing in the New
York Times of March 17, byline Miss Eileen Shanahan. It says:

‘The Treasury Department is working on a plan to simplify the tax law provi-
sions covering retired persons with pensions or annuities. As many as half of
them may now be overpaying their taxes because the laws are so complicated they
misunderstand.

That is an opinion and report in the paper. I will say I have no way
to judge the extent of overpayment, the extent of mistakes in filing,
but I sure agree with the complication of the procedures here.

Mr. Comex. I think, Mr. Chairman, that was about the time of the
speech that I delivered in New York and I believe Miss Shanahan’s
comments are related to those receiving pensions and annuities, which
is the comment that I made. ‘ .

The CrarMan. That is right.

Mr. Conkx. To reduce the complication, we are hopeful that some
system might be devised whereby the payor of the pension notifies
the recipient. However, as I pointed out earlier, the tax question may
hinge on information which is not available to the payor as to what the
taxable portion is. v

Reporting of interest and dividends by the payers—notifying the
payees of the amount they receive—has proved extremely heipful. If we
can do that with respect to payers of pensions and annuities, we will
have improved the situation substantially.

Mr. Fu~srox. I wanted to ask one or two questions because I was
very much interested in the statement that the two retirement income
forms were the same this year and last year, that there has been no
change. Isn’t it true that there really have been changes in all refer-
ences in schedule R to schedule T which were not in the retirement
income form last year, because there was no schedule T'?

Mr. TarowER. I did not mean to suggest that there were not changes
in the designation of schedules and items because the cross-references
had to be adjusted. For example, there is a change in the sense that
it is not called schedule R in 1968 and I would think that there was a
cross-reference in 1968. Is this the cross-reference for the surcharge?

It just wasn’t schedule T because we didn’t have one, but I assume
it would have been somewhere else.

Mr. Fuxsrox. What I mean is, I don’t mean just the designation of
R and T. What I am referring to is this: Isn’t it a fact that last year
in computing the retirement income credit, you did not have to go
through the jigsaw business of going to one schedule and then the
other and then crossing back again and coming back again, as you do
this year? .

Mr. TrrowEr. I think not in 1967, because you had no surcharge,
but as I have just indicated, I think when the surcharge was imposed,
you did have to have a reference back and forth. I think this was a
misunderstanding. I asked that these schedules be prepared also for
1968 where the committee could make the cross-references and I was
told that our form on the retirement income credit was simply an
adoption of the 1968 form.

But if it is not, I will modify what I said tothat extent.
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Mr. Conex. I have the 1967 form here and it seems to be substan-
tially the same down through line 9, but on line 9 where it refers to
schedule T, there was a reference to page 1 of the tax return form.
There is just a difference in the reference, but there had to be a ref-
erence over to another page, and then the line for the credit for filing
foreign taxes is the same. ) )

The difference is with respect to the surcharge which was not n
effect for 1967 and that will run outin 1970 and thereafter it will revert
to the previous forms and drop out two or three lines when the sur-
charge expires.

Mr. FuxnsTon. As a matter of fact, there are two additions to 1969,
at least two items that were not on in 1968, are there not ¢

Mr. Tarower. I will be willing to supply the record to that extent,
Mr. Chairman. :

The Cmamrman. I didn’t follow that. Did you gentlemen agree on
something ? : '

Mr. Tarower. I didn’t either. :

Mr. Funsrox. I think there are some additions on the forms that are
really changes. I am confused right here, but there is one point that
you get a filing that doesn’t seem to have a figure that is not relevant
to the whole thing. :

Mr. TarROWER. Mr. Chairman, let me sayy I would certainly be happy
to receive Mr. Funston’s comment and in particular his suggestions on
possible modification of the form. Within the limits of the present law
we would be happy to receive those. :

TenTATIVE ‘CREDIT SAME AS FIiNnAL CREDIT

Mr. Funsron. I would like to say that I have never seen on one of
these things where the tentative credit marked about halfway down
the form 1s not the same thing as the final credit, and I wonder why
after you get to the tentative credit, you can’t really eliminate most of
the questions following that, because the tentative credit takes the

_retirement income, deducts the social security, deducts the earnings,
takes 15 percent which is really relatively simple, and that is the credit.

Then you go and ask a lot of things back and forth about the tax,
which is amply computed on the other page, and I don’t know why it
has. to be in here at all. Doesn’t that really confuse and can’t that be
simplified ? :

r. THROWER. Senator, we would be happy to take that question and
refer it to our technicians here and see what might be done.

The Cmamrman. As of midnight tonight, how many Americans
should have filed tax forms with the Internal Revenue Service,
‘Commissioner ?

Mr. Tarowrr. Approximately 75 million or more, Senator, returns
which would encompass joint returns around a hundred million of
taxpayers. . , :

The Craamman. I will say that this is very important, a most impor-
tant day. I think this has been a most worthwhile session that we have
had this morning, and I appreciate your appearance here.

Mr. THrowER. I think I should say in behalf of the Assistant Secre-
tary that the problems of the elderly with respect to the filing of
returns have been no secret. They have not been secret within the
Internal Revenue Service.
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Asindicated, this stimulated a survey on our part, the result of which
was reported to the Treasury in 1965 with the hope of some relief being
provided legislatively, and further, he and I have worked closely
together this year during the past 12 months or more in an effort to
provide adminlsbrativel(f and through the legislation recommendations
which he has described relief for the elderly and we are certainly
delighted to have attention called to this problem by this committee,
which is of course concerned with all problems of the aged.

Mr. Caamuman. Thank you. . o '

Mr. Comex. Mr. Chairman, I would like to add a word about tax
policy, perhaps to add a little philosophy. ) ]

Constantly in the tax law, as in other legislation, the choice arises
between a simple solution or one which takes account of varying cir-
cumstances and, therefore, is more equitable: Every time Congress
enacts another deduction or another credit, it increases the complexity
of the law and every one of those provisions has to be reflected
somewhere on the tax return form. ) o )

I have in past years, even when I was in private practice, worked
with very able people in the Service who have to design these forms to
get a large statutory provision into one line; it is a most difficult task.
Much of the complexity in the forms is the result of complexity on the
underlying statutory provisions, and I think we should remember the
lessons of this discussion this morning when we come down to future
legislative decisions on substantive provisions of the tax law.

The Caamruman. I appreciate that, Thank you very much, entlemen.

(Subsequent to the hearing, a list of questions was submitted to
Mr. Thrower by the chairman, Senator Williams. These questions and
answers follow.) :

U.S. TREASURY DEPARTMENT,
INTERNAL REVENUE SERVICE,
Washington, D.C., May 13, 1970.
Hon. HARRISON A. WILLIAMS, Jr.,
-Chairman, Special Committee on Aging,
U.8. Senate, Washington, D.C.

Dear MR. CHAIRMAN : I appreciate very much the courtesies shown to me by
you and the Special Committee on Aging, and the opportunity to answer the
questions contained in your letter of April 29.

The answers are as follows :

Q. What does the Internal Revenue Service plan to do in order to simplify the
Form 1040 for tazable year 19702

A. The Internal Revenue Service is making a careful study of the returns filed
this spring in order to determine how Form 1040 can be clarified and improved
within the limitations of the existing statutes. As I explained in my testimony,
no real simplification of the forms can be expected without legislative simplifi-
cation. In fact, it should be noted that, since last year’s form, Congress has
enacted the Tax Reform Act of 1969 which will require further complexities in the
next printing of Form 1040. The Assistant Secretary of the Treasury for Tax
Policy, Edwin 8. Cohen, informed the Committee of the work his office is doing
to develop recommendations for legislative simplification. The Internal Revenue
Service is cooperating in his efforts.

Q. News reports indicate that the IRS has commissioned a research firm in
New York to conduct a poll regarding tazpayers’ attitudes concerning the new
Form 1040. When do you expect this survey to be completed? Could you also
please have a copy of the report sent to the Committee? What questions will be
directed at the elderly?

A. Early this year, in order to assure that the Internal Revenue Service would
have reliable information on taxpayer reactions to the new Form, we invited bids
from all of the leading survey organizations and eventually contracted with
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Crossley Surveys, Inc. to interview a scientific sample of taxpayers to ask them
specific quetions about various features of both the new and old Forms. Since
the survey was directed toward the needs of all taxpayers, the questions were
not pointed particularly toward the problems of the elderly. We understand that
the interviewing has now been completed and that the contractor is in the process
of tabulating the results. This should be completed during the summer, and I
will be glad to provide further information at a later date.

Q. What future plans do you have for the Tazpayers Assistance Training
Programs for the elderly? As you know, Mr. Funston of this office was instru-
mental in having that program established. We here are very interested in il.

A. We, in the Internal Revenue Service, plan to.incorporate training for the
elderly as an integral part of our annual nationwide Taxpayer Education pro-
gram which is available through our district offices in preparation for each filing
period. This decision is based on the success of the program last year and the
interim reports that we have received on our efforts during the recent - filing
period. .

Q. In how many cities was this program in operation during 19702

A. We do not have complete information on the specific number of cities in
which the program was offered during the recent filing period. Based on the
interim information, however, this training was made available in at least 60
cities.

Q. To what extent has the program helped older persons in preparing their taz
returns?

A. Our training is designed, as you know, to prepare retirement organization
representatives who, in turn, volunteer assistance to members of their organiza-
tions. For example, 24 representatives trained by our San Francisco office assisted
approximately 485 elderly taxpayers. At this time, we do not have substantive
information on the extent to which the program helped our senior citizens in
preparing their tax returns. Some of the items on which volunteer help was
provided included retirement income credit, taxability of annuities and payments
to retirees, taxability of benefits to survivors, real estate one-time sale, and the
like. It is our opinion that training on these and other items should prove of sub-
stantial help to the elderly in preparing complete and accurate returns. Informal
comments from representatives of 'the National Association of Retired Civil
Employees substantiates this opinion.

As I testified at the hearings, the Internal Revenue Service is very conscious
of the problems of the aged and will seek means of alleviating them. If I can be
of further assistance to your Committee, I will be glad to do so.

With kind regards,

Sincerely,
(S) RanporpH W. THROWER.

I The CHamrMAaN. Mr. Henry W. Bloch, president of H & R Block,
ne. :

I have to make an apology, Mr. Bloch. We have notice that there
is a rollcall vote on a verv important matter that I have to go over, but
we have an arrangement here that you would proceed with your testi-
mony. I will do my best to get back as soon as I can after this vote.

You will be talking to those who are steeped in all of this and I am
sure you have conferred with them before for the record. Is that all
right with you?

Mr. Brocu. That is fine.

Mr. Orror. My name is William Oriol. T am a staff member of the
committee. Will you proceed please.

STATEMENT OF HENRY W. BLOCH, PRESIDENT, H & R BLOCK, INC.

Mr. BrocH. Mr. Chairman, members of the Special Senate Com-
mittee on Aging: ,

The subject at hand today, that of income tax overpayments by the
elderly, has always been a special interest of mine. Thus, I am de-
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lighted to appear here today to have a chance to express my view on
the subject. They have been formed over many years of experience
in working with our senior citizens on their tax problems, and I sin-
cerely hope this committee finds them useful.

“Overeay THerR Taxes? Or Course”

- Do our over-65 taxpayers overpay their income taxes? Of course
they do. Statistics relating to the extent of those overpayments are
much better known to the Treasury, but there can be no doubt that
our current laws and reporting forms, as they deal with tax reporting
by our elderly citizens, have resulted in confusion, improper reporting,
and a widespread failure to take advantage of all the tax-reducing
devices. available. .

Please stop and realize that when a taxpayer reaches age 65 he is
suddenly faced with an entirely new set of tax laws which are far
too often much more complex than the ones he was familiar with dur-
ing the preretirement life. T am in complete agreement with the intent
of these laws. They were designed to take cognizance of the age, health,
and lower earning power of the retired community and, in general,
these people needed and deserve a tax break.

The very fact that this committee is investigating tax overpayment
by the elderly is evidence enough, however, that we aren’t accomplish-
ing what we set out to accomplish. The problem does not lie with the
intent of the law, but rather with its implementation. It seems that
every time we try to make our tax laws more fair and equitable, we
automatically build in complexities in reporting and collecting.

This is true, but perhaps more tolerable, in almost all other phases
of our tax laws. But when it is suddenly applied to a taxpayer when
he reaches age 65, it causes problems. Being realistic, the preparation
of a tax return should be made simpler for the average older person,
since his verv age tends to limit his abilities. In addition, his reduced
income mitigates against his ability to pay a professional for the ad-
vice and assistance he needs.

Mr. Ortor. Mr. Bloch, may I interrupt before you go on to the next
item. '

You say the problem does not lie with the intent of the law, but
rather with its implementation. What part of the implementation are
you referring to, the form or something else ?

Mr. Brocu. Let me put it this way. I see two terrific problems that
exist when a taxpayer reaches 65. First of all, I believe generally speak-
ing when a person reaches 65, he has performed certain habits that are
difficult to change at that age. For example, if he has been preparing
his own tax return when he was 30, 40, and 50 and he can do this quite
well, in all probability, he is going to continue preparing his own tax
return after he reaches age 65.

And further, these people over age 65 need some push to change
them. A person 70 or €5 years old is very reluctant to seek out any-
flhiggg unless he is told by some younger person to do this. He is in a

abit.

Now, when he hits age 65, he is faced with, generally speaking, a
completely new tax return which he is unable to cope with. Now he
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has got into the habit of preparing his own tax return. So what is this
65, 70-year-old man going to do? He is going to do it to the best of
his ability and the best of his ability is not good enough. '

We see it in our own offices. We hire many of these people to pre-
pare tax returns. We hire many ex-Internal Revenue agents that at
one time were extremely sharp, but when they become 65 or 70 years
old, they lose this sharpness. :

Think of the poor average citizen who is not a former Internal
Revenue agent. He is faced with a dilemma, so that is why I make
that statement T made. - . o : :

Mr. Orior. You say they lose their sharpness? You don’t mean that
as a general rule or 4 fact of life,do you ? :

Mr. Brocu. Well, I do. Let me give you a way-out sample. My father
is 89. He is an attorney. He couldn’t begin to fill out his own tax re-
turn, yet at one time he filled out many tax returns. This is a way-out
example, 89, but let’s bring it back. - : : ‘

How about 85? How about 80% Of course a lot of it depends on the
individual, but as a general rule, once people turn 65, I do believe their
sharpness in some way diminishes. ' ' o

Mr. Orior. We discussed this a long time, but we have much testi-
mony to the contrary. We have-the example of Mr. Funston and Mr.
Burk today, which I think speaks for itself. I just wanted to make
that point. : '

Mr. Brocwh. I take disagreement with that statement. I would like
to take people with ability and have them take a test in preparing a
tax return and I can take a 20-year-old boy who knows nothing about
taxes and teach him income taxes and inside of 1 month he would be
able to beat this older man three or four or five times to one:

'ﬂiThere is no doubt about it. We see it happening every day in our
office.

Mr. Orior. Do you have any evidence indicating a sharp upturn of
number of elderly persons who sought the help of your offices?

Mr. Broch. I do and I would take another exception with the state-
ment that Mr. Thrower made about the 50 percent of the tax people
that prepare their own tax returns. This may be a true statement, but
it doesn’t cover the telephone cost. We prepare a lot of tax returns,
roughly 10 percent of all of the returns prepared.today.

We have ﬁad a tremendous increase in our business. The increase
this year will be more than we prepared 2 years ago, more than all of-
the returns we prepared, just the increase. '

OK, but his statement is not really true because it doesn’t reflect
the telephone calls we are getting from older citizens asking, “I saw
something about a retirement credit form, that I am entitled to take
two exemptions, so on.” These telephone calls keep our offices tre-
mendously busy and this represents the people that prepare their own
returns.

And by far a large majority of these come from people over 65.
Shall T continue? '

Mr. Orior. Would you continue ?

Mr. BrocH. It is in this area that the subject of tax overpayments
for the elderly hits home for me. Because of retirement income, pen-
sions, and annuities, special provisions of home sales and the like, the
over-65 taxpayer has a more complex tax return than average.
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" T would like to point out that Commissioner Thrower verified that
by saying the percent of these that have dividend income, even self-
employed ncome, is higher than the people under 65 percentagewise.

All of these things are new to him and while they are designed for
his benefit, they far too often force him into seeking professional as-
sistance—a service which he may not readily be able to afford. To
make matters worse, the increased complexity of his return forces the
tlax preparer to charge him a higher-than-average fee to get the job

one. ‘

Tven with these faults in mind, the avenue of professional help
today is a much better solution than having an over-65 taxpayer ignore
an area of tax saving because he.isn’t aware of it, or because its cal-
culation is simply beyond his scope by reason of intelligence or vigor.

“SENTOR SHORT ForM” PROPOSED

If we really want to extend tax benefits to our senior citizens, and.
if we are really concerned that they are not currently taking advantage
of the benefits already accorded them, we then need a new type of
thinking to solve the problem. The answer is not to keep “adding on”
new credits and benefits to an already ponderous set of rules and regu-
fations. That is what we have been doing, and it hasn’t worked. In-
stead, let’s think in terms of a sweeping simplification to meet the
needs of the great majority of our senior citizens.

What I am about to propose, however, is to extend benefits only
where those benefits are needed. In the entire category of over-65s,
there is a sizable group who are well-to-do or wealthy. To them the
complexities of our double-exemptions and retirement income pro-
visions are not quite so bewildering. These people can afford tax advice.
They have had it for years. They also have the education and the ex-
perience to deal with the complexities of tax reporting.

_The intent of our laws with regard to the elderly was to ease the tax
burden on the less fortunate so that they would more readily be self-
supporting, happier, and more productive. And that’s where my pro-
posed simplification is aimed, and the higher income group should
continue past age 65 without being allowed a change in the type of tax
return they must file. : :

_With this exception in mind, I would propose that an extremely
simple tax form be developed for use by the lower income group of our
senior citizens. Yes, I mean a “Senior Short Form.”

T was in complete accord with the Treasury when the old 1040A short

form was abolished, because its ease of preparation encouraged millions
of taxpayers to cheat themselves. But it was a generic “‘short form.” I
propose a. special “short form” for the elderly because it will stop these
people from cheating themselves.
_ This special “Sentor 1040,” designed for use only by taxpayers with
incomes under a certain level, would basically omit all the sections of
the current forms which are causing the most problems to the elderly.
The specifics can easily be determined by an analysis of 1968 and 1969
returns. Then, tax rates would be adjusted so that the taxpayers in
this group are assessed approximately the same tax as if they had
properly filed under today’s more complicated set of rules. '
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In this way we could insure that all elderly taxpayers receive the
benefits accorded them by retirement income credit—and abolish sched-
ule R at the same time. By the same token, as long as income was under
a certain level, the elderly taxpayer would not have to confront those
complicated pension and annuity schedules. His double exemption
would be incorporated within his lower tax rates and thus eliminate
yet another minor step in proper tax reporting.

