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SI 5LILFICATION OF OUR TAX LAWS

iov;ever much many of you in the audience today may disagree with
specific items in my remarks I doubt if any of you will disagree with the
importance aid timeliness of my subject. Tax simplification has become the
topic of the day. Columnists are prodigal with graphic phrases on the
subject. Editorials frequently dispose of it with a few solena, and often
inaccurate, lines. Cartoonists like to give us the spectacle of the bewildered
taxoayer , otherwise knovm as tie Toe Well Remeomored Mast, vo is better remtem-
bored today than ever befZre. This urnhappy croatxre is pictured as foregoing
vacations to fill out intricate forms devised by sadistic experts hell-bent
upon tile hullation of taxpayers. The latest ;:tLoLcal books attribute nervous
disorders to patientst bouts with the income tax collector.

I have a suspicion that the average taxpayer is in sorncmhat the same
mood as Chaxming Pollock, whl has soaid that he does not object to paying taxes,
but tilrt he does resent an attio; it on the part of the Govermtnt to convert
hill into a combination of bookkepoer, accountant, lagsor and tax export.
P'ollock wonts to devote hidmaself to writing. Thu averaigo taxpayer mar not want
to write, but neither does :ih want lis life to be frittered away by income
tax detail.

Since there is misapprehension in some editorial quarters, let me say at
the outset that we in the Treasur? believe that many of the complUnts against
tho conrplications of tax law are valid. We grant that the tax mochanism has
boccoo so hard to handle that it 's tiilo to stop for repairs. We even go so
far as to admit that life has mtoro internsting pursuits than filling out tax
fornms. Complications are not our stock in trade, as soue people profess to
tlhinr, - at oeast, not our profcrred stock in trade. Wc do not advocate an
incone tax law that passoth all undorstanding. We want a staple statutc, if
for no oher reason - than the selfish one tha:t it makeos life simpler for us.
Wo like to go fishing too. But we also must realistically respect the vast
oifficulties we face. Simplicity cannot be pulled out of a hat by any white
raubit process. The problem mast be underatood Iefore we con even begin to
solve it.

The first point to have in mind about simplification is that it is not
a new idea. In an opinion issued in 1918 5i. Justice LioXenna referred petu-
lantly to the 1913 Act as one which "concerns the activities of men and
intended, it might be supposed, to be without perplexities and readily solvable
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by the off-hand conceptions of those to whom it was addressed." I am old
cnicvyh to retembjer much taic discussion bac' in the Twenties. Even then
tMhings were in a bad 'way. By 1927' complaints about the complexity of the
incOaae tro reached a crescendo, and the Joint Comnittee on Internal Revenue
Taxation undertook a careful consideration of how the income tax could best
be siiplified. Its report resulted in a rearrangemernt of the la' in the 1928
Act, so that the ordinary t-xpayer was better able to find at the bejirnning of
the Act the material that interested hill most. The coimmittee reached the
followlil, conclasion:

"it rust be recognized that while a dewree of simplification
is possiblo, a simple incore tax for coaolex business is not. The i
task is to soiplify the law and thoe adndivstration for all tax-
payers so far a. possiblo, githout causiin real hardship to those
vitti comiex sourcos of income. afd various bvsicsfss entorprises
who cannot be taxed justly under a shnto, elecentary lai:,"

The d,!iand for simnlification has not been restricted to the territorial
limits of the United States. Back i:n 1915 the late Sir Josiah Sta!p, an
eminent !ritish atlithority on rvenue miatters, was prompted to write: "There
is tho usual failure to Soc that modern ldfo anid modern coimnurc are so
complx and dlvorsified that to expoct a tax forfa rhich shall road like a pill
zdv;rtiso.:tient on the raily and jot closo down upon ovary casc, is asking
.or 2io lie oila

Tho scic rua].istic :nto is o 0o observod in the fraous report of the
Colwjt Coor ssiion in Ejivand, mdicil listened to manoy pleas for simYlicity rmde
by a groat r:r:inor of vitniossos, soeo of them: experts in dealing w[th income
tax <%attors on !ealhf of the public. The Colvral Commission found the sug-
gestions mace 'g"enerall . va-ule and indefinite." "They were either unabl.c to
give Us concrete or definite proposals, or, Tmere they did make proposalJ, Ne
fnunl tiazt to adopAt th.. would be to do injustice to taxpayers vhose peculiar
ctirc stnces -,;oild not have beeon recognized, or to expose the Revenule nl-
nece3sarilj to the risK of lcos. We have formued the opinion that in r.nc ne
Tax matters si li- cit I io not the sole object to be aLmed at, ind that the
prico that wvrcd !lave tc be paid for a stiple Income Tax could not be justified."'