Many of our elderly have modest income from rental property or
dividends and interest, or pension and annuities which exceed $200.
During their working years, they never had to concern themselves with
filing estimates, because their withholding always equaled at least 80
percent of their tax. But now, after retirement, they are faced with
another unfamiliar form—the 1040ES. -

Lo make matters worse, many of them cash in their E bonds or sell
their mutual funds in order to buy a retirement home in a sunnv cli-

- mate. Thus, the capital gains at the time of sale also forces the filing
of a quarterly amendment to the estimate. This is another complication
which is bound to create confusion and.improper reporting. Therefore,
if the taxpayers eligible to file the special “Senior 1040” could also be
excused from filing estimates, another true service to them would be
added. I < '

SimpLIFIED UNIVERSAL STATE RETURNS

A simplification of the Federal return, however, does not completely
solve the problems of complexity, for the elderly taxpayer also must
cope with a wide variety of State returns. This situation is compounded
by the fact that many of them do move to another.State upon retire-
ment. In this context it would be helpful if the Treasury would recom-
mend that a universal State return, basically identical to the Federal,
be adopted by each State having a State income tax. =

Mr. Orror. Mr. Bloch, you are talking about the elderly and I assume
the universal State return applies only to the elderly, but would you
extend that and say it could apply to other taxpayers, too?

Mr. Brocn. A beautiful statement. This is your stepping stone for
simplicity. There is a lot of criticism for something like this that it
does not, provide for this or that. But all of this could be incorporated
in “Senior 1040.” If this works, you are one step in the right direction
of complete simplification. T

Many suggestions are being made today in all areas which propose
new techniques and programs to help our elderly citizens. This has also
been true in the field of taxation. In fact, it has even been suggested that
the IRS create a free tax preparation service solely for use by the
elderly taxpayer.

This idea, in my opinion, would be overloaded with problems. It
would mean additional cost to the Government, and would subject the
Service to charges of discrimination among the various classes of tax-
payers. It could further have the strange result of having a return
prepared by a government official and then audited by a government
official. : '

Tax CrepiT For TAx PREPARATION ASSISTANCE

My own recommendation in this regard is a simplé one. Those
elderly citizens who file the new “Senior 1040” should be given a credit
by law of up to $10 for professional help in the preparation of their
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income tax returns. This credit should be directly deducted from the
amount of tax due in the year of preparation.

It appears evident that the major tax problems confronting the
aged are primarily confined to those of lower income and education,
and are caused by the complexities of the very reporting forms which
are designed to give them a tax saving. While the subject of tax reform
in general is extremely complex, the specifics of tax overpayment by
the elderly is only complex in its implementation. A dramatic simph-
fication here would appear to benefit all concerned.

I want to thank the committee for allowing me the privilege of
speaking out on this subject, for I truly feel that many of the elderly
taxpayers who visit our offices can ill afford to pay for the help they
so desperately need. I hope the committee feels I have been construc-
tive.

Thank you.

Mr. Orror. Thank you very much, Mr. Bloch. We certainly feel you
have given a very helpful statement for the record and we appreciate
your coming here today.

One question I would like to ask about the “Senior Short Form®
and this proposal that a credit of up to $10 be given for professional
help—two questions, in fact. '

How did you arrive at the $10 figure? T'he second question, how does
that compare roughly with what older persons are now paying for the
consultation needed under present circumstances?

Mr. Brocu. It is a good question. Basically our problems come in
charging these older people. It is sad. If you would sit in our office and
see an older man come in trembling possibly with papers, “What do
I do with this and what do I do with that?” He has probably a very
small income, but still according to the law he must file a return.

‘We have trouble charging these people and in a few cases we make
charity cases. We just can’t charge some of these people. It is criminal.
The $10 perhaps may not be an adequate charzz.. Of course, it depends
on the type of service they are seeking. )

A certified public accountant, of course, his fee would probably be
$50 to prepare a typical return for a senior citizen. Our average fees
for this probably run about $15. Actually I realistically named a figure
which is probably a meaningless figure, but I wanted to illustrate one
point that it probably should be kept low because these returns can be
prepared for a nominal amount without too much trouble. -

If I could explain my thinking in arriving at this problem, because
I don’t see the problem here. If you analyze what problems there are,
let’s take this over-65 segment and divide them into two groups.

First of all, you have got the wealthy or well-to-do. These people
need tax assistance and they have always had it and just by the nature
of their income, they are more intelligent than the over-65 with $3,000
or $4,000 income. They are generally more intelligent.

They are intelligent enough to continue or in order to seek compe-
tent tax advice and they can well afford to pay for it. Therefore, I see
your only problem is with the man who has an income of, say, $5,000,

robably not too intelligent, who can’t afford to pay for tax help, and
1f he does it himself, is bound to make errors. He 1s bound to because—
you are an intelligent man and I give you a sample of annuity or pen-
sion that this man is drawing, you would throw your hands up before
you tried to figure it out. A
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You must go to the record books. Somebody before mentioned the
little problem of tax-free covenant bonds. It is an interesting question.
I don’t think you received a very adequate answer.

This is income from bonds received prior to January 1, 1934, Look
for the answer. Where do you find it? You don’t find it in your in-
struction book.

The Government, the Treasury Department, issued a bluebook. You
don’t find it in the bluebook. It 1s not in there. The only place you can
find 1t, you go to a tax library. It is cbviously very unfair to put
something like this on a tax return.

No one can fill out his own return with income from tax-free
covenant bonds. At least not for the first time.

New TForm a “HopcEPODGE”

Mr. Orror. Mr. Bloch, may T ask what your reaction is to Commis-
sioner Thrower’s reference to a scare psychology as a factor in mistakes
made as a factor in causing a need for consultants?

Mr. Brocu. I don’t think Commissioner Thrower meant what he said.
I feel he is obligated to make a statement like that. First of all, I don’t
think he is responsible for what happened with this Tax Reform Act
of 1969, because he wasn’t in office during the formation of all of this.
But the new form is a hodgepodge of jumping back and forth.

Mr. Orror. This is the form we have all filled out for today’s
deadline?

Mr. Brocu. Right. I have many examples here. The schedule R that
he 1s referring to, which he claims is no different than it was last year.
True, it is not a different form, but the references are different. You
don’t refer to one section. You refer to this page and then this page and
you are all mixed up.

If I can read something here somebody in our office prepared, on
schedule R, line 17 on schedule R, which is right up there, enter here,
and on schedule T, line 11, the amount shown on line 16 or line 8§
whichever is smaller.

Here we go again. This is no problem assuming I have carried the-
correct figure from schedule T, line 6, to schedule R, line 9. That I have
made the correct calculations on lines 9, 10, 11, and 12, schedule R, that
I have carried the correct figures from schedule R, line 12, to schedule
T, line 7; that T have made correct calculations on schedule T, lines 7, 8,
and 9; that I have carried the correct figure from schedule T, line 9, to
schedule R, line 13; that T have made the correct calculation on sched-
ule T—if that is where I am now—lines 13, 14, 15, 16, and 17; that I
carried the correct figure from schedule T, line 17, to schedule R, line 11,
which is the smaller of the amounts shown on either line 16 or line 18,
schedule T. '

Gentlemen, this is complex and it is a matter, if you have done your
own return and I trust you have by today, of going back and forth, and
to follow the instructions is very bad, too, because in doing this you
tear the pages out of the book and then you put them over here and you
have to refer to some instructions and you can’t find the instructions.

There possibly should be an instruction booklet, but the way these
mstructions are done, it is real hodgepodge and it may be true that
anything done to simplify the tax return would hurt our business, no
doubt about it. .
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This Tax Reform Act is fantastic. It has put a lot of other people in
the same business we are in. But in all honesty, in all fairness, the
people that are writing the laws aren’t close enough to the actual prep-
aration. These people should work in a tax office and prepare 1,000 tax
returns like each of our people do. Some prepare many more than a
thousand tax returns in the one season. They would find out what is
going on. ) o

I can’t sit up in a mighty castle and say, “This is fair and this 1s
equitable and let’s do it.” Things don’t work out that way. I will admit
that the Tax Reform Act has made many things much more equitable
and closed many loopholes, tightened many loopholes, but they hon-
estly made tax reporting much more complicated.

Mr. Orior. We haven’t yet seen the effects of the Tax Reform Act of
1969 on forms. You are projecting now ?

Mr. Brocm. Right. T am projecting that. Also there is no way of
measuring how many people omitted schedule R or made a mistake in
not using it. You can’t measure this. People can give opinions.

Mr. Orror. What about adjustments to income, the little reference on
page 1 now where on the old form you had a few lines that sort of
cued you as to what was meant to be for all taxpayers, not just the
elderly for this question. Do you think that caused an inordinate
amount of confusion this year?

WHERE ARE THE “ADIJUSTMENTS?

Mr. Brocs. The first time I saw that form, when I saw “less adjust-
ments”’—that is line 15B you are referring to—I knew that was trouble.
We design our own forms, which are approved by Internal Revenue.
We saw “less adjustments” and we show adjustments on schedule T,
which is where they should be.

But the average taxpayer doesn’t know what an adjustment is. He
doesn’t know that sick pay is adjustment. He can’t find it. It could be
a number of things. But you are absolutely right. It was poorly done.

Mr. Orror. There have been a number of references to advertising
used by your firm this year. Would you care to comment on that,
Mr. Bloch? _

Mr. Broca. I think our advertising is good. Naturally we are in the
business to get as many customers as we can and make as much money
as we can. However, we charge fairly. We don’t overcharge anyone.
Our advertising does point out the complexity of the return, but I
think it rightly does. I think we are doing the Internal Revenue Sery-
ice a great favor in eliminating many errors in preparing correctly
prepared returns, but we do point this out and I think you haven’t seen
anything vet. :

You wait until the new tax forms come out, because next year’s tax
forms and the forms the year after that will be incorporating the
Revenue Act of 1969. Remember, very little of the Revenue Act of
1969 pertained to 1969 returns.

_ But wait until you see capital gains for next year, the minimum
income tax =+ ' all of these other things. The forms haven’t started to
becom~ « ed yet.

My, ¢ .18 been reported that the volume of your processed
returt. . increase from 5.3 million last year to more than 7 million
this ye  Tn view of what you have said, do you anticipate——
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Mr. Brocs. I think our growth this year is nothing compared to
what our growth is going to bé next year.

Mr. OrioL. I am glad we are talking about this on April 15 while
there is still time to do something about it for next year.

Mr. Bloch, with me is Mr. Affeldt, professional staff member; Mr.
Halamandaris, professional staff member; and Mr. Miller. Do any
of you have questions?

Mr. Havamanparis. I would like you to pin down for us once again
the statement you made earlier about your increased earnings this
year. . - o : _

Mr. BrocH. I say our volume increased. I don’t know. what our profit
will be, which is earnings. Our increase in sales, in revenues, gross
revenues this year, the increase will probably exceed our total volume
2 years ago. :

Mr. Havamanpars. That is quite a startling statement.

Mr. Broch. In other words, we are preparing 1969 returns now and
I am referring to our income from preparing 1967 returns 2 years
ago.

Mr. Havamanparis. Trying to solve the television credibility gap
that Senator Moss tells us about, we have Internal Revenue telling
us the forms are the same. On the other hand, we have your advertise-
ment telling us that the new forms are more complicated. You don’t
take seriously Commissioner Thrower’s accusation that you are re-
sorting to scare tactics. _

Mr. Brocs. I have no quarrel with the forms this year. You prob-
ably had none with your own return. But you take the average elevator
operator and throw that new return at him, and he is going to be con-
fused. I ran into one girl last year who had the same problem with
the surtax last year, a very simple thing; 7.5 percent of your tax goes
to the surtax basically.

It is a very simple thing, but how many people had trouble correctly
computing their surtax last year? I met one secretary in a television
station and she didn’t think 1t was so complicated. She took 7.5 of her
income and added it onto her tax. She thought it was very simple.

IncreaseE IN IncoME Tax SERVICES

Mr. Havamanparis. Do you think there is a 1-to-1 relationship be-
tween ?ew income tax form and proliferation of income tax services
we see ?

Mr. Broca. I think that is part of it. I think that is part of it that
these other companies were smart enough to realize that these com-
plexities were beginning and certainly they are looking for something
this year, but a tremendous complexity next year.

1 believe they are also looking at the industry that we are in and the
multiple of which, for example, our stock sells for is possibly affecting
their multiple and helping their stock to increase. I think this is cer-
tainly important.

- Mr. Haramaxparis. In other words, you are saying the form is part
of it, but on the other hand, they see you have a good thing going and
they want to get in on it ?

Mr. BrocH. Yes. And really people are getting into this business that
shouldn’t, who are preparing returns in volume and going into it on a
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big scale without properly leading up to it and I am sure the Service
is going to be very unhappy when they see many of the errors that will
result from this.

Mr. HaLamaxparis. I have one more somewhat, facetious question.
T noticed your reaction a while ago when Senator Moss read it, so 1
am quoting the Washington Post, March 9, Peter Benchley, again:

To crown the confusion, the IRS decided to do away with the small quick
Form 1040A and replace it with a bigger and more complicated return. “The
Government opened the gates by eliminating the short form,” said a gleeful
Block executive, “our market just got flooded with 21 million more customers.”

Do you have a comment, gleefully or otherwise?

Mr. Broch. I believe the Internal Revenue states there were 22 mil-
lion card forms filed last year. Of course, our office has prepared none
of these because we don’t fill out the 1040A, we never did. We only
use the big 1040.

I am sure we will not get 21 of the 22 million returns. It is fairly
obvious. So I think that undoubtedly is an overstatement, but by the
very nature of the people who fill these forms out, when they are con-
fronted with the more complicated 1040 compared to the little 1040A
which, if nothing else, because of its size makes it appear much simpler,
just because of its size, rather than being spread out onto a large page,
makes it appear much simpler. When they are faced with this plus
the mailing by the Government of additional schedules and the refer-
ences of jumping from one schedule to schedule 2 back to schedule T
back to page 2 and so on to schedule B, many of these people are going
to give up, throw their hands up in despair and give up trying to
prepare their own return, and we have had literally many millions of
these people come in. There is no doubt about it.

For example, in our offices two things stand out. First of all, our
average fee 1s going up because of the complexities of the new forms.
Many more schedules and many more forms.

Second, our fees are going down because of the influx of all of these
1040A. filers coming in and so it is interesting. In examining our new
returns, our new clients, our average fee is lower than it has been in
past years, which means only one thing. We are getting many of these
very simple tax returns in, so I think this is proof enough.

Mr. Havamanparis. I could only wish the Treasury and IRS had
stayed to hear your statement. I think it is excellent and I will pass on
your suggestion about a specific form for the elderly to Senator Moss
and other members of the committee and I know we will let IRS have a
copy of your statement here today, because they should have the
benefit of your remarks.

Mzr. Orror. Have you discussed your “senior short form” with IRS?

Mr. Brocu. Never. There was a basis of it in my testimony before
the House Ways and Means Committee just about a year ago, but there
it was lightly mentioned that the problem, in my opinion, really didn’t
exist for the entire over-65, but just that portion of it, the smaller
Income group.

Mr. Orior. We don’t have time now, but we will put some questions
to you in writing asking for details on your proposal.

Mr. Brocu. Thank you. I will be of whatever assistance I can be. I
prepared some additional notes that I would like to give to you.

Mr. Orior. We would like that for the record.
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Mr. Affeldt?

Mr. ArreLpor. What types and how much income would entitle an
elderly taxpayer to take advantage of your proposed “senior 10407 ?

Mr. BrocH. I knew someone was going to ask that question. I do not
have the answer. I do not feel it is my place to come up with this answer.
I believe, as I pointed out, by studying everything that goes into these
1040’s prepared by senior citizens, filed by senior citizens under a cer-
tain income, the troublesome areas should be incorporated into a few
tax rates, including the double exemption, including everything.

So I have not worked out the details. Frankly, T only heard I was
supposed to testify, as you know, a few days ago and I really apologize
for the text I delivered because I feel it could have been much better
than it was. ' '

Mr. Orror. Mr. Miller?

Mr. MiLrer. No, thank you.

Mr. Orror. Mr. Bloch, we thank you for coming here on relatively
short notice. It is an excellent statement and we will make sure that
IRS and members of the committee receive it. .

Mr. Brocs. I appreciate that very, very much. :

Mr. Orror. Dr. Benson is to be our final witness. I have just re-
ceived word that we have only a few more minutes in this room, but
we are very anxious to hear from Dr. Benson.

Mr. Burk, did you want to join Dr. Benson ?

Mr. Burk. Bill, I want to make one comment. in regard to Mr.
Bloch’s suﬁgestion about the estimates: The most irate letters we get
are from those people who are now forced to put in estimates, because
they are getting more than $200 of annuities, which is not subject to-
withholding, and particularly irate from those people who fail to
put on in and are now being penalized 6 percent because they failed
to put it in. - ‘ :

I think his suggestion to eliminate the requirement of estimate on
th%?l Jow-income people would be a marvelous help. Thank you very
much. : :

Mr. ‘Ortor. Dr. Benson, you are former assistant dean of George
Washington University Law School. Do you feel less sharp now than
before you retired ?

STATEMENT OF CARVILLE D. BENSON, RETIRED ASSISTANT DEAN,
GEORGE WASHINGTON UNIVERSITY LAW SCHOOL

Dr. Benson. No, I don’t.

Mr. Ortor. Would you proceed, please.

Dr. Bensow. Thank you very much. :

I appreciate the opportunity to be here. I am here as a retired per-
son and a taxpayer, not as a tax expert. I am reminded of the story
that Sears, Roebuck had a woman who went over their catalog and
if she couldn’t understand an item, it didn’t go in, so I read the tax
return and if it bothers me, then I feel that it is bothering other
people, too.

There are two very simple points that I don’t think have been made.
First, on the packet that is sent out to all of the taxpayers, it is
printed in blue ink. Blue ink is much less clear than black ink and as
an example of this, on page 1040-2, it has reporting your income,
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examples of income which must be reported, and then there is the list—
wages, dividends, earnings, and so forth. And you run your eye down
the column and you come to “dividends, worker’s compensation, social
security.”

Then you know you have made a mistake somewhere, so you go back
and see there is 4 subheading there, “examples of income which should
not be reported.” At the top is examples of income which should be
reported and in the middle of the column a subheading which you
don’t pick up, “examples of income which should not be reported.”

The Internal Revenue Service has a separate little booklet on in-
structions, form 1040 instructions for preparing your income tax re-
turn, and this same page is reproduced exactly in the same type and s
in black, and the subheadings stand out much better.

The second point is with respect to the instructions. Commissioner
Thrower made the point, of trying to get instructions across to people
so that they would be able to follow the returns and on the new forms,
the tax packet that went out, I think there is an improvement over
the 1968 form in schedule A, the itemized deductions, and schedule B,
the dividend and interest income.

Last year, the 1968 return, much too little space was given to these
two items and you had to attach extra sheets, so 1f they gave you enough
room for this, then it is very helpful. On the other hand, the -
structions on the 1968 return were in a section all by themselves at the
end of the return. This year the instructions are printed on the back
of the sheets and it is very confusing.

Mr. Orior. And itisin blue ink, too.

Dr. Bensox. It isin blue ink ; yes. And the page number is very diffi-
cult. Tt starts off with the cover and then 1040 form which has no num-
ber on it, that is 1040-1. The next sheet is the duplicate of 1040 and the
back of that is 1040-2; the next is schedule A with no number, and the
back of that is page A1, and the duplicate of schedule A itemized de-
ductions and the back of that is A2.

The instructions are printed on the backs of all of the forms and
exhibits and the instructions start on 1040-1. On 1040-2, general in-
structions. You go next to schedule A, itemized deductions, and the
instructions for reporting 1040 which are run on page 1040-2, it says,
“Continue on page 2,” so you go over past schedule A, schedule B1;
then B2 is the duplicate.

When you finish that page, it says, “Continue on E2.” Then you go
over a couple of more pagesto E2:and thento R.

Mr. Orior. You are intimately familiar with that. How much time
have you spent studying that?

Dr. Benson. The great difficulty is in finding something. On the
front page, the point was made, line 15B, less adjustments, see 1040-1.

Now where is 1040-1% Well, you look around and finally find 1040-1.
There is an index inside the inside cover, but that doesnt save the
trouble you have if the instructions are in a separate section at the end.
They can be looked at at the same time you are working on the form.

Here you can’t do that. When you tear out instructions or tear out
your schedule of forms, then your instructions are gone. So those are
my two points.
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I think the color of the ink and the getting of the instructions to-
gether in one place. '

Thank you.

Mr. Orror. Thank you very much.

May I ask, did you have a speciality in the school of law when you
were dean there?

Dr. Benso~. It was not taxation. B " . :

Mr. OrioL. We are really talking about communication though, and
instructions.

Dr. BensoN. Yes; instructions. :

Mr. OrroL. Once again our thanks to the witnesses. Senator Williams
commented before iﬁﬂ)ﬁ he thought this had been a very productive
hearing and since we do have a year to take some action before the next
forms are due, perhaps we can dosomething. '

Thank you very much. .

(Whereupon, at 1:25 p.m., the committee adjourned, to reconvene at
the call of the Chair.) _



APPENDIXES

Appendix 1

Fact SHEET—TROUBLESOME PROVISIONS IN THE INTERNAL REVENUE CODE FOR
ELDERLY TAXPAYERS*

(Prepared by Mr. David A. Affeldt, Counsel, U.S. [Senate Special Committee on
Aging, for Hearing April 15, 1970, on “Income ‘Tax Overpayments by the
Elderly,” Washington, D.C.)

Retirement income credit.—Five types of income—pensions, annuities, rents,
interest, and dividends—qualify for this 15 percent credit.

For a single person, the credit is 15 percent of the lesser of :

(1) His qualifying retirement income, or

(2) $1,524 ($2,286 for a joint return where both taxpayers are 65 or over)
minus the total of nontaxable Social Security benefits and Railroad Retirement
annuities and earned income (depending upon the taxpayer’s age and the amount
of any earnings he may have). :

For example, if the taxpayer is under 62, he must reduce the $1,524 figure by
the amount of earned income in excess of $900. For persons at least 62 years old
but less than 72, this amount is reduced by one-half of the earned income in
excess of $1,200 to $1,700, plus the total amount over $1,700. Persons 72 and over
are not subject to the earned income limitation.

In a typical example, it would be possible for a taxpayer to use four schedules
(Schedule B for interest and dividends; Schedule E for rents, annuities and
pensions; Schedule T for computation of his tax liability; and Schedule R for
computation of the reitrement income credit) and the basic Form 1040 to com-
pute the credit.

Medical expense deduction.—Computation of the medical expense deduction
on Schedule A (Itemized Deductions) is very complicated for many older Amer-
icans. First, the taxpayer is entitled to deduct one-half of his hospital or medical
insurance premiums, up to $150, without regard to the one percent (of adjusted
gross income) rule for drugs and medicines or the three percent rule for medical
and dental expenses. Then he determines the net amount he spent for drugs and
medicines and subtracts one percent of his adjusted gross income (line 15¢, Form
1040) from this amount. Any excess is carried forward with his excess medical in-
surance premiums to be added to his medical and dental expenses. From this total,
the taxpayer subtracts three percent of his adjusted gross income. This net
amount, if any, is added to the deduction for one-half of his medical insurance
premiums, but not in excess of $150.

Minimum stendard deduction.—For taxpayers who do not itemize their de-
ductions, the standard deduction is the'larger of (1) ten percent of the taxpayer’s
adjusted gross income, but not in excess of $1,000 or (2) the minimum standard
deduction ($200 for most returns plus $100 for each exemption claimed) but not in
excess of $1,000. For example, 2 65-year-old man and wife who are both blind
and file jointly would be entitled to a minimum standard deduction of $800 ($200
for the couple plus $200 for their regular exemption deduction, plus $200 for the
additional deduction because of age, and another $200 because of blindness).
However, many elderly taxpayers do not receive the full advantage of this pro-
vision because they fail to add the additional amounts for age or blindness.

*None of the items listed in this sheet refers to provisions of the recently enacted Tax
Reform Act, with the exception of the minimum standard deduction which will be changed
to a certain degree by the new $1,100 low-income allowance.

(57)
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Bale of personal residence by elderly taxpayers.—A taxpayer may elect to ex-
clude from gross income part, or, under certain circumstances, all of the gain
from the sale of his personal residence provided :

(1) He was 65 or older before the date of the sale, and

(2) He owned and occupied the property as his personal residence for a period
totaling at least five years within the eight-year period ending on the date of the
sale.

Taxpayers meeting these two requirements may elect to exclude their entire
gain if the adjusted sales price (see definition below) of their residence is $20,000
or less. If the adjusted sales price exceeds $20,000, an election may be made to
exclude part of the gain based on a ratio of $20,000 over the adjusted sales price of
the residence. .

To begin this computation, the taxpayer subtracts his selling expenses (e.g. com-
missions in connection with the sale, advertising expenses, or legal fees) from the
selling price of the residence. This gives him the amount realized from. the sale.
From this amount, he subtracts his adjusted basis in the residence (i.e. his cost
plus any capital improvements made and minus any casualty loss or depreciation
deductions allowed ). This computation produces the total gain realized.

Then the taxpayer must determine his adjusted sales price—the amount realized
minus any fix-up expenses. To qualify as fix-up expenses, they must :

(1) Be for work performed during the 90-day period ending on the day the
contract to sell was made, :

(2) Be paid within 30 days after the date of the sale,

(3) Be otherwise nondeductible in computing taxable income, and

(4) Not be capital expenditures or improvements.

If the adjusted sales price exceeds $20,000, the gain which may be excluded from
gross income is determined by multiplying the total gain realized by $20,000 over
the adjusted sales price. This amount is then substracted from the total gain
realized and produces the amount which the taxpayer may not.elect to exclude
from gross income. .

These computations are figured on Form 2119 (Statement Concerning Sale or
Exchange of Personal Residence), but the total taxable amount is carried over to
Schedule D, Part 1 (Capital Gains). One-half of this amount is subtracted from
the total subject to tax because of the 50 percent deduction for long-term capital
gains. This net amount is then carried over to line 14, Form 1040. -

Tazadle portion of annuities.—As a general rule, the taxable portion of an
annuity involves a three-step process. First, the taxpayer must determine his
exclusion percentage, which is computed by dividing his expected return into his
investment, which is the amount of premiums he paid. If the taxpayer has a
fixed-period annuity, his expected return is computed by multiplying the fixed
number of years or months for which payments are to be made by the amount of
the payment specified for each such period. In the case of an annuity for life, the
expected return is determined by multiplying the amount of annual payment by
a multiple (from the annuity tables) that is based on the taxpayer's life
expectancy as of the annuity starting date. . .

Secondly, an individual would multiply his annual annuity income by the
exclusion percentage, which would equal the prorata return on his investment not
included in income. .

Thirdly, this amount is subtracted from the total annual annuity received, and
the remainder would be taxable. ) .

A special rule exists in instances where the annuitant will recover his invest-
ment within three years after receiving his first payment. In this case, the periodic
amounts received are not taxable until the entire cost is recovered. Once the
investment is recovered, the entire excess amount received is taxable..

However, computation of the expected return from an annuity is quite compli-
cated and confusing for many untrained elderly taxpayers. In fact, the computa-

" tion of the taxable portion of an annuity is quite troublesome even for the expert.
For example, Edwin S. Cohen, Assistant Secretary of the Treasury, told a group
of tax experts at a conference in New York : :

“With all the experts gathered here this evening, I doubt that a quarter of
them could readily calculate the taxable portion of the pension received by a
widow of an employee under a contributory pension plan—and I will include
myself among them.*



Appendix 2

INFORMATION FROM INDIVIDUALS AND
ORGANIZATIONS

ITEM 1. SPEECH BY ASSISTANT SECRETARY EDWIN 8. COHEN,
MARCH 18, 1970, NEW YORK CITY

A NEw DECADE FOR TAXES AND THE SEARCH FOR SIMPLIFICATION

1t is a great pleasure to join this evening in saluting the Honorable }Vilbur D.
Mills for his years of dedicated service to the American people and for }ns devoted
work in the betterment of our Federal tax structure. We are deeply 1-ndebte§i to
him for his illustrious contributions and for the sterling leadership he has given
on many urgent matters. It has been a privilege to have appeared before him,
both in this past year in government and previously as an attorney, and to have
worked with him in the development of the Tax Reform Act of 1969. He has begn
a good friend and counsellor to me and to legions of others, and we delight in
expressing our gratitude to him this evening. L

1 am also grateful for the opportunity to salute those in the Bureau of Nationai
Affairs who have sponsored the Tax Management series for this past decade. 1
pay particular tribute to the editor-in-chief, Leonard Silverstein, and to the many
contributing editors, who have produced such a valuable series of treatises on
the Federal tax law. I found these works quite valuable not only in the practice of
law, but also, for professor and students alike, during my five delightful years of
teaching at the University of Virginia Law School.

This past decade of success of the Tax Management series leads me to ponder
the growth of the Federal tax structure during that period and the ongoing devel-
opment that will likely occur in this current decade of the 1970’s. Where will our
tax structure be ten years hence? What can we plan now to cope with the prob-
lems that will accompany this inevitable growth?

Since 1960 our ‘Gross National Product has almost doubled. The Economic Re-
- port of the President for 1970 contains a projection of the growth of the economy
through the year 1975. If we carry on to 1980 the same assumptions on which the
1975 forecast is based, then ten years from tonight we should find—

A Gross National Product of more than $1.8 trillion, almost double the
present level and almost quadruple the level of 1960.

Individual income tax revenues of some $160 billion, as against some $92
billion in the current fiscal year (including the surcharge).

Corporate income tax revenue of some $75 billion, as against some $37
billion (including the surcharge) at present.

Ninety million individual income tax returns, contrasted with less than
70 million returns under the present law—and contrasted with less than 10
million such returns when you, Mr. Mills, were first elected to Congress and
when I began practicing law.

b Igow Qbest should we plan for the most massive tax structure in all of man’s
istory?

I suppose that the most difficult task in government is to plan for the long-range
future while attending to the myriads of daily problems that demand immediate
solution. Nonetheless I think it urgent that we devote a major effort to molding
the t;aJ; structure of the future as we deal with the demanding problems of the
presen

The income tax, of course, is the backbone of our Federal system, providing
more than 80 percent of the revenues aside from theitrust funds. We may possibly
find other revenues to supplement the income tax, or supplant part of it—the
value added tax, for example, might find favor in the years ahead. But I think it
safe to predict that those of us who may gather here ten years hence will still
find the income tax furnishing the major support of our Federal government.

(59)
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The year 1969 witnessed a major effort to improve the equity of the Federal
income tax, culminating in the signing by President Nixon on December 30 of the
Tax Reform Act of 1969. We at the Treasury have described it as a milestone in
tax history—and I have no doubt that history will so regard it.

As I have listened to the comments and complaints of those who have studied
the bill, I have heard many opinions that in one area or another we have gone too
far or not far enough in the search for greater fairness in the tax system. This
divergence of opinion should disturb no one. In time we shall surely change some
of the 1969 provisions as experience and reflection guide us. -

What has disturbed me above all in hearing the comments has been the uni-
form criticism of the complexity of the Federal income tax law, particularly after
the 1969 Act. When I gave my first talk about the 1969 Act in January to the
Association of the Bar in the City of New York, the question put to me that made
the most lasting imprint was, “Whatever became of simplification?”’ And similar
questions have been asked of me and have concerned me wherever I have gone.

I believe the American taxpayer is entitled to know whether or not the maxi-
mum effort has been made, consistent with other objectives, to simplify the
income tax law. We at the Treasury are conducting a study to determine what
can be done to simplify the law and its administration. We will report our
findings to the Congress and to the American people. If we can simplify, let us
do so; if we cannot, let us know the reason why; if we must choose between
simplification and other objectives, let us know the choices and make the deci-
sion. Particularly with the massive enlargement of the tax structure we en-
visagel in this decade, we must press forward with this inquiry thoroughly and
speedily.

Now this emphasis on simplification may come with ill grace from one who,
in a moment of perhaps ill-guided humor, dubbed last year's bill the “Lawyers
and Accountants Relief Act of 1969.” Despite the memory of that jovial aber-
ration, I shall venture on.

Notwithstanding the complexities in the 1969 Act, I :think it clear that we did
achieve meaningful simplification for a great number of persons. Mainly through
the low Income Allowance, some 7.6 million tax returns at the bottom of the
economic scale that presently bear tax will no longer owe a tax and will no
longer even have+to be filed. This represents about 12 percent of all the tax
returns that previously showed a tax due. Moreover, we significantly relaxed the
withholding requirements so that large numbers of persons who owe no tax—
college students working in the summer, for example—will not have to file
returns to recover a refund of tax needlessly withheld. I would think this qualifies
as a major simplification.

Moreover, the 1969 Act will permit some 11 million additional tax returns
to use the standard deduction instead of having to itemize nonbusiness deductions.
We estimate this will permit some 73 percent of all individual returns to be
filed on that simplified basis as against some 58 percent today-—again a major
advance in the direction of simplification.

Yet so much more needs to be done. Let me illustrate with a reference to the
reporting of pensions and annuities received by retired individuals. More than
six million persons now receive such payments and the number constantly in-
creases. We have made a survey of the accuracy with which recipients of Federal
Civil Service pensions report these amounts on their tax returns. In one study,
which included some moderately complicated situations, we found that 75 per-
cent of the tax returns reported these amounts improperly. Not only so—and this
is the startling aspect-—two-thirds of those reporting incorrectly overstated their
taxable income and paid too high a tax.

Why all this difficulty in reporting pensions and annuities? The causes are
numerous. We tried at least two other simpler systems before discarding them
for the present one in 1954. Now we have one that is theoretically more logical
than those that preceded it but few taxpayers seem able to comprehend it. More
important, however, the present system includes a large number of efforts at
precise equity adjustments, which are the source of complication. The law under-
takes to vary the tax result for the presence of disability, for inclusion of some
death benefits, for a refund feature and the like.

The persons paying the pensions or annuities do not have sufficient information
required by the present statute to inform the recipient or the Internal Revenue
Service as to the amount of the payments that is subject to tax since so many
variations are critical to the result. With all the experts gathered here this
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evening, I doubt that a quarter of them could- readily calculate the taxable por-
tion of the pension received. by a widow of an employee under a contributory,
pension plan—and I will include myself among them.

Another related illustration is the retirement income credit—a prov1smn which
affects two million taxpayers and itself requires a full page of Form 1040. We
have evidence that as many as one-third of those eligible for the credit may
not be claiming it because of its complexity. The complexity arises from a series
of special gualifications and limitations designed to achieve more precise equity
but which are obviously defeating this very same objective in the broad sense.

I use pensions and annuities and the retirement income credit merely as illus-
trations of the task before us to review the income tax law and regulations for
the purpose of simplifying its operation for the millions of persons affected by it.
I worry about simplicity not for the thousands who can afford expert advice on
complex matters but for the millions who cannot and should not be required to.
do so. And I grow increasingly concerned as I look a decade ahead with our ever
growing economy. I think we can develop simpler rules in many, cases if we set.
simplification as one of our major targets.

Let me suggest another possible avenue to follow. In replying to the charges
of complexity in the 1969 Act, I have pointed out that many of the provisions
complained of deal with plans and documents, conceived by ingenious lawyers of
advisors, that fit no normal mold. Among these I would list such latter day
devices as subordinated convertible debentures, convertible preferred stocks with
varying conversion ratios, debentures with warrants attached, sprinkle accumu-
lation trusts, ABC transactions in minerals, restricted stock plans and a host of
others that bring gleams to .the eyes of the experts in the audience—and again
I would in former days have included myself among them. But when the law
moves, as it should, to make sure such devices are not used to disturb the fairness
of the tax structure, I shed no tear because the solution in the statute is of
necessity itself complex. .

But I am concerned for those who use simple forms of documents in garden
variety cases. It does seem to me that we could simplify life for the ordinary
taxpayer and his lawyer if we could so design the statute and the regulations
that we could state the Federal tax results that flow under specified normal
conditions from the use of standard documents. )

I have in mind such documents as an ordinary trust for a minor, a trust with
a remainder to charity, a will that includes a marital trust for a widow, a
customary form of temporary indebtedness from a corporation to its shareholder,
a newly formed corporation designed to operate under Subchapter S8 with tax
results similar to a partnership, ete. Save recently in the field of pension plans,
the Service has not generally given public assurance of the tax results flowing
from use of particular standard documents. I suggest that in cooperation with
the bar associations and other professional organizations we in government
should try to redesign the statutes and regulations to permit us to.state with
clarity the tax effects or using certain documents in standard situations.

I was recently challenged by a leading corporate executive who asserted that
the 1969 Act in many particulars fostered standardization and was repressive
to ingenuity. I pondered that remark long and thoughtfully, for I believe that
this great nation was founded upon and has prospered from the ingenuity of its
people. I would abhor any system that required use of stereotyped patterns.
After all, I was raised on a steady regimen of Jeffersonian individualism.

Nonetheless, ingenuity must not be a passkey to tax inequity. Those who are
ingenious cannot object if the tax law gives ready standard answers only to
standard plans and lays down complex rules to govern unusual transactions.

We do have in the Internal Revenue Service a procedure for advance rulings
as to the tax effects of particular transactions. This requires, however, an ex-
pensive allotment of scare specialists. To the extent we -can foster the use of
standard documents with known tax results, so much the more can we use those
able public servants to pass upon novel and trail blazing transactions. So much
the more can our lawyers, accountants, and other advisers deal expeditiously
with standard transactions and concentrate their skills on exceptional cases. So
much the more can the masses of taxpayers comply with the requirements of the
tax law without undue expense or delay.

In the years ahead advances in computer and other technology may also open
up possibilities of administrative samplification. It may not be beyond the realm
of possibility in the future for data about salaries, wages, dividends, interest,
and personal exemptions for large numbers of persons to be reported by the
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payers directly to the Internal Revenue Service, which would calculate the tax
and issue a refund or bill to the taxpayer, if he were willing to use the standard
deduction and had no other sources of income. But the possibilities in this regard
depend upon technologlcal advances, and while we are explormg these tech-
niques, any gam in this regard as likely to be, as we say in the tax law, long-
term.

1 believe there are also major changes we can make in the coordination of the
income tax system of the Federal Government with those of State and local
governments. Much can be done in this regard to minimize differences in the
ealculation of taxable income and to coordmate the preparation, filing and audit
of tax returns and the collection of taxes.

Beyond these possibilities would lie far greater simplification if we were
willing to forego some of the exemptions, deductions, and allowances that have
been adopted and maintained in the Federal tax law in the name of equity.
Some of us have experimented with computer studies of greatly simplified sys-
tems that would achieve substantially the same distribution of the tax burden
among the various income classes. They do so, however, at the sacrifice of many
provisions—such as non-business deductions—that have been considered vital
to home ownership, to charity and education, to fairness, or to the maintenance
of incentives to desirable conduct. I do not by any means advocate tonight the
adoption of changes so drastic, but I do believe the possibilities should be
reviewed and debated for the public benefit. The choice between simplicity on the
one hand and equity or incentives on the other is one that can be made only if
the pros and cons are understood and weighed. .

A primary difficulty, of course, is that a simplified rule enacted to replace a
complex one will necessarily raise the tax of some affected persons and lower
the tax of others.

There is a natural reluctance to make such a change Perhaps this reluctance
can be overcome if the effective date of the change is deferred for several years,
permitting opportunity to adjust gradually to the new rules. This technique of
deferring the effective date was employed to advantage in a number of important
provisions of the 1969 Act, and it may be useful in eliminating complexities on a
long-range basis as we look down the decade that confronts us.

We must always appreciate that complexity in our tax laws, as well as in
other laws, stems in large part from the democratic processes upon which our
nation is founded and which is its greatest strength. A law which will meld the
diverse ,views of the members of the Committee on Ways and Means and the
Committee on Finance, as well as the members of both houses of Congress, and
those of the President and his Administration, will often be a compromise—and
compromises are not easily forged with simplicity. We are a nation of checks
and balances—and proudly so—and the tax laws will always reflect our system
of government:and the diverse interests of our people.

I do not despair of further sxmphﬁcatlon for the great masses of taxpayers. We
have begun a new look at the problem in the Treasury and will report to the
Congress and to the public. We trust our study will be productive. To the extent
complexity must remain, at least we shall have identified the causes so that
all will know and be aware of the reasons.

In this quest I shall bear constantly in mind the note from one of my former
students who had worked with me on the projected revision and simplification
of the Virginia income 'tax law. The note expressed confidence that I would
so simplify the Federal law that the return could be printed on the back of a
picture postcard. But, alas even this would not solve all our problems—whose
picture would be on the other side?

ITEM 2: LETTER FROM THEODORE V. BRADLEY, ATTORNEY AT LAY,
TO SENATOR MOSS, DATED APRIL 17, 1970

. MURPHYSBORO, ILL., April 17, 1970.
Senator Frank E. Moss, .
Senate Office Building,
Washington, D.C.

DEAR Sir: I see an article in todays Post-Dispatch “Four lSenafoors Complain
about New Tax Form”.
" The tax forms have many bugs but the troubles go deeper than that. As to-the
oTmS :

iSchedule B requlres inclusion of capital gains in the upper left side then ex-
traction on the lower left side, that juggling act is followed by the entering such
gain on form “D” and from there a transfer is made to form 1040, the latter entry
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is, of course, sound. Again as to Schedule B there is no direction or provision for
showing what dividends are qualified and what are not qualified for exclusion.

At all places on the form for setting up depreciation the space for indicating
method, such as straight line, which needs only S.L. is wider than needed, while
the spaces for entries of dates, costs and past depreciation are crowded, causing
jumbling.

On Schedule 1040 F the space for giving number of animals, etc., involved is
broader than needed, while the space for dollars and cents is too crowded for
large entries.

On Schedule R for computing retirement income, which is admittedly exceed-
ingly intricate, the tax worker is further harassed by computing sur-tax on
normal tax after retirement income credit, then jumping back to the full normal
tax for adding with the surtax all in a one column computation. It seems that
retirement credit limitation could be limited simply to the rule that retirement
credit cannot be given to reduce taxes or tax basis below zero.

The tedious error producing set of calculations as outlined on the present
form might be improved with an offset or inset short column.

The depreciation blocks in most all forms, particularly the partnership form,
are too skimpy. The partnership form block for expenses of operation for no
discernible reason, has a different order than that of Schedule “D”. Such in-
consistency interferes with smooth tax work. The method of determining cost of
goods on the partnership form is dropped to the bottom from where the figure
has to be brought back to the top of the form to be re-entered. This flash-back
arrangement is disruptive.

As indicated above, the waste of time goes deeper than fault in arrangement
and grouping on the forms. There is a terrific waste of time caused by the law
as interpreied in compelling splitting of depreciation items even small items,
on monthly basis as of the time the article is acquired. I once had an item that
cost 11.00 and some odd cents, say $11.27, it*was durable and had at least 8 years
life and it was bought in August. At that time the regulation called for 7%
investment credit which credit was to be subtracted from the depreciation base
S0 we came up with an adjusted base of $10.48, then 10.48—8=1.31 annual de-
preciation. $1.31 X 5/12 then gave us 55¢ for 5 months. After about a year and
a half the regulations were changed so that 79¢ was to be added back and com-
putation made, say to depreciate the 79¢ in 6 years and 7 months so as to termi-
nate on the August 1st, 8 years after the article was put in use.

On large articles splitting on month may be justified but for small articles the
time involves at fair wage or salary rates approaches and may surpass not only
the amount of taxes but the value of the article involved. I suggest that any
article costing less than $100.00 bought prior to October 1st, may be set as of
the first of the year. That any article costing less than $500.00 can be set up
on Jan. 1st, July 1st, or Jan. 1st of the next year, whichever is nearer. The above
is an off-cuff suggestion, other parties might improve on the language, dates or
figures.

The department has been hard nosed in pressuring small business men and
women to go to accrual accounting if they use an inventory. This increases
difficulty of record keeping and accounting. Moreover to compel a small business
man to pay taxes on sales when he has not received and may never receive the
money works a hardship on him. For he may have to borrow money to meet his
wholesale bills and may also be forced to borrow to pay taxes on promises to pay
years later.

There is great inconsistency between the tough attitude toward the small
business man and the gracious leniency to the oil interests. Again to speak of
investment credit, except to give a boost to sale in times of recession, the pro-
vision is inflationary and probably has contributed to the dangerous cheapening
of our money.

The rule permitting capital gain at 509 on articles held only six months is
adaptable to tax dodging and not justified as necessary to keep ones capital
intact even in face of inflation. Prices do not double every six months.

One of the areas of bitterest dissent is the tendency of the non-allowance of
travel costs to workers, particularly construction workers who drive 50 to 90 miles
a day to odd work points, here, there and everywhere. These men resent the dis-
allowance of these real work cost expenses when others get their meals and some
live a bit lush because they stay overnight. Of course, what is reasonable depends
on the circumstances. Still, driving to work is a work cost and eating is a cost any-
where, though with some differences.
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The law and regulation requiring first a 1% of income cut out of drug expenses,
then a 3% of income tax is work producing without basis and a general nuisance.
People do not like the 1 and 3 percent provisions.

The surtax feature is work produeing. If the country is going to require high
taxes they may as well be set up in a single set of tables. Tax tables should be set
up to $12,000.00 at least so as to save time and errors.

It should be remembered that the income structure has caused such overhead
accounting costs as to amount from 4% to 8% of the normal net profits of the
business.

If Congress wants to learn the practical aspects of tax work they should inter-
view practical tax workers such as Elmer Schneider of Murphysboro, Illinois or
Powenski of the Treasury Department office at Herrin, Illinois. There are a lot
of informed men who could give you help.

As the law stands now we have a confusion of credits and counter-credits. We
permit a so-called earned income deduction then we add a surtax. These could
both be eliminated by a new schedule of tax rates.

Very truly yours,
THEODORE V. BRADLEY,
Attorney at Law.



1040

For the yesr Janua:

Combined @g Department of the Treasury / Intemnal Revenue Service
Yoo Individual Income Tax Return

1-December 31, 1963, or other taxable year Inn|

@ 1969

g Fest came and initial (If jolat retwrn, wes first cemes end middls inltiats of both) L-innl Your socinf sacerity mamber

8 L

§n—_m-uu-mw-um|m You sccpatin

I City, town or post office, State and 21P code Soomae’s soclal mcurlly caber
mmm- and numx%ommc a8 -bov.ggﬂn umt') Il none ﬂlod.dvo ;m'..Lm

Name end address of employer &t time of flling

Your 1 [J single 4 [] Unmarried Head of Househo!d
glans 2 [J Married filing joint return (even if only one had incoms) 5 (3 Surviving widow(er) with dependent child
tus— Married filing separate retum and spouss [s also filing & retum. 6 1i
{Check 30 Married f ok rp (A a za'mte%l?nang‘m:to return and spousa
only one)| above and enter first name hm
Check boxes for mmpﬁom which apply Regular 65 or over 8lind
w | 78 Yourselt . . e . . . (] 0O | Enter,
5 § | 7b Spouse (applies only If Ilne 2 or Ilne 6is checked) . .0 a [m] gm’
E § | 8 First names of your dependent children who lived with you
8| E Enter ber »|
» 9 OTHER 3] -Eatuﬂmllnlhllw (@ 3500 @) Suw?‘! {0 Support furnithed
3|9 | ot | Fm i ol | sl | Bl | E | BT | piELT
E| 2 s s >
‘; [
® 10 Total from lines 7, 8, and 9 above . . c e . . . . »
B
] 11 Wages, salaries, tips, etc. (Attach Form W-2 to back. If unavailable, explain on back) . [11
=
[
]
8| E | 120 Ovtdonss [lieorn] g [Sae 2] 125 Less s Balance - | 12¢
Q
e
é T | 13 Interest (Enter total here and if over $100, also list in Schedule B, Part Il) . 13
= .
o
> 114 MWTMMMMM(MMBM—CD.DD.ED.F‘Dd}".md 14
152 Totes {36 V5% 3 L 15b Lags Adjustmonts [165.1) § , tncome p-1 15¢

@ If line 15¢ is $5,000 or more, go to Schedule T, to figure tax and surcharge. (Omit lines 16 and 17.)
@ Go to Sch. T to figure tax and surcharge If you itemize deductions; or clalm M:mnem income cndlt, foreign

tax credit, or invest-

[_ .g ) ment cradit; or if you owe seif-employment. tax or tax from (Omlt fines 16 and 17.)
© 50| @ ! neither of above two items applies, go to Tax Tables instead of Sch. T. CompM. Ilnu 16,17, & 15 ﬂ#””fw”w//m””wny
§ x5 r sumo-uwm-um:/
S5| 16 Tex from Tax Table (see tables on T-2and T-3). . . . . l 18 koA gl |
g ‘3 17 Tax surcharge on line 16 (see T-1 for tax h tables) . /meé
>8. 18 Enter total of lines 16 and 17 OR amount from Schedule T, line 18, if appllcable (check
g if from Tax Table A{), B(], C[; TexRateSch.(], Sch.D" orSch.G[}). |18
]
2 | £ | 19 Total Federal income tax withheld (attach Forms W=2 to back) | 19 é/ Make  chock  of Z
B! T | 20 Excess FLCA tax withheld (two or more employers—see R-2) .| 20 % money order pay- Z
S | 21 [ Nonhighway Federal gasoline tax, Form 4136; [ Reg. Lo, Form 2439 [ 21 7 ablo to internal Z
5 |22 1989 tax (include 1968 allowed s 8 credit) | 22 ?//////////////////////////I#/%
g L | 23 Total (add lines 19, 20, 21, and 22) e e . 23 |
@
39
g g -24 M line 18 Is larger than line 23, enter BALANCE DUE. Pay In full with return —————» | 24
ki
€
é _‘!f 25 If line. 23 is larger than line 18, enter OVERPAYMENT > | 25
3 ©) 26 Line 25 to be: (a) Credited on 1970 estimated tax b $ ; (b) Refunded > $

Under penaities of perfury, | daclars that | bew examined this retum, Including
hmmmmgﬂn

schedules and

and to the best of my knowladge and bellef it

Sign

here

'vww

[ other than tax;
-ﬂﬁhhmwd

based oo

Osts

’sm'uwmanum.m-nw-uu-u--uw

lbs

(65)

10805881



66

We've combined Forms 1040 and 1040A: ]

There are nearly 75 million people who file income tax returns. They have different kinds of g';
income, different kinds of deductions, credits, and exclusions. No one form can possibly suit all of § 8
them. That's why we have developed a new return system that takes the place of both the old Form i:
1040 and the old Form 104CA. It is a building-block system. You start with a basic one-page form '[,g
{still called Form 1040). Nearly half of the taxpayers will need no other forms. The other half will Fad
add special schedules or forms only as they need them. ﬁ L

How to Prepare Your Return ® Income adjustments—

Line 15b.—Your income can be reduced by the following
adjustments:
e Sick pay (attach Form 2440)
o Moving Expenses (attach Form 3903)
e Empl (attach Form
2106)
« Payments to self-employment retirement

@ Fill out the new Form 1040-—whether or not you need to
attach any schedules. Usuall?f you can file a complete
return on the one-page form, if:

——All your income was from wages, dividends (not more
than $100), and interest’ (not more than $100),
AND you have no adjustments for:

—Sick pay
—Moving expenses plans (attach Form 2950SE).
—Employee business expenses i ® Rules for IRS computation of tax—
—Payments as a self-employed person to a retirement
plan, AND If line 15a is under $5,000 and consisted only of wages

subject to withholding and not more than $200 of divi-
dends, interest, and nonwithheld wages, and you are not
claiming any adjustments on line 15b, you can have IRS
figure your tax by omitting lines 16, 17, 18, 20, 21, 22, 23,
24, 25, and 26 (but complete line 19) it you are ﬁlmg a
joint return, show husband’s income and wife's income
separately in the space to the right of line 15c. Identify
husband’s income by marking (H) and wife's income by
marking (W).

Note: If the IRS figures gour tax and surcharge, the law
does not permit the IRS to allow you the benefits of:
(1) the retirement income credit, (2) head of household
or surviving spouse status, and (3) minimum standard
deduction, if you are married and filing a separate return.
If you are entitled to any of these benefits, it is to your
advantage to figure your own tax and surcharge.

Addresses of Internal Revenue Offices
f you are located In: Send your retumn to:

~—You do not itemize deductions.
@ Add the foliowing schedule(s) as required—

1. Schedule A If you:
—lItemize deductions.

2. Schedule B If you:
—Have gross dividends and other distributions on stock
in excess of $100.
—Have interest income in excess of $100.
3. Schedule C if you:
—Have Iincome (or loss) from a business (other than a
farm) to inctude in line 14.
4. Schedule D if you:
—Have gains (or loss) from sales or exchanges of prop-
erty to include in line 14.

Florida, Georgia, Mis- internal Revenue Service Center

5. Schedule E if you have Income from: -
(To include in line 14.)

—Pensions or annuities
—Rents or royalties,

cor-

North Carolina, SOu

4800 Buford Highway
Chamblee, Georgia 30006

Dultwaro. District of Columbla,
nd, New Jersey, Pennsyl-

oryl
v-m-. Yirginia

nternal Revenue Service Center
1601 Roosevelt Boulevard
’;allggalphia. Pennsylvania

Indiana, K.nmcky,

Michigan,
Ohio, Wast Virgini

nternal Revenue Service Center
Cincinnati, Ohio 45298

—Partnerships, estates or trusts, small b
[ i or mi
6. Schedule F if you:
—Have farm income (or loss) to include In line 14.

7. Schedule G If you:
—Claim the benefits of income averaging.

8. Schedule R if you:
—Claim a retirement income credit.

9. Schedule SE if you:
~—Report net earnings from self-employment.

10. Schedule T if you:
—~Are subject to self-employment tax,
—Are subject to tax from recomputing prior year invest-
ment credit,
—Claim a retirement income credit
-—Claim investment credit
—Claim foreign tax credit.

Arkansas, Colerado. Kansas, Lou-
isiana, New Mexico, Oklahoma,
Texas. Wyoming -

Interaal Revenue Service Center
3651 S. Interregianal Highway
Austin, Texas 78740

Alaska, Arizona, California, Ha.
waii, Idaho, Montana, Nevada,
Oregon, Utah, Washington

internal Revenue Sarvlcn Center
1160 West 1200 Sou h
Ogden, Utah  8440!

liinois, lows, Minnesots, Mis-
souri, Nebraska, N Dakota,
South Dakots, in

nternal Revenus Servlcn Center
06 E. Bannister Road
Kansas City, Missouri 64170

,.

s, New H-mpshlm. New York,
Rhode Isiand, Vermont

nternal Revenue Service Center
10 Lowe!l Street
Andover, Massachusetts 01812

Panama Canal Zone, American
Samoa, Guam

Director of International

Operstions
Imarnnl Revenua Servlca
D.C. 20225
Puerto Rico (or If lxcludln' In- Director of lnternnlonal
coms undu section 933) Operati

Yirgin Islan
on-| pumansnt residents

u.s. lnumal Revenue Service
Ponce de Leon Ave. and Bollvm St.
Hato Rey, Puerto Rico 90317

Virgin 1stands: .
ermanant residents

Department of Finance,
ax Dlvnsnon
Charlotte Am:
St. Thomas, Vurgln Islands 00801

U.S. citizens with foreign addresses (exce
excluding income urlldu sec, §11 or 931: file

A.P.0. and F.P.0.) and those
with Dlncter of international
D.C. 20225.

il , Internal

If you claim more than two dependents on line 9, show the required information below. You may also use

this space to explain a missing Form W-2.

1040-1

iy fr iz US. GOVERNMENT PRINTING OFFICE: 190—0-354-311

(L. 13-9360235)

16—80585-1
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SCHEDULE T
(Form 1040)
Depastment of the Treasury
latsrnal Revenus Service

Tax Computation

If no entry Is made on line 14, line 16, or line 17, keep this for your records
If entry is made on line 14, line 16, or line 17, attach to form 1040

>
»

Name as shown on Form 1040

1 Your adjusted gross income (from line 15¢, Form 1040) .

Note.—If your adjusted gross income is less than $5,000 and you choose to take the standard deductmn
instead of itemizing your deductions, omit lines 2, 3, 4, and 5. Find your tax in the appropriate table
(A or Bon T-2 or C on T-3). Enter tax on line 6 below.

2 Enter on the line at the right the amount of your deduction figured under one of the following
methods:

a f you itemize deductions, enter the total from Schedule A, line 17

]
E

Subtract the amount on Ime 2 from the amount on line 1 and enter the balance here .

4 Enter ber of on line 10, Form 1040, . -. Multiply this number by $600 and
enter thg amount here . . . ..

5 Subtract the amount on line 4 fmm the amount on Ime 3 and enter the balam:e here Thus is your

taxable income. Figure tax on this amount by using the appropriate Tax Rate Schedule (1. 11, or HI) on

T-1. Enter tax on line 6 below . . . . . . . . . . . . . . . . . . . . . ..

b Figure your as
(1) Enter 10 percent of line 1 but do not
enter more than $1,000 ($500 if

Enter the larger of b(1)
or b(2) on the line at the
right. If your spouse files
a separate return, deter-
mine your deduction in
the same manner that
she (he) has.

married and filing separately) .
Enter the sum of: $200 ($100 if
married and filing separately) plus
$100 for each exemption claimed in
fline 10 ot Form 1040, but do not
enter more than $1,000 ($500 if
married and filing separately) -

)

w

6 Tax . . . . L L L Lo o e e e e e e

7 If you claim the retirement income credit, enter amount from Schedule R, line 12, here .

8 Subtractline 7 fromline6 . . . . . . . . . . .

9 Tax surcharge. If line 8 is less than $735, find surcharge from tax surcharge tables on T-1. If line 8 is
$735 or more, multiply amount on line 8 by .10 and enter result here . .

10 Total (Add lines6and9) . . . . . . .

11 Retirement income credit from Schedule R, line 17 (attach Schedule R) .

12 Investment credit (attach Form 3468). . . .

13 Foreign tax credit (attach Form1116). . . . . . . . . . . . .

14 Total credits (add lines 11,12, and 13) . . . . . . . . . . . . . . . . .

15 Income tax (subtract line 14 fromline 10) . . . . . . . . . . . . . . . . L. oL

16 Self-employ tax (attach ScheduleSE) . . . . . . .
Tax from recomputing prior-year investment credit (attach Form 4255)

Total tax (add fines 15, 16, and 17). Enter here and on line 18, Form 1040 (make no entry on line 16
or 17, Form 1040). Attach Sch. T to Form 1040 cnly if you made an entry on line 14, 16, or 17 above .

17
18

Income Averaging.—If your income has
increased substantially this year, it may
be to your advantage to figure your tax
before surcharge under the ‘‘averaging

method.” Obtain Schedule G from an
Internal Revenue Service office for full
details.

Altematlve Tax.—It will usually be to
your ge to use the tax
if your net long-term capital gain exceeds
your net short-term capital loss, or if you
have a net long-term capital gain only, and
you are filing (a) a separate return with
taxable income exceeding $26,000, or

(b) a joint return, or as a surviving hus-
band or wife, with taxable income ex-
ceeding $52,000, or (c) as a head of
household with taxable income exceeding

Line 9—Tax Surcharge.—The rate for
the calendar year 1969 is 10 percent.
The tax surcharge is an addition to the
regular income tax. See the Tax Sur-
charge Tables on T-1.

Credit for Foreign Taxes and Tax-Free
Covenant s.—You may claim these
credits only if you itemize deductions.

To claim tax-free covenant bonds credit,
enter the amount of credit above line
14, and write “covenant bonds” to left
of the entry,

Line 16—Self-Employment Tax.—Enter
grémunt shown on fine 9, Part lil, Schedule

Line 17—Tax From Recomputing Prior
Year Investment Credit.—Enter the
amount by which the credit taken in a
prior year or years exceeds the credit as
recomputed due to early disposition of
property. Attach Form 4255,
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SCHEDULE A - . .
(Form 1040) Itemized Deductions l 1969
Deapartment of the Treasary > See instructions on A-1 and A-2.
Intereal Revenve Service »_If you use this attach it to Form 1040.
Name as shown on Form 1040 Social !"'eoumy Number
Medical and dental {not p d by i C —Cash—i ding checks, money orders, etc.
or otherwise) for medicine and drugs, doctors, dentists, nurses, | (itemize)
care, i pr for medical care, etc.
1 One half of insurance premiums for medi-
cal care (but not more than $150) . .
2 Medicine and drugs . . . . P
3 Enter 1% of line 15¢c, Form 1040 -
4 Subtract line 3 from line 2. Enter differ-
ence (if less than zero, enter zero)
5 Itemize other medical and dental ex-
penses (include balance of insurance
for ical care not d
onlinel).........
11 Total cash contributions .
12 COther than cash {see instructions on
A-1 for required statement). Enter
total for such items here . .
13 Carryover from prior years (see in-
structi on A-2) . . &
14 Total contributions (add hne! 11,
12, and 13—see instructions on A-2
for limitation) . . . . . . . P
Home mortgage . .
[ h R
/ | Other (Itemize) . . . . .
15 Total T
6 Total (add lines 4 and 5) . . . . . . i i for child care,
7 Enter 39% of line 15¢, Form 1040 . . . 1i , union dues, casualty losses, etc.
8 Subtract line 7 from line 6. Enter differ- (see instructions on A-2)
ence (if less than zero, enter zero)
9 Total deductible medical and dental ex-
penses (add lines 1and 8). . . . B
Taxes.—-Real estate. . . . . . .
State and local gasotine . . . . . .
General sales (see sales tax tables) . . .
State and localincome . . . . . . .
Personal property. . . . . . . . . 16 Total ns . >
17 TOTAL ITEMIZED DEDUCTIONS (add
lines 9, 10, 14, 15, and 16—enter
10 Total taxes . . . . . . . . M ©  here and on Schedule T, line 2) . »
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Instructions for Schedule A

(Form 1040)—1969

D -Deduc-
tions may be itemized for medical and dental
expenses, certain taxes, charitable and other
contributions, interest expense, casualty

medical insurance; and meals and lodging
if part of cost of care in a hospital or similar
institution.

You Cannot Deduct Payments Folr.—Funenl
and

or excise taxes, even though not part of a
general sales tax (or tax similer to a general
sales tax), if imposed at the general rate of
that tax. Average general sales tax tables are
provided.

1f the amount you paid for your automobile
tags is based on the vatue of the automobile,
you can deduct the part based on the value of

losses, child care, and other items
here. If you take the standard deduction,
you will get an amount equal to 10 percent
of the income you report on line 15¢ of Form
1040, but not less than $200 plus $100 for
each exemption claimed on line 10 of Form
1040 (subtrad swo if married and flmg
duc-
tion is Sl 000 ($500 it married and !'Img
separately).

and Dental Exp

You can deduct, within the limits of lines
1, 3 and 7, the amounts you paid during the
year (not compensated by hospital, health or
accident insurance, or otherwise) for medical
or denta) expenses for yourself, your wife, or
any dependent who received over half of his
support from you whether or not the depend-
ent had $600 or more income.

If you pay someone for both nursing and
domestic duties, you can deduct only the
nursing cost.

You Can Deduct Payments To or For.—Physi-
cians, dentists, nurses, and other professional
practitioners; drugs or medicines; hospitals;
transportation necessary to get medical care;
eyeglasses, artificial teeth, medical or surgi-
cal appliances, braces, etc.; X-ray examina-
tions or treatment; premiums on hospital or

Y plot; illega
or drugs; (ravel ordered or suggested by you:
doctor for rest or change; premiums on Ilfa
insurance; cosmetics.
Medical Care Insurance.—You can deduct an
amount equal to cne-half of the insurance
premiums paid (but not more than $150) with-
out regard to the limitation on line 7. The
other one-half, plus any excess over the $150
limit, is deductible subject to the 3 percent
limitation shown on line 7. The $4 monthly
payments for supplementary medical insur-
ance under “‘Medicare” are deductible, but the
haospital insurance benefits tax that is included
as part of the social security tax and withheld
from wages or paid on self-employment in-
come is not deductible.

The 1 percent and 3 percent limitations
(see lines 3 and 7) apply in all cases, regard-
less of your age, or the age of your wife or
other dependents.

Taxes

You can deduct general State or local retail
sales taxes if they are imposed directly upon
the consumer, or if they are imposed on the
retailer (or wholesaler in case of gasoline
taxes) and the amount of the tax is separately
stated by the retailer. In certain cases, you
may also deduct State or local selective sales

State Gasoline Tax Table

the as praperty tax.

If you had any other deductible tax which
does not fall in one of the five categories
shown, describe the tax and enter below
“Personal property.’

Deduct business Federal taxes, or any taxes
paid in connection with a business or profes-
sion in Schedules C, E, or F.

You Can Deduct.—Real estate taxes; State
and local gasoline taxes; general sales taxes;
State and local income taxes; and personal
property taxes.
You Cannot Deduct.—Any Federal excise
taxes on your personal expenditures, such as
taxes on tr
etc.; Federal social security taxes; hunting
ticenses, dog licenses; auto inspection fees,
tags, drivers licenses; water taxes; taxes you
paid for another person; alcoholic beverage,
cigarette, and tobacco taxes; or selective sales
or excise taxes (such as those on admissions,
room occupancy, etc.) even if they are sep-
arately stated or imposed on the purchaser,
unless imposed at the same rate as the gen-
eral sales tax.
In general,

you cannot deduct taxes as-
sessed for or other impi
including front-foot benefits, which tend to
increase the value of your property.

you can estabhsh that you paid a larger amount, you are entitled
to duduct that amount
Find the rate of gasolmo tax for your State in the list below. If
the rate of gasoline tax changed in 1969, find the deduction for mileage
driven at each rate, and add the two amounts.

You may figure the deduction for State tax on ﬁasollna used in your
car by using the 'cllowlng table that is based on information available
as of August 15, 1969. all oy part of your mileage was driven in a
four-cylinder (or less) car, the deduction for that mileage should be
one-half of the table amount,

Alabama 7¢ Dist. of Col. 7¢ Kentucky 77; Montal 5 North Dakota 6¢ Tennessee 7¢
Alaska 8 Florida 7, Louisiana . aher June 0, 7¢ aﬂer June 30, 7¢ Tex: 5(
Arizona 7¢ Georgia 6.5¢ after January 5, 8¢ Nebraska 7.5 ¢ Utah 6¢
Arkansas 7.5¢ Hawaii_5¢ Maine 7¢ Nevada Oklahoma 6.58¢ nfter June 30, 7¢
California 7¢ Idaho ¢ after June 30, 8¢ New Hampsh:re 7¢ Oregon 7¢ Vermont 8¢
¢ Vrom Juna 1 Ilinois 6¢ aryland 7¢ New Jersey 7. Pennsylvania 7¢ Virginia 7¢
J’ a'ter July 31, 7.5¢ 6.5¢ ew Mexlco ¢ Rhode |sland 8§ Washington 9¢
Colnra o 6¢ India 7; 1 South Carollna ¢ West Virginia 7¢
after May 31, 7¢ aner March 31, 8¢ North Carolma 7, South Dakota 6¢ Wlsconsln
Connecticut 7 lowa 7¢ issippi 7¢ after june 30, 9¢ after June 30, 7¢ Wyoming 6¢
after June 30, 8¢ Kansas 5¢ ssourt 5¢ ulter June 30, 7¢
Delaware 7¢ after June 30, 7¢
RATE PER GALLON RATE PER GALLON
Nonbusiness ™ rlwlonbusrl)ness
Mileage Driven 5¢ & 66.'5;8‘& 7¢ 7.5¢ 8¢ o¢ ileage Driven 5 6 Gssgs‘& 7 7.5¢ a¢ of
Under 3,000. $7 9 9 10 11 11 | $13 [10,000t0 10.999.. $45 | $49 | $53 | $56 | $60 | $68
3,000 to 3,49 12 ?4 ?5 ‘16 s17 sl9 21 |11,000to 11,999, 49 83 57 62 66 74
3,500 to 3,99 13 16 17 19 20 21 24 {12,000 to 12,999, 54 58 63 67 71 80
4,000 to 4,49 15 18 20 21 23 24 27 113,000 to 13,999, 58 63 67 72 77 a7
4,500 to 4,99 17 20 22 24 25 27 31 [14.000 to 14,999. .. 62 67 73 78 83 93
5,000 to 5,49 19 23 24 26 28 30 34 (15,000 t0 15,999... 66 72 77 83 89 | 100
5,500 ta 5,99 21 25 27 29 31 33 37 {16,000 to 16,999, 71 77 83 88 94 | 106
6,000 to 6,499 22 27 29 31 33 36 40 17,000 to 17,999 75 81 88 94 | 100 § 113
00 to 6,99 24 29 31 34 36 39 43 [18,000 to 18,99 79 86 92 99 | 106 | 119
7,000 to 7,49 26 31 34 36 39 a1 47 19,000 to 19,99 84 91 98 | 104 | 111 125
7,500 to 7,999 28 33 36 39 42 44 50 20,000 miles*....... 71 86 93 | 100 | 107 | 114 | 129
8506 15 8'333 AR AR AR IR
0 8,
9,000 to 9,499, 33 20 43 a6 50 53 59 * For over 20,000 miles, use table amounts corresponding to total
mileage driven. For example, for 25, 000 miles, add the deduction for
9500 109,999 3 42 45 49 52 56 o3 S, 600010 tnle deduction for 20,000 miles.
Contributions to be used for igious, etc., . If in property, give description of
purposes. = the pro’perty date of gift, and method of

You Can Deduct Gifts to.—(a) Religious, chari-
table, educational, scientific or literary organi-
zations, and organizations for the prevention of

(c) Ce-rtain veterans’ organizations.
(d) Governmental agencies that will use
the gifts exclusively for public purposes, in-

valuation except for securities. In addition,
for each gift valued at more than $200, state
any conditions attached to the gift: manner

cmalty to children or animals, unless the or- cludln7 civil defense. of acquisition and cost or other basis if owned
is for profit, or a Civil defense V°|"ﬂf°°fs may deduct un- by you less than 5 years; and attach a signed

part of its consists of or n copy of appraisal, if any. Publication 561,

or to i other expenses of pammpatlon in official civil  yajuation of Donated Property, furnishes in-

'I’egislation.
(b) Fraternal organizations if the gifts are

dmnse activities.
contribution may be made in cash
(checks money orders, etc.) or property (not

formation and guidelines relative to appraisals
(Continued on A-2)
18—0586-1




(Continued from A~1)

of contributed property. A special rule is
provided to determine the amount deducti-
ble in the case of a gift of depreciable prop-
erty described in sections 1245 and 1250
af the Internzl Revenue Code. (See instruc-
tions on D-1 for definition of sections 1245
and 1250 property.) Generafly, a charitable
deduction for a transfer of a future interest in
tangible personal property is not allowed until
the entire interest has been transferred.

The deduction for contributions may gen-
erally not exceed 20 percent of line 15¢c,
Form 1040. An additional 10 percent is allow-
able for centributions to churches, a conven-
tion or assoaauon of churches, tax-exempt

tax-exempt
certain medlcal resear:h organizations, certain
college or

71

ll interest charges are not stated separately
on of property
(such as automobiles, televisions, etc.), you
may deduct an amount equal to 6 pelcant of
the everage unpaid monthly balance.

Miscellaneous Deductions
Care of Children and Other

basis.of the property), reduced by any insur-
ance or compensation received and the $100
limitation. Attach a detailed explanation of
each casualty.

You Can Deduct Losses On.—Property such
as your home, clothing, or automobile de-
stroyed or damaged by fire; property, includ-
ing cash, which is stolen, property lost or

Subject to certain limitations, expenses paid
for the care of children and certain other de-
pendents are deductible if the purpose of
such care is to enable you to be gainfully
employed or to actively seek gainful empioy-
ment. To qualify for the deduction, you must
be a woman or a widower (including a man
who is divorced or legally separated under a
decree and who has not remarried) or a hus-
band whose wife is incapacitated or is institu-

and organizations referred to in paragraph
(a) that are “publicly supported,” as well as
organizations referred to in paragraph (d) on
A-1. Attach computation.

It your contributions exceed 30 percent of
line 15¢, Form 1040, consult an Internal Reve-
nue Service office for a possible carryover de-
duction. If you have contributions carried over
from a prior year or years, enter them on line
13, A. Attach

If you supported a student in your home
under a written agreement with a charitable
or educational institution, you may be en-
titled to deduct as a contribution part or all
of the amounts you spent to maintain him.

You Can Deduct Gifts To.—Churches, includ-
ing assessments paid; Salvation Army, Red
Cross, and CARE, United Funds and Com-
munity Chests; nonprofit schools and hospi-
tals; certain veterans’ organizations; Boy
Scouts, Girl Scouts, and other sxrmlar organl-

for at least 90 consecutive days or
a shorter period if she dies.

Limitations.—This deduction is not to exceed
a total of $600 for one or $900

by flood, storm, explo-
sion, or freezing.

You Cannot Deduct Losses On.—Personal in-
jury to yourself or ancther person; acciden-
tal toss of cash or other personal property;
property lost in storage or in transit; damage
by rust, gradual erosion or deterioration; or
animals or plants damaged or destroyed by
disease,

Expenses for Education.—You may deduct
expenses for education if they are not personal

or do not an insep-
arable aggregate of personal and capital ex-

for two or more dependents and must be for
the care of:

(a) dependent children under 13 years of
age; or
(b) persons

P and are for which:

(a) Maintains or improves skills required
in your employment or other trade or busi-
ness, or

{b) Meets the express requirements of

or wife) i or i of
caring for themselves;

For a married woman, the deduction is
allowed if:

(a) she files a separate return because
she has been deserted by her husband, does
not know, and did not know his whereabouts
at any time during the year, and h; ppli d
to a court to com, L S pay
otherwise to comply mth the taw or a judlcxal
order; or

(b) she files a joint return with her
in which case the deduction is

2ations; and nonprofit
engaged in research or education for the

iation and cure of and disabili-
ties such as asthma, cancer, cerebral palsy,

reduced by the amount (if any) by which
their combined income on Form 1040, line
15¢c, exceeds $6,000. This limitation does not
incurred while the hus-

band is incapable of self-support due to mental

cystic fibrosis, of the heart, diabets apply. to
hemophilia, mental |llness and menta! re- ncay '
i multiple dystro-  or physical incapacity.

phy, poliomyelitis, tuberculusm, etc.

In case of a husband whose wife Is in-
is allowed if he

You Cannot Deduct Gifts To. it
friends, or other |ndlvnduals, foreign orgamza
or

the
files a joint return with his wife. Then, the
is reduced by the amount (if any)

tions; political
social clubs; tabor unions; chambers of com-
merce; or propaganda organizations.

Interest Expense

You Can Deduct Interest On.—Such non-
business items as your personal note to a
bank or an individual; a mortgage on your
home; a life insurance loan (if interest is paid
in cash); and delinquent taxes; on Schedule A.
Interest paid on business debts should be
reported in the separate schedule in which
your business income is reported. For addi-

tional information concerning interest ex-
penses including “Points,” see Publication
545, Income Tax Deduction for Interest
Expense.

You Cannot Deduct Interest On.—Indebted-
ness of another person when you are not
legally liable for payment of the interest; a
gambling debt or other nonenforceable obli-
gation; a life insurance loan, if interest is
added to the loan and you report on the cash
basis.

Do not deduct interest paid on money
borrowed to buy tax-exempt securities or
single-premium life insurance. Do not include
such items as carrying charges and insurance,
which are not deductible, and taxes that may
be deductible but which should be itemized
separately.

A-2

by which their combined income on Form
1040, line 15¢, exceeds $6,000. This limita-
tion does not apply to expenses incusred it
the wife is institutionatized for at least 50 con-
secutive days, or for a shorter period if she
dies.

Do not deduct any child care payments to
2 person for whom you claim an exemption.

If the person who receives the payment

your or the of appli-
cable law or regulations, imposed as a condi-
tion to the retention of your established salary,
status, or employment.

incurred for which: (a)
is required in order to meet the minimum edu-
cational requirements for qualification in an
emplayment or other trade or business; or
(b) |s part of a program of study bemg pur-
cued n tead to qual
trade or are or
constitute an inseparable aggregate of per-
sonal and capital expenditures, and, there-
fore, are not deductible.

The rules for reporting deductible educa-
tion expenses are the same as those on E-2
for employee business expenses. (See Publi-
cation 508, Tax Information on Educational
Expenses.)

Other.—You can deduct several other types
of under deduc-
tions.”

If you work for wages or a salary, you can
deduct your ordinary and necessary employee
business expenses that you have not claimed
on line 15b, Form 1040.

You can deduct all ordinary and necessary

with the ion or
coliection of income, or for the management
or protection of property hetd for the produc-
tion of income.

If you are divorced or legally separated and
are making perladlc payments of alimony or
under a court decree,

performs duties not related to
care, you may deduct onty that part of the
payment which is for dependent care.

Attach Form 2441, or a statement setting
forth all pertinent information.

Casualty Losses and Thefts.—You can de-
duct a net loss resulting from the destruction
of your property in a fire, storm, automobile
accident, shipwreck, or other losses caused by
natural forces, limited to the amount in ex-
cess of $100 for each loss. Damage to your
car by collision or accident can be deducted
if due to faulty driving, but cannot be deducted
if due to your willful act or willful negligence.
You can also deduct losses due to theft, but
not losses due to mislaying or losing articles.

The amount of loss to be is

you can deduct these amounts. Periodic pay-
ments made under either {(a) a written separa-
tion agreement entered into after August 16.
1954, or (b) a decree for support entered
atter March 1, 1954, are also deductible. Such
payments must be included in the wife's in-
come. You cannot deduct any voluntary pay-
ments not made under a court nrder or a
written
settlements, or specific manntenance pay-
ments for support of minor children.

You may deduct gambling losses only to
the extent of gambling winnings.

You can deduct cost of safety equipment,
tools, and supplies used in your job; dues to
umons or professional societies; business en-

measured by the fair market value of the
property just before the casualty, less its fair
market value immediately after the casualty
(but not more than the cost or other adjusted

(MAR A-1381-LPI)

and fees to
for securing employment.

You Cannot Deduct Cost Of.—Travel to and
from work or entertaining friends.
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SCHEDULE B Dividend and Interest Income

(Form 1040) P See instructions on B-1 1]@69

Department of the Treasury B If you use this schedule, attach It to Form 1040

Name as shown on Form 1040 Social Secumy Number
PART |I—Dividend Income PART ll—Interest income

1 Gross dividends and other distributions on stock (list payers | 1 Earnings from savings and loan associations and credit
and amounts—write (H), (W), {J). for stock held by hus- unions (list payers and amounts)
band, wife, or jointly)

L RS

2 Total of line 1 .

3 Capital gain distri-
butions (see instruc-
tionsonB-1). .

4 Nontaxable distribu’
tions (see instruc-
tions on B-1) . .

_

5 Total (add lines3and4) . . . . . l

3 Total interest Incame Enter here and

line 5 from Ime 2) Enter here and on
on Form 1040, line 13 .

Form 1040, line 12a

AN X ‘

50— 10800031
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Instructions for Schedule B

(Form 1040)—1969
Part 1

Dividend Income

Line 1—Gross Dividends and Other Dis-
tributions on Stock.—If you own stock,
you must report any payments (divi-
dends) you receive out of the company's
earnings and profits. Usually dividends
are paid in cash, but if paid in merchan-
dise or other property they are taxable
at their fair market value.

If you received gross dividends and
other distributions as a stockholder
(including capital gain dividends and
nontaxable distributions) in excess of
$100, list in line 1, Part |, Schedule B
the gross amounts received. If $100 or
less, Schedule B is not required. [n-
clude gross amounts received either
directly or through a nominee or other
intermediary, as a member of a partner-
ship or as a beneficiary of an estate
or trust. If you received dividends
through a nominee or other inter-
mediary, list his name.

Dividends from mutual insurance
companies which are a reduction of pre-
miums are not to be included. So-called
“'dividends™ paid by savings and loan
associations, mutual savings banks, co-
operative banks, and credit unions on
deposits or withdrawable accounts are
earnings (interest) and should be re-
ported as interest.

Special rules apply to stock divi-
dends, liquidations, stock rights, con-
versions and redemptions. They are dis-
cussed in Publication 550, Tax Infor-
mation on Investment Income and
Expenses.

Line 3-—Capital Gain Distributions..—
Enter on this line all capital gain divi-
dends. Als3 include any amounts re-
ceived as return of capital which exceed
the cost (or other basis) of your stock.

B-1

even though such amounts are desig-
nated as nontaxable distributions by the
paying corporations. The amounts in-
cluded on this line must also be in-
cluded in line 1, Part |, Schedule B, and
reported on the appropriate lines of
separate Schedule D.

Line 4—Nontaxable Distrib
Enter on this line the total of nontaxable
distributions (return of capital) not in-
cluded in line 3. Amounts reported here
cannot exceed the cost (or other basis)
of your stock in paying corporations
since amounts received in excess of
cost (or other basis) are taxable as
gains and must be reported on separate
Schedule D as indicated in tine 3, above.
Any amount entered on line 4 must also
be included in line 1, Part 1, Schedule B.

Dividends Exclusion

You may exctude on Form 1040, line
12b, up to $100 of dividends received
from qualifying domestic corporations.

If a joint return is filed and both hus-
band and wife have dividend income,
each may exclude up to $100 of divi-
dends received from qualifying corpora-
tions. However, neither of them may use
any portion of the $100 exclusion not
used by the other. For example, if the
husband had $300 in dividends, and
the wife had $20, only $120 may be
excluded.

Taxable dividends from the following
corporations do not qualify for the divi-
dends received exclusion:.

(a) Foreign corporations, including
your share from a controlled foreign
corporation.

(b) So-called exempt organizations
(charitable, fraternal, etc.) and exempt
farmers’ cooperative organizations.

(c) Regulated ir
except to the extent designated by the
company to be taken into account as a
dividend for these purposes.

1t c

Y fr¢riy U'S GOVERNMENT PRINTING OFFICE 1969—0-373-241

(d) Real estate investment trusts.

(e) China Trade Act corporations.

(f) Corporations deriving 80 percent
or more of their income from U.S. pos-
sessions and 50 percent or more of
their income from the active conduct of
a business therein.

Part Il
Interest Income

You must report any interest you re-
ceived or which was credited to your
account (whether entered in your pass-
book or not) and which you can with-
draw. If you received interest in excess
-of $100, list payers and amounts in
Part I, Schedule B. Interest on bonds,
debentures, notes, savings accounts,
or loans is taxable, except on State and
municipal bonds and securities. Interest
received on tax refunds is taxable and
must be included in your return.

If you own United States Savings
bonds, the gradual increase in value
of each bond is interest, but you need
not report this interest until you cash
the bond or until the year of final ma-
turity, whichever is earlier. You may at
any time elect to report each year the
annual increase in value. However, if
you do so, you must report in the first
year the entire increase to date on all
such bonds, and must continue to re-
port the annual increase each year.

Interest on certain industrial develop-
ment bonds issued after April 30, 1968,
is taxable unless the bonds are part of
an issue of $1,000,000 or less and
substantially all the proceeds are used
(1) to acquire, construct, reconstruct
or improve land or depreciable property
or (2) to redeem all or part of a
prior bond issue that was issued to
acquire, construct, reconstruct or im-
prove land or depreciable property.
For bonds issued after October 24,
1968, a $5.000,000 tax-exempt limi-
tation may be applied in certain situa-
tions. The bond issuer wili be able to

tell you if the increased limitation
applies.
2%-1118272 S 16-—ROBO4- |
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SCHEDULE C Profit (or Loss) From Business or Profession

(Form 1040) (Sole Proprietorship) ﬂ@ 6 9

Owpestment of the Trewsury | g, paninerships, joint ventures, etc., must file on Form 1065

Intermal Revesze Service » See separate instructions P If you use this schedule, attach it to Form 1040

Name as shown on Form 1040 Social uuxﬂty numha

A Principal activity H product
(See separate instructions) (For sxample: retall—hardwars; wholesale-—tobacco; sarvices—iega! ; mansfacturing—furniture; etc)

-] name 4 Number

] { address

E Indicate method of accounting: (1) [ cash; (2) (] zccrual; (3) [] cther. {ZIP codle)

F Was there any substantial change in the manner of ities, costs, or i between the opening end closing inventories?
0O YES [ NO. If ““Yes,” sttach explanation.

G Were you required to file Forms 1096 and 1099 or 1087 for the calendar year 19697 (See “Item G” In i for [+5]

[J YES [ NO. If “Yes,” where were they filed?

1 Gross receipts or gross sales $. Less: Returns and 3. £ SRR PSR,

2 Inventory at beginning of yoar (lf different from last yeal’s closing Invantcry

attach explanation) . . - P ..

3 M H less cost of any items
from i for use $. L R L

4 Cost of labor (do not include salary paid to yourself) .
5§ Material and supplies . . . C e e e e e e e e e e e
6 Other costs (explain in Schedule 0-1) - e
7 Total of lines 2 through 6 . . . . . . . . . .
& inveniory st end of this year . . . S0 oo
9 Cost of goods sold and/or operations (subtract line 8 from llne7) C e e e e e e e e
10 Gross profit (subtracttine 9 framline 1) . . . . . . . . . . . . . . ,

OTHER BUSINESS DEDUCTIONS
11 Depreciation (explain in Schedute C-2) . . . . - F R U PO UUORTN RS -
12 Taxes on business and business property (explain in Schedule c—l)

13 Rent on business property . . . . . . . . . . . . . . . . .
14 Repairs (explain in Schedule C-1) . . . . . . . ., . . .

18 Salaries and wages not i on line 4 any paid to

16 Insurance . . . . . F
17 Legal and professional fees . . . . . . . . . . . . . . . . .
18 Commisslons . . . . . . . . . .. .. ... ..
19 {(attach Coe e e e e

20 Retirement plans, etc. (other than your sh; P
21 Interest on business indebtedness . . . . . . . . . , . . . ., ,
22 Bad debts arising from sales or services . . . . . . . . . ., . . .
23 Losses of business property (attech statement) . . . . . . . ., . . .,
24 Depletion . . . . . . . . . a e e e e e e e e e
23 Other (explain in Lo &
26 Total of lines 11 through 25 .

27 Net profit (or loss) (subtract line 26 from line 10) Enter heru and Include in to'ml on llne 14 Form 1040
ALSO enter on Schedule SE, Part |, line 1 . .

SCHEDULE C-1. EXPLANATION OF LINES 6, 12, 14, AND 25 B
Amount

Line No_ Amount Line No. Explanation

*“3—16—80501-1
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Schedute C (Form 1040) 1969 Page 2
CONTINUATION OF SCHEDULE C-1. EXPLANATION OF LINES 6, 12, 14, AND 25
Lina No. Amount Lino No. Amount

$ $

SCHEDULE C-2. EXPLANATION OF DEDUCTION FOR DEPRECIATION CLAIMED ON LINE 11.—Taxpayers using
Revenue Procedures 62-21 and 65-13: Make no entry in column 2, enter the cost or other basis of assets held at end of year in
column 3, and enter the accumulated depreciation at end of year in column 4. Note: You may (1) group depreciable assets in
accordance with the categories specified below or (2) continue to list your assets in the same manner as in prior years. if you
need more space, use Form 4562.

il 4. Deprecistion 5. Mathod of &
1. Group snd guideline class 2. Date 3. Costor 9 6. Life or 7. Depreciation for
or description of property acquired other basis '"m‘:,f&'mu' Lompiting rate this year

1 Total iti first-year iation (do not include in items below)
Buildings . . . . . .
Furniture and fixtures . . . .
Transportation i P

y and other

Other

2Totals . . . . . . . . . . ... PR P .
3 Less: Amount of claimed in C . . e s e e e e e e
4 Balance—Enter here and on page 1, line 11 . . . . . . . . . . . . . . . ... .44 e ..

SUMMARY OF DEPRECIATION

Stralght line | Declining balance ,5.".':“;',.‘?; R Units of

Additional first-

(section 179]

Other (specify) Tota!

1 Under Rev. Procs.
62-21 and 65-13

20ter. . . |

EXPENSE ACCOUNT INFORMATION

Enter information with regard to yourself and your five highest

paid employees. In determining the five highest paid em-
ployees, expense account sliowances must be added to thelr Owner . . . . . .

Nams Expense account

salaries and wages. However, the Information need not be sub- 1

mitted for any employee for whom the combined amount is 2

less than $10,000, or for yourself if your expense eccount 3

allowance plus line 27, page 1, Is less than $10,000. See sepa-

rate for C, for of “expense 4

account.” 5

Did you claim a d for exp d with: .

(1) Entertainment facility (boat, resort, ranch, etc.)? O YES CINO (3) Employees’ families at conventions or meetings? ayYes OKo
{2) Living i (except emp! on 7 JYES [INO (4) Employee or family vacations not reported on Form W-27 [ YES (1 NO

#3-16—80801-1  GPO



SCHEDULE D
(Form 1040)
Department of the Tressury

Sales or Exchanges of Property

77

P See instructions on D1 and D-2.

latemal Revenge Service

P it you use this schedule, attach it to Form 1040.

| 1969

NamnsshownonFonﬁlMO

I Social Security Number

Part I—CAPITAL ASSEYTS—Short-term capital gains and losses—assets held not more than 6 months

& How

2. Kind of e N kot
g b. Description quired. i3, co
erty, Indicata (Examples: 100 sh. of Enter d. Dats o. Date s0ld 1. G tes €. Dopreciation | subsequent improve- i. Gak |
socurity, res! i 3 g I acquired - Dato sof - Gross sal allowed (or monts (if not e e d
stato, of otbor Z" Ca., 2 story brick, ;,('.EEL (mo., day, yr.) | (20~ dsx yr) price tiowable cvce o, etac ¢ plus g less b
instr.) sale
1

2 Enter your shari of net short-term gain (or loss) from partnerships and fiduclaries . . . . . . . . .
3 Enter unused short-term capital loss carmryover from preceding taxable years (attach statement) . . . . .
4 Net short-term gain (or loss) from lines 1, 2, and3 . . . . e e e e e .« .

certain livestock)

Long-termn capital gains and losses—assets held more than 6 (12 or more for

S EntergainfromPart I), fine 3 . . . . . . . . . . i . 4 i h e e e e e e e e e

1

Total long-term gross sales price . .

6a Enter your share of net long-term gain (or loss) from partnesships nnd fiduciaries . . . . . . . .« . . .
6b Enter your share of net long-term gain from small S)e v v e e e e e s e e fee———
7 Enter unused long-term capital loss carryover from preceding taxable years (attach statement) . . . . .+ « + ¢ | e -
8 Capital gain dividends . . . . . . O A
9 Net long-term gain (or loss) from Imes 5, Ga, Sb 7 and L : I T T I
10 Combine the amounts shown on lines 4 and 9, and enter the net gain (or loss) here . . . . . . . O P,
11 IF LINE 10 SHOWS A GAIN-—Enter 50% 0.1 ling 9 or 50% of line 10, whichever is smaller. (Enter zero if there is a loss

or no entry on line 9.) (See reverse side for computation of altemative tax.} . . . . O
12 Subtract line 11 from line 10. Enter here and in Part IV, line 1, on reverse side . . . . C e e e e
13 IF LINE 10 SHOWS A LOSS—Enter here and in Part IV, line 1, the smallest of: (a) line 10; (b) line 3, Sch. T., (line 15¢,

Form 1040, if tax table used) computed without capital gains or losses; or (c) $1,000. . . PE——

Part #1—GAIN FROM DISPOSITION OF DEPRECIABLE PROPERTY UNDER SECTIONS 1245 AND 1250—

assets held more than 6 months (see instructions on D-1 for definitions)
Where double headings appear, use the first heading for section 1245 and the second heading for section 1250,

[ of property and how acquired (If necessary, attach statement N . Cost or other basis, cost of
o} b. Date acquired ¢. Date sold D subsequent improvements (if
ol descriptive dn:;ulnr::ﬂﬁv;nuuﬂon;‘;m 1245 or 1250 (o, day, y1) (mo., day, yi.) d. Gross salss prico aut po Patiach e
nation) and exponse of sale
1
. Dapreciation allowsd (or aliowable) since acquisition . Ordinary galn
1. Prioc o January 1, 1962 ) -2. Al Degembor 3L 1861 | g Adivstod basia b Joal i Qesser of -2 or b) I- St gain
— 0 less sum of §-1 a -4 less B - L)
Prior to Sanuary 1, 1964 Aftes December 31, 1963 (0 instructions)
2 Total ordinary gain. Enter here and in Part IV, fine 2, onreverseside. . . . . . . e e

3 Totai other gain.
combined with other gains and losses from section 1231 property enter the total of column j in Part i1}, fine 1 .

Enter here and in Part |, line 5; however, if the gains do not exceed the losses when this amount is

©70-~16—80623-1
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Scheduls D (Form 1040) 1969 »

Part_lIl—PROPERTY OTHER THAN CAPITAL ASSETS

- f. Cost or other basis,

: tion cost of subsequent
a. Kind of property and how acquired b. Dats scquired o - B'P"g'l v
it necessary, atiach statement of descriptive ate acquired | ¢. Datasold | 4 Grogy sates price | AUowed (o . | improvemants Gif st
¢ ot o balowy BT “mo. day,yr) | (mo., day, yr.) o | angwabiesives prchied. sk
. expanse of sale

1 Enter gain from Part I}, line3 . . . . . . . . .

2 Enter your share of partnership and fiduciary gain (or loss) from property other than capital assets . . . . . . .

3 Net gain (or loss) from lines 1 and 2. Enter here and in Part IV, line 3. . . . . . . .
Part IV—TOTAL GAINS OR LOSSES FROM SALE OR EXCHANGE OF PROPERTY

1 Net gain (or loss) from Part I, fine 12 0r 13 . . . . . . . + « « + o 0 4 . 0 e s e e e s e
2 Total ordinary gain from Part I, line 2. . . . . . . . « « ¢ o 4 4 e 4 e s 4 e e e w e
3 Net gain (or loss) from Part i}, line 3 . . . - . . . . . . . . . 0 v o 4 e ate e e e e et
4 Total net gain (or loss), combine lines 1, 2, and 3. Enter here and include in total on line 14, Form 1040. . . . . .

COMPUTATION OF ALTERNATIVE TAX—It will usually be to your

exceads the net short-term capital loss, or if there is a net long-term

income exceeding $26,000, or (b) a joint return, or as a surviving husband or-wife, with taxable income exceeding $52,000, or (c) as a

of household with taxable Income exceeding $38,000.

to use the tax if the net long-term capital gain
capital gain only, and you are filing (a) a separats retumn with taxable
head

1 Enter the amount from Schedule T, line5 . . . . . . . c e . f e e e e e e

2 Enter amount from Part |, line 11, on reverse side . . . E e T e ————
3 Subtract lite 2 from €ine 1 . . . . . o e e e e e e e e e e e e e e e e e e e e e f——
4 Enter tax on amount on line 3 (use applicable tax rate schedule on T—=1) . . . . .. . « + .+ ¢ 2+ o « o o |me—e————
8 Enter 50% of line 2. . . . . . . . ———

6 Alternative tax (add lines 4 and 5).

If sraller than the tax figured on the amcunt on Schedule T, line 5, enter this alterna-
tive tax on Schedule T, line 6. Also check Schedule D box on Form 1040, line13 . . . . . ..

INSTRUCTIONS (References are to the Internal Revenue Cocie).

GAINS AND LOSSES FROM SALES OR EXCHANGES OF
PROPERTY.—Report details in appropriate part or parts.

In colymn (c) of Part I and column (a) of Parts II and III use the
following sy Is to indicate how the property was acquired: “A" for
purchase on the open market; “B” for exercise of stock option or
through employee stock purchase plan; “C" for inheritance or 5ift:
“D" for ex e involving carryover of prior asset basis; and “E” for

other.

“Capital assets” defined.—The term “capital assets” means
property held by the taxpayer (whether or not connected with his
trade or business) but does NOT include—

(2) stock in trade or other property of a kiad properly includible in
his inventory if on hand at the close of the taxable year;

(b) propesty held by the taxpayer primarily for sale to customers
in the ordinary course of his trade or business; .

(c) property used in the trade or business of a character which is

@ subject to the allowance for depreciation provided in section 167;

5]

(f)

(8)

-

real property used in the e or business of the taxpayer;
certain government obligations issued on or after March 1, 1941,
at a discount, -payable without interest and maturing at a fixed
date not exceeding.] year from date of issue;

certain copyrights, literary, musical, or artistic compositions,
etc.; or

accounts and notes receivable acquired in the ordinary course
of trade or business for services rendered or from the sale of
property referred to in (a) or (b) above.

Special rules apply to dealers in securities for determining capital
gain or ordinary loss on the sale or exchange of securities. Certain
real property subdivided for sale may be treated as capital assets.
Sections 1236 and 1237.

If the total distributions to which an employee is entitled under
an employees’ pension, bonus, or profit-sharing trust plan, which is
exempt from fax under section 501(a), are paid to the employee in
one taxable year, on account of the employee’s separation from serv-
ice, the aggregate amount of such distribution, to the extent it exceeds
the amounts contributed by the employee, shall be treated as a long-
term capital gain. _ (See section 402(a).) N

Gain on sale of depreciable property between husband 20d wife
or between a sharcholder and a {led corporation” shall be.
treated as ordinary gain.

Gains'and losses from transactions described in section 1231 shall
be treated as gains and losses from the sale or exchange of capital
assets held for more than 6 months if the total of these gains exceeds
the total of these losses. If the total of these gains does not exceed the

D-1

~- <) certain tax-

totz] of these losses, such gains and losses shall not be treated a$ gaias

and losses from the sale or exchange of capital assets. Thus, in the

event of a net gain, all these transactions should be entered in Part |
of Schedule D.  In the event of a net loss, all these transactions should
be entered in Part 111 of Schedule D, or in other applicable schedules

on Form 1040. : .

Section 1231 deals with gains and losses arising from— N
(2) sale, exchange, or involuntary convession, of land (including

in certain cases unharvested crops sold with the land) and de-
preciable property if they are used in the trade or business and
held for more than 6 months.

(b) sale, exchange, or involuatary conversion of livestock held for
draft, br or dairy purposes (but not including poultry)
and held for 1 year or more,

(c) the cutting of timber or the disposal of timber, coal, or domestic
ifon ore, to which section 631 applies, and

(d) the :;svolunmy conversion of capital assets held more than 6
months. ' . '

See sections 1231 and 631 for specific conditions applicable.
from disposition of depreciable property under sec-
tions 1245 and 1250—assets held mora than 6 months
(Part Il).—(Report any gain from  such -property heid
for 6 months or less in Part Iil.) Except as provided below sac-
tion 1245 property means depreciable (a) personal property (other
than livestock) includi inmﬂblc personal property; (b) tangi-
ble rea] property (except for buildings and their structural components)
if used as an integral part of manufacturing, production, or extraction,
or of fumishing p i [ ications, electrical energy,
gas, water, or sewage disposal services, or used as a research or
storage facility in connection with these activities; and (c) elevators
and escalators.

Except as provided below section 1250 property means depreciable
real property (other than section 1245 property).

- See sections 1245(b) and 1250(d) for exceptions and limita-

tions Involvlng: (a) disposition by gift; (b) transfers at death;

ree transactions; (d) like kind exchanges, involuntary
conversions; (¢) sales or exchanges to effectuate FCC policies
and exchanges to comply with S.E.C. orders; (f) pmkgcny dis-
tributed by a partnership to a partner; and (g) disposition of principal

tesidence (section 1250 only). .

Column { of Part Il.—In computing depreciation allowed or allow-
able for elevators or escalators, enter in column f-1 depreciation prior
to July 1, 1963, and in column f-2 depreciation after June 30, 1963.

(Instructions continued on D~2)
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79

Part IIl—PROPERTY OTHER THAN CAPITAL ASSETS

e | S
a. Kind of property and how sequired b. Dat ired Dat e. Depreciation of sul l_x,u tal \
if aecessary, attach statement of descriptive - Date scquird ¢ Datesold {4 groes sales prics 2 or improvements (if oot n or loss,
¢ Gotails not shows balow) (mo., day,yr) | (mo.,day, yr) b b sie | " parchasd, tlach &oinseless D
expense of sale

1 Entergain from Part i, Ena3. . . . . . . . . . . .

2 Enter your share of partnership and fiduciary gain (or loss) from property other than capital assets . . . .
Enter here and in Part IV, line 3. . . . N

3 Net gain (or loss) from lines 1 and 2.

Part IV—TOTAL GAINS OR LOSSES FROM SALE OR EXCHANGE OF PROPERTY

1 Net gain (or loss) from Part ), line 12 0r 13 . , ., ., . . .
2 Total ordinary gain from Part Il, line2 . . . . . . . . .
3 Net gain (or loss) from Part I, ine3. . . . .

4 Total net gain (or loss), combine lines 1, 2, and 3.

Enter here and include in total on line 14,

Form 1040 . . . . .

COMPUTATION OF ALTERNATIVE TAX—It wiil usually be to your advantags to use the alternative tax if the net long-term capital gain
exceeds the net short-term capital lass, or if tisere is a net long-term capital gain only, and you are filing (a) a separate return with taxable
income exceeding $26,000, or (b) a joint retuin, or as a surviving husband or wife, with taxable income exceeding $52,030, or (c) as a head

of household with taxable income exceeding $38,000.

1 Enter the amount from Schedufe T, tine5 . . . .« .
2 Enter amount from Part I, fine 11, on reverse side . .. .
3 Subtract line 2 from line 1 .

4 Enter tax on amount on line 3 (use applicable tax rate schedule on T--1) .

5 Enter 50% of line2 . . . . . . . .
6 Alternative-tax (add lines 4 and 5).

If smaller than the tax figured on the amount on Schedule T, line 5, enter this alterna-
tive tax on Schedule T, line 6. Also check Schedule D box on Form 1040, line18 . . . . . . . . . . . . . .

INSTRUCTICNS (Continued from D-1)

Column i of Part I, section 1250 property only.—If held for
more than 6 months, but oot more than 1 year, enter the smaller of
(1) column h, or (2) column f-2.

If held for more than 1 year, enter the result of multiplying the
smaller of (1) columnl? or

(2) column f-2 less the amount of depreciation com-
puted for the same period using the straight line

me
by the percentage obtained by subtracting from 100%, one percentage
point for each full month held in excess of 20 months.

‘Where substantial improvements have been made within the preced-
ing 10 years, see section 1250(f).

Basis.—In determining gain or loss use cost, except as specially
provided. The basis of property acquired by gift after Deccnﬁ 31,
1920, is the cost or other basis to the donor in the event of gai
but, in the event of loss, it is the lower of either such donor’s ﬁasis
or the fair market value on date of gift. If a gift tax was paid with
respect to property received by gift, see section 1015(d). Gener-
ally, the basis of p y acquired by inheritance is the fair market
value at the date of death. For special cases involving property
acquired from a decedent, see section 1014.

Installment sales.—If you sold personal property for more than
$1,000 or real property regardless of amouat, you may be eligible
to report any gain under the installment plan if (1) there is no pay-
ment in the year of sale, or (2) the payments in the year of sale do
not exceed 30 percent of the selling price. Such sales must provide
for 2 or more payments in 2 or more taxable years. The election must
be made in the year of sale even though no payment was received in
that year. See section 453. For treatment of 2 portion of payments as
“unstated interest” on deferred payment sales, see section 483.

Sale of personal residence.-—Tax on a portion or all of the gain
from the sale of your principal residence may be deferred if:

(a) within 1 year after (or before) the sale, you purchase an-
other residence and use it as your principal residence; ot

(b) within 1 year after (or before) the sale, you begin con- .

struction of a new residence and use it as your principal
residence not later than 18 months after the sale.

If you sold property for $20,000 or less on or after your 65th
birthday which was owned and used by you as your principal residence
for at least 5 of the last 8 years any gain on the sale need not be in-
cluded in income. If the property was sold for more than $20.000

D-2
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part of the gain must be taken into income. See Publication 523,
Tax Information on Selling Your Home.

Nonbusiness debts.—If a debt, such as a personal loan, becomes
totally worthless within the taxable year, the loss resulting therefrom
shall be considered a loss from the sale or exchange, during the tax-
able year, of a capital asset held for not more than 6 months. Enter
such loss in column (i) and describe in column (b), Part I. This
does not apply to: (a) a debt evidenced by a corporate security with
interest coupons or in registered form and (b) a debt acquired in
your trade or business.

Limitation on allowable capital losses.—If line 10, Part 1, shows
a net loss, the loss shall be allowed as a deduction, only to the ex-

" tent of the smaller of (1) line 3, Schedule T (or line 15¢, Form 1040

if tax table is used), computed without capital gains (losses), or (2)
$1,000.  The excess of such allowable loss over the lesser of items
(1) and (2) above is called “capital loss carryover.” Any such carry-
over loss may carried forward indefinitely. Capital losses retain
their character as either short-term or long-term when carried over to
the succeeding year. To the extent the net capital losses are deducted
from ordi income, the pet short-term capital loss must be con-
sidered as deducted first.

N h

Losses in certaln No deduc-
tion is allowable for losses from sales or exchanges of property directly
or indirectly between (a) members of a family, (:5 a corporation
and an individual (or a fduciaty) owning more than S0 percent
of the corporation’s stock (liquidations excepted), (c) a grantor
and fiduciary of any trust, (d) a Aduciary and a beneficiary of the
same trust, (¢) a fiduciary and a fiduciary or beneficiary of another
trust created by the same grantor, or (f) an individual and a tax-
exempt ization c lied by the individual or his family.
Partners and partnerships see section 707(b).

Long-term capital gains from regulated investment com-
panies.—Include in income as a long-term capital gzin the amount
you are notified on Form 2439 which constitutes your share of the
undistributed capital gains of a regulated investment company. Include
the tax paid the company as shown on the Form 2439 with the
amount clzimed on Form 1040, line 21. Add to the basis of your stock,
the excess of the amount included in income over the credit.

Losses on small business stock.—If you had a loss on section
1244 stock which would (but for that section) be treated as a loss
from the sale or exchange of a capital asset, it shall be treated as a
loss from the sale or exchange of an asset which is not a capital asset
to the extent provided in that section.

<70—16—60623-1
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SCHEDULE E | Supplemental and Miscellaneous Income
(Form 1040) B See instructions on E-1. ﬂgsg
Department of the Treasory P Ifyou use this schedule, attach it to Form 1040,

Name as shown on Form 1040 Sociat Security Number

Fill out and attach a separate Part | for each pension or annuity. Enter combined total of taxable portions on line 5.

PART |.—Pension and Annuity Income. e If pension or annuity is fully taxable for 1969, complete
only lines 1 and 5. e If not fully taxable, p all lines i ing line 2 if I

1 Name of payer

2 1f employee contribution is recoverable within a 3-year period and you have not recovered your cost tax-free

in prior years, show: Your contribution $ d in prior years § .
3 Amount received this year . . . . . . . . . . . . . 0 oo e e i
4 Amount excludable . . . e e e .
5 Taxable portion (subtract line 4 from une 3) C e e e e e e e e e e e e e e
PART ll.—Rent and Royalty Income
2. Totat t 3. Totat 1 & nt:?"&ﬁ"; thes
. . Tof amoun! . Tof amoyn] in ow) *
1. Kind #nd location of property of rents of royaities ‘::?mum Gt R )

1Totals . . . . .. . . ®
2 Net income (or loss) from rents and royalties (column 2 plus column 3lesscolumns 4and 5). . . . o dooooiieeoenctioceee

PART Hil.—Income or Losses from Partnerships, Estates or Trusts, Small Business Corps-

rations, and Miscellaneous Income (b) Chack applica

(n) Nnmc and sddress (hr Miscellanacus Incoms, show | Partner. Estate  [Small Bus.
and azture of income in mx column) ship or Trust Cotp.

© Employer _ (@) Incame
identification number or toss

1 Income (or loss) Total of column (d) .

TOTAL OF PARTS |, Il AND 1) (Enter here and include in total on line 14, Form 1040) . .
Explanation of Column 5, Part Il

Item Amaunt Ttem 1 Amount item ‘Amoant

Schedule for Depreciation Claimed in Part il Above

Taxpayers using Revenue Procedures 62-21 and 65-13: Make no entry in column 2, enter the cost or other basis of assets held
at end géyear in column 3, and enter the accumulated depreciation at end of year in column 4. If you need more space, use
Form 4562,

1. Group and guidatine cl i 2. Da 3. Cost 5. Mathod of . L
SRtk | Lna | | Cmene | S dew |7 e
1 Total additional first-year depreciation (do not include in items below)
2 Totals . .
SUMMARY OF DEPRECIATION
Straight fine | Doclining atance | 330 ¢t the e Mditional (I7T | Other (spactty) Total
T Under R,
o8 i £
2 Other . .

MAR-A-|3%0-SED €50—10—80587-1
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Instructions for Schedule E (Form 1040)

Pait 1.—Pensions and Annuities

Amounts received from annuities, pensions,
endowments, or life insurance

such as taxes, 'interest, repairs, i

541, Tax i
ship Income and Losses.

on Partner-

agent's and simi-

Small —If you are a

Iar |tems However, you cannot deduct capital

whether-paid for a fixed number of years or
for life, may have a portion of the payment
excluded from income. The following types
come under this rule: (a) pensions where the
employee has either contributed to its cost
or has been taxed on his employer's contribu-
tions, and (b) amounts paid for a reason other
than the death of the insured under an annuity,
endowment, or life insurance'contract.

General Rule for Annuities.—Generally,
amounts received from. annuities and pen-
sions are included in income in an amount
which is figured upon your life expectancy.
This computation and your life expectancy mul-
tiple can be found in the regulations covering
annuities and pensions. Once you have ob-
tained the. multiple it remains unchanged.
It is not necessary to recompute your ex-
cludable portion each year. In making this
computation you can get help from the In-
ternal Revenue Service as well as from some
and i i

Special Rule for Certain Types of Empioyees’
Annuities,—A special rule applies for amounts
received as employees' annuities if part of the
cost is contributed by the employer and if the
amount contributed by the employee will be
returned within three years from the date of
the first payment received under the contract.
If bath of these conditions are met, then att the
payments received under the contract during
the first three years are to be excluded from
income until the employee recovers his cost
{the amount contributed by him, plus the con-
tributions made by the employer on which the

was previ y taxed). Tl , all
amounts received are fully taxable, This method
of computing taxable income aiso applies to

the empl y if the died
before receiving any annm(y or pension
payments.

Example: An employee received 3200 a
month from an annuity. While he worked, he
contributed $4,925 toward the cost of the
annuity. His employer also made contribu-
tions toward the cost of the annuity for which
the employee was not taxed. The retired em-
ployee would- be paid $7,200-during the first
three years, which amount exceeds his contri-
bution of $4,925. He would exclude from in-
come all the payments received from the
annuity unti! he has received $4,925. All pay-
ments received thereafter are fully taxable.

Death Benefit Exclusion.—If you receive pen-
sion or annuity payments as a beneficiary of

but must add
them to the basus of the property for the pur-
pose of depreciation. For example, a tandlord

“can dedict the cost of minor repairs, but noz

‘only that portion of your

the cost of major improvements such as'a
new roof or remodeling. You cannot deduct
the value of your own fabor.

If You Rent Part of Your House.—If you rent
out only part of your property, you can deduct

in a small business ‘corporation
which efects to have its current taxable income
taxed to its stockhotders, you should report
your share of both the distributed and undis-
tributed current taxable income as ordinary in-
come in Part 1Hl, Scheriule E, except that por-

_ tion which is reportable in. separate Schedute

D as a long-term capital gain. Neither type of
income is eligible for the dividends exctusion.
Shareholders claiming a deduction for a net
operating loss must attach to their return a

ion of the basis of their stock

lates to the rented part. If you cannot deter-

mine these expenses exactly, you may figure

them on a proportionate basis. For example,

if you rent out half of your home and live in the

other hall you can deduct only half of the
ion and other

Do not report in column 2, Part I, Schedule
E. room and other space rentals for which you
rendered service to, the occupant. Report the
rentals received in separate Schedule C. If you
are engaged-in the business of selling real
estate, you should also report rentals received
in separate Schedule C.

Royalties.—Report in column 3 royalties from
oil, gas or mineral properties, and royaities
from copyrights and patents. However, if you
hold an operating oil, gas, or mineral interest,
report gross income and expenses in separate
Schedule C. Under certain circumstances,
amounts received on the disposal of coal and
iron ore may be treated as the sale of a capital
asset. (See Publication’ 544, Sales and Ex-
changes of Assets.)

!f State or local taxes were withheld from
oil or gas payments you received, report in
column 3 the gross amount of royalty, and
include the taxes withheld by the producer in
column 5, other expenses.

Part Ill.—Partnerships, Etc.

Partnerships.—If you are a member of a part-
nership, joint venture, or the like, include in
Part 1, Schedule E, your share of the ordinary
income (whether you actuaily received it or
not), or the net loss for the taxable year which
ends within or with the year covered by your
return. However, losses are only allowed to the
extent of the adjusted basis of your partner-
ship interest at the end of the partnership
year in which the losses accurred.

Items of income, deductions, etc., to be
carried to your individual return are shown
in Schedule K of the partnership return. You
should enter on the appropriate lines and
of your return your share of income

a and the had
received no retirement pension or annuity
payments, you may be entitled to a death
benefit exclusion of up to $5,000. (For de-
taits ‘see Publication 524, Retirement Income
and Retirement Income Credit.)

Part i.—Rent and Royalty ificome

Rents.—If you are not engaged in selling real
estate, but receive rent from property you own
or control, report the total in column 2, Part
11, Schedule E. if you received property other
than money as rent, report its fair market
value.

In the case of buildings you .can deduct
depreciation. You can also deduct all ardinary
and necessary expenditures on the property,

E-1-

from the following sources:
Divi from qualifying ic cor-
porations. .
Salaries and interest paid by the partnership.

Geins from the sale or exchange of capital .

assets and certain .other property.
Also, include your share of the specially

-allocated income and deduction items.

The individual partner must include his
distributive share of partnership income (or
toss) from the operation of a trade or busi-
ness which constitutes net earnings from

If. on SE.

Members of farm partnerships should com-
plete Part IF of Schedule SE first to figure
self-employment tax. For further details see

Tt U.S. GOVERNMENT PRINTING OFFICE : 1969—0-337-046

which re~

in the corporation and the adjusted basis
of any indebtedness of the corporation to the
shareholders. See sections 1374 and 1376
and the for

on deduction and requrred ad;ustments

Estates and Trusts.—If you are a benef iciary
of an estate or trust, report your taxable por-
tion of its income, whether you receive it or
not. You should enter your share of income of
the following classes on the appropriate lines
and schedules of your return:

Divi from ifyi

porations.

Gains from the sale or exchange of capital

assets and certain other property.

You should include ail other taxable income
from estates and trusts in this Part. Any depre.
ciation which is allocable to you on estate or
trust property may be subtracted from estate
or trust income so that only the net income re-
ceived will be included in your return. You may
get information regarding these items from the
fiduciary..

cor-

Mlscellaneous income.—Report here .certain
types of income for which you cannot find a
specific place on your return or related sched-
ules. .The source of income reported here
must be identified in column (a). Report here
amounts received as alimony, separate main-
tenance, prizes and awards; also, recoveries of
bad debts and other items which reduced your
tax in a prior year. A refund of State income
tax should also be entered here. The general
rule is that a refund of State income tax is in-
comé to the taxpayer if a deduction resultmg
in a Federal tax benefit was taken for a prior
year. Taxpayers using the cash "basis report

-the refund in the year received; taxpayers us-

ing the’ accrual basis report when the claim
is atlowed. If no claim is fited, report when the
taxing authority notifies you of the overpay-
ment.

Net Operating Loss.—If, in 1969, your busi-
ness or profession lost money, or you had a
casualty loss, or a loss from the sale or other
disposition of depreciable property or real
property used in your-trade or business, you
can apply the losses against your 1969 income,
{f the losses exceed your income, the excess
is a “'net operating loss.” Generally it may be
used to offset your income for the three years™
prior to and the five years folfowing this year.
The loss must be carried back to the third
prior year and any remaining balance brought
forward to each succeeding year. If a *‘carry-
back” entitles you to a refund, use Form
1045 to claim a quick refund.

If you had a loss in a prior year which
may be carried over to 1969, you should enter
itas a "mmus" figure_under *‘Miscellaneous
income."’ Attach computatlon.

16—80587-1
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SCHEDULE R Retirement Income Credit

(Form 1040) P See instructions on R-1.
Department of the Treasury

Internal Revenue Service > If you use this schedule, attach it to Form 1040.

| 1969

Name as shown on Form 1040

Social Security Number

A. General] Rule.— !f separate retum, use column B only.
If joint return, use column A for wife and column B for husband.
Did you receive earned income in excess of $600 in each of any 10 calendar years before 19697
(Widows or widowers see instructions on R-1)
If answer above is ““Yes™ in either column, fumnish “alt information below in that cofumn.

1 Retirement income for taxable year:
(a) For taxpayers under 65 years of age:
Enter only income received fro: ities under pubhc d systems (e.g.
Fed., State Gowts., etc.) mcluﬂed on Form 1040 line 15¢ . . e e e e e
(b) For taxpayers 65 years of age or older:
Enter total of pensions and annuities, interest and dividends included on Form 1040, line 15¢,
and gross rents from Part H, column 2 of Schedule E e e e .

2 M of reti income for credit computatnon
3 Deduct: —
{a) Amounts received as pensions or annuities under the Social Security Act, the Rail-
road Retirement Acts (but not supplemental annumes), and certain other exclusmns
from gross income . . . <. .. JO
(b) Earned income received (Does not apply to persons 72 years of age or over)
(1) Taxpayers under 62 years of age, enter amount in excess of $900 .
(2) Taxpayers 62 or over but under 72, enter d ined as fol
if $1,200 or less, enterzero . . . .
if over $1,200 but not over $1,700, enter l/z of amount over Sl 200
or if, over $1,700, enter excess over$1,450. . . . . . . .
4 Totalof lines3(a)and 3(b) . . . . . . . . . . . . . . . . .
5 Balance (subtract line 4 fromtine2) . . . . . . . . . ., . . . . .. - :
6 Line 5orline 1, whichever is smaller . . . C e e e e e e i
7 (a) Total (add amounts on line 6, columns A and B)
If line 7(a) is less than $2,286 and this is a joint return and ‘both husband and wife are age '65 or ovef. comphh the
Alternative Computation in B below which may result in a larger credit.
(b) Amount from line 7 of part B below, if applicable . . . ' . .
8 Tentative credit. Enter 159% of line 7(a) or 15% of tine 7(b), whuchever is greater .
9 Amount of tax shown on Schedule T, line6. . . . . . . . . . . . . . .

10 Credit claimed for foreign taxes or tax-free covenant bonds . . . . . .
11 Subtract line 10 from line 9 (if less than zero, enter zero) .

12 Enter here and on Schedule T, line 7, the amount on line 11 or line 8, whlchever is smaller .

A B

O Yes D'No [0 Yes [0 No

$1,524: 00, $1,524: 00

13 Enter here the Tax Surcharge From Schedute T,line9 . . . . . . . . . , | .

14 Addlines12and13 . . . . . . . . . . L ... e ... l

15 If line 10 is greater than line 9, enter excess here . . . . e e e e

16 Subtract line 15 from line 14 (it less than zero, enter zero) e PN

17 Credit. Enter here and on Schedule T, line 11, the amount shown on line 16 or Ime 8 whlchever is
smaller. . . . . . . . L L.

B. Alternative Comp ion (after pleting lines 1 through 7(a) above)

This method 2 Jou.te Tonied sd Hloe sleint e,

availabte if: . Either one, or both rec: ed income in excess of $500 in sach of any 10 calendas years befors 1969.

Furnish the information called for below for bath husband and wife even if only one answered “Yes' In onh:mn AorB lbovt.

1 Retirement income of both husband and wife from pensions and annuities, i nd

on Form 1040, line 15¢, and gross rents from Part 1, column 2 of Schedule E . .
2 of reti income for credit computation . . . . . e .. $2,286; 00
3 Deduct: A—WIFE B—HUSBAND

[€) ived as i ities under the Social Security

Act, the Railroad Retirement Acts (but not supplemental annui-
ties), and certain other exclusions from gross income . .

{b) Eamed income received (Does not apply to persons 72 or over):
it $1,200 or less, enter zero
if over $1,200 but not over $1, 700 enter % of

amount over $1,200;
if over $1,700, enter ucess over Sl 450 . .
4 Total of lines 3(a) and 3(b) . . . e e .

5 Total (add amounts on line 4, columns Aand B) .
6 Balance (subtract line 5 from line 2)

7 Enter here and on lme 7(b) of part A above, the on line 6 or line 1, whichever is smalier

Fy US, GOVERNMENT PRINTING OFFICE : 1¥68—O-337-080
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Instructions for Schedule R

(Form 1040)—1969

Retirement Income Credit

You may qualify for this credit,
which is generally 15 percent of re-
tirement income, if you received
earned income in excess of $600 in
each of any 10 calendar years—not
necessarily consecutive—before the
beginning of your taxable year.

The maximum amount allowed
any one individual as a credit
against his income tax is $228.60
(159% X $1,524). The maximum
allowable credit on a jéint return
where both husband and wife show
$1,524 on part A, line 6, columns
Aand B, is $457.20.

The term ‘‘earned income”
means wages, salaries, professional
fees, etc., received as compensation
for persona! services actually ren-
dered. It does not include any
amount received as an annuity or
pension. If you were engaged in a
trade or business in which both per-
sonal services and capital were
material income-producing factors,
a reasonable allowance as compen-
sation for the personal services you
rendered, not in excess of 30 per-
cent of your share of the net profits
of such business, shall be consid-
ered as earned income.

Both husband and wife may take
the retirement income credit if both
qualify and both have retirement in-
come. If you are a surviving widow
R-1

‘dividends that

(widower) and have not remarried,
you may use the earned income of
your deceased husband (wife), or
you ‘may combine his (her) earned
income with yours to determine if
you qualify for the credit.

Retirement income for the pur-
pose of the credit means—

(3)_ In the case of a person who

is not 65 before the end of his tax-
able year, only income received from
pensions and annuities under a pub-
lic retirement system (one estab-
lished by the Federa! government, a
State, county, city, etc.) which is in-
cluded in income in his return:

Disability annuities received by
Federal employees prior to normal
retirement age that exceed the sick
pay - exclusion do not qualify as
retirement income.

(b) In the case of a person who
is 65 or over before the end of
his taxable year, income from pen-
sions, annuities, interest, rents and
are included” in
gross income in his return. (Gros$
income from rents for this purpose
means gross receipts from rents
without reduction for depreciation
or any other expenses. Royalties are

not considered rents for this

purpose.)

Except as provided in the *Alter-
native computation,” the amount

(MAR~A-1483-CC)

of the retirement income used for
the credit computation may not ex-
ceed $1,524 reduced by (a) Any
amount received ~and excluded
from income as a pension or annuity
under the Social Security Act and
Raiiroad Retirement Acts (but not
supplemental annuities) and other
tax-exempt pensions or annuities.
Line 3(a), General Rule and Alter-
native Computation, must reflect
the gross amount of social security
benefits before deduction of. any

-amounts withheld to pay medicare

insurance premiums, This reduction
does not include (1) that part of a
pension or annuity which is excluded
from income because it represents,
in effect, a return of capital or tax-

. free proceeds of a like nature, or (2)

amounts exciuded from income re-
ceived as compensation for injury
or sickness or under -accident or

. health plans. (b) Certain adjust-

ments for earned income.

Aiternative Computation. — The

“maximum amount of retirement in-

come to be used in figuring the
credit for retirement income .is
$2,286 for taxpayers who file joint
returns (both- 65 years of age or
over) but who would ‘ctherwise be
limited to $1,524 because either the
husband or wife did not have earned
inicome in excess of $600 in each
of any 10 prior calendar years.

If you meet these requirements,

-also complete the Alternative Com-

putation to determine which com-

-putation results in the larger credit.

10—50589-1
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Taxable yeor

STATEMENT CONCERNING SALE OR EXCHANGE OF PERSONAL
RESIDENCE

(Attach this schadule to your income tax retirn Form 1040)

rou 2119

(Rev. Feb, 1968)
I.'.S Treasury Department
nternal Revenue Service

Name and address of taxpoyer

1. Date former residence sold f. If you were married, do you and your wife (husband) have "Yes | No
the same proportionate ownership interest in your new
id as you had in your old residence?
2a. Date new residence bought (Il “No," see the Consent on other side.)
b. If new residence was constructed for you, date began
3a. Were you 65 or glder on date of sale?
¢. Date you occupied new residence (If you answered *'Yes," see Note below.)
b. | rdou answered "Yes|" to d3°, dn'i you usel lh[: p‘upen;
Y N as your principal residence for a total of at least
d. Wel'z’bo!: the °'d and new properties used as your prin- [ Yes 1 No years (except for short lempom:y absences) duting the
cipal residence? . 8-year period preceding the sale?
e. Were any tooms in either residence rented or used for busi- ¢. If you answered "Yes™ to 3b, do you wish to elect to ex- '
ness purposes at any time? clude gain on the sale from your gross income? {
(If “Yes,” explain on separate sheet and attach.)
COMPUTATION OF GAIN AND ADJUSTED SALE PRICE
4. Selling price of residence (Do not include selling price of personal property items). ... .. .....ooiiiriiiriaeiis o] eeerecacermeeeeamcnees
5. Less: Commissions and other expenses of sale (from Schedule | on ofher side)
6. Amount realized : [
7. Less: Basis of residence sold {from Schedule Il on ather side). ........ ... ... ... ..o il
8. Gain onsale (line 6 less line 7). If line 7 is more than line 6, there is no gain; and no further entries should be made on this form . .
9. Fixing-up (from Schedule 11l on other side). .
10. Adjusted soles price (line 6 less line 9)

d'"No” to 3a or Je,
d “Yes" to question 3¢, !

lete only lines 11 through 14,
lines 15 through 17, or 15 through 20, whichever is applicable.

If you
If you

COMPUTATION OF GAIN TO BE REPORTED AND ADJUSTED BASIS OF NEW RESIDENCE—GENERAL RULE

11, Costofmew residence . . .. ... i i e e e e b
12. Gain taxable this year (line 10 less line 11, but not more than line 8). If line 11 is more than line 10, enter zero. Enter

here and in column i, line 1, or line 5, Part | of Schedule D (Form 1040), whichever is applicable . ....................
13, Gain on which tax to be deferred (line 8 less line 12) T
14, Adjusted basis of new residence (line 11 less line 13) |

COMPUTATION OF EXCLUSION, GAIN TO BE REPORTED AND ADJUSTED BASIS OF NEW RESIDENCE—SPECIAL RULE
(For vse of taxpayers 65 years of age or over who checked “Yes,” in 3(c) ahove.)

15. If line 10 above is 320,000 o1 less, the entire goin shown on line 8 is excludable from gross income. Uf line 10 is over

$20,000, determine the portion of the gain excludable as follows:

a. Divide amount on line 10 into $20,000

b. Portion of gain excludable (multiply amount on line 8 by figure on line 15a) enterresult here. . ...... oo oovveennn. .. .
16. Portion of gain not excludable (line 8 less fine 15b) . . ... .. o . i it S—
17. Cost of new resid If o new I resid was not hased, enter “None,” and do not complete the following

lines. The amount shown on line 16 should then be entered in column i, line 5, Port | of Schedule O (Form 1040).. .. ...
18. Gain taxable this year (line 10 less lines 15b and 17, but not more than fine 16). If line 17 plus line 15b is more than

line 10, enter zeto. Enter here and in column i, line 5, Part | of Schedule D (Form 1040) .. . ...............oo.....
19. Gain on which tax to be deferred (line 16 tess line 18)...................
20. Adjusted basis of new residence (line 17 less line 19). . .............

NOTE: Special pvovmcn avutloblt |l you were 65 or older on the date
of the sale or your {fyou met the oge
requirement and owned and used the residence disposed of as your prin-
cipal residence for a total of S years out of the 8 years preceding the

sale, you may elect to exclude part or all of the gain from such sale.
If a joint retum is filed oaly the husband or wife need meet the age
requirement, You are only eligible for the exclusion once. This is true
regardless of your marital status at the time the election is made.

Fam 2119 (Rav. 2-68)
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CONSENT OF HUSBAND AND WIFE TO APPLY SEPARATE GAIN
ON SALE OF OLD RESIDENCE TO BASIS OF NEW RESIDENCE

NOTE: The following Consent need not be completed if there was no gain on the sale of the old residence. If, however, there was a gain, and
if the ownership interests of the husband and wife in the old and new residences were not in the same proportion, the separcte gain on
the sale of the old residence will be separately taxable to the husband or wife unless this Consent is filed. :

HUSBAXD'S PORTION WISE'S PORTION
Adjusted sales price of old residence (From line 10)...............coovviinn.t s S
Cost of new residence (From line 11 0¢ 1) ... .. ooeev ooz 9 3

band and wife, consent to have the basis of the joint or separate interest in the new vesiden‘ct reduced by the amount

The undersigned taxpayers, h
of the joint or separate gain on the sale of the old residence which is not toxable solely by reason of the filing of this Consent.

DATE

SIGNATURE OF HUSBAND
DATE

SIGNATURE OF WIFE

SCHEDULE I—COMMISSIONS AND OTHER EXPENSES OF SALE (Line 5)

and legal fees, etc., incurred to effect the sale of the old residence. Enter the name

d

This includes sales issi ising Y
and address of the payee and the date of payment for each item.

ITEM EXPLANATION

AMOUNT

SCHEDULE 1I—BASIS OF OLD RESIDENCE (Line 7)

This includes the original cost of the property to the taxpayer, issi and other i d in its purch: the cost of improvements,
etc., less the total of the d H I} d or all ble {if any), all casualty losses previously allowed (if any), and the nontaxable gain (if

any) on the sale or exch of a p 1 resid
ITEM EXPLANATION AMOUNT
$
SCHEDULE 1lI—FIXING-UP EXPENSES (Line 9)
These are d ing and repair which were incurred solely 1o assist in the sale of the old property, and which are not ordinarily deduct-

ible in computing taxable income nor taken into account in computing the basis of the old residence or the amount realized from its sale. Fixing-
up expenses must have been incurred for work pesformed within 90 days before the coatract to sell was signed, and must have been paid for not

later than 30 days after the sale.
DATE WORK DATE PAID AMOUNT

ITEM EXPLANATION PERFORMED

2 U5, GOVERNMENT FRINTING OFFICE: 164—0-280769 Form 2119 (Rev. 268