I cannot leave thi subject of simplification of British taxes without
quoting, a reLaa'k iade by mr. Justicn rowlatt, Wiose unhappy lot it has been to
speond his days miravellii q the revenue law;s of the United Kingdom. In a case
dealin, with a section of the 192/ Finance Act the learned Justice expressed
eixs oxasooration in thic follo'ing language:

"Tnit sectioi iv five patos of the 'La Reports' edition of
the statites, mslus pioceeal oe;abo' ents of section 21 of the
Fi!namec AAt, 1,22 ,iich :ako it perfctly uninteligiblo to tilhe
laynian, and to any ia.er fio nhas not iado a prolonfed study of it
wit'h all hIo la" b'ooks at .is elbo'. It is a crilng scandal that
legislation byr -nich the sibject is taxed should appear in the
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Statute-book in that utterly unintelligible form. I am told
by the Attorney-General-and rightly told, I am sure-that it is
only in this form that the legislation can be carried through at
all. Then all I have to say is that the price of getting this
legislation through is that the people of this country are taxed
by laws which they cannot possibly understand. This is the worst
example that there has ever been upon the Statute-book."

I do not want you to think that I an in a defeatist mood about simplifi-
cation. Far from it. But I am well aware, and I hope you too are well aware,
that simplification is a complicated task. It is a task that cannot be easily
or quickly accomplished. It is a problem which cannot be solved by airy
generalities. It is a long term and full time assignment for all who are
sincerely interested in the future of taxation. It is a Job that will never
be completely done. Yet it is a job that must be tackled.

The job had better be tackled with an understanding of the distinction
between simplicity and simple language. This is an audience which can readily
appreciate that distinction. You are all familiar with the famous insurance
section of the estate tax statute, which was first enacted in 1918 and remained
unchanged until the 1942 Act. The laconic five lines of this provision once
seemed simple enough. There were no complicating amendments for more than
twenty years. Yet tFe few words contained in this provision have furnished
a remarkable example of what Professor Chafue has called "the disorderly
conduct of words." At different times the apparently simple language of the
insuranco section has meant many things to many man. The one thing the
lan;uage did not mean, according to regulations and court opinions, was what
it soneemed on its face to moan. The language, "taken out by the decodent upon
his ovn life," did not refer to the person who applied for the policy and paid
the first proemium, since such a naive construction of the statute would have
opened the floodgates to vdholosale tax avoidance.

A scientific analysis of the problem of simplification requires that we
inquire at the outset into the causes of complexity. I suggest that there are
three primary causes. The first is the necessity for protecting the revenue.
There are always taxpayers and tax specialists who are on the hunt for loop-
holes. Indeed, one court has said that tax avoidance is in the nature of
mortals. I should be the last person to put blame upon anyone who attempts to
minimize tax liability. The Supreme Court itself has hardly ever failed to
render mandarin courtesy to the doctrine that "When the law draws a line,
a case is on one side of it or the other", and if the case is on the safe side,
it "is none the worse legally that a party has availed himself to the full of
what the law permits." But I do insert in parenthesis that it is better at
least for the uninitiated not to get too near the line, and I am sure that all
of you vill agree, particularly in time of war, to the necessity of insuring the
end that "no one should be permitted to avoid his just share of the tax burden."
The escaped burden is inevitably passed on to others.
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If re are to prevent tax avoidance we must have provisions designed to
that end. Such provisions, of necessity, are often complicated. They must
be complicated because one dare not fire a shaotgun into a crowd. They must
be precise instruments which do their job of preventing avoidance without
injuring innocent taxpayers. I t * * it is not enough to attain to a degree
of prfcision 5 f ich a person reading in good faith can undcrstbnd; * * * it
is necessary to attain if possible to a degroe of precision which a person
roadinl in bad faith cannot misunderstand."

Ak example in point is the personal holming company provisions. The
1937 tax investigation amply demonstrated the need of prov-mting the nvoidance
of tax bI the use of incorporated pocketbooks. If you wili look at the Code,
you vwill find that 11 sections are devotud to this one item of avoidance
prevention, each of which has required much administrative and judicial inter-
prctation.

A perhaps more important cause of complication is the necessity, intenhi-
lied when ratos are high, of giving reliof in exceptional cases. The 1942 Act
beat all records in thC quantity aŽnd scope of its relief piovisions. Page after
pano is devoted to relief; 120, or more Uhan half of the total 208 pages, are
devoted to the cancollation of inequities. In addition, 42 pages are devoted
to clarifications and definitions to onaclo more equithable and fair enforce-
mont. This makes a eteal of 104 corrective sections out of a total of 173.
Ini pags, this is nearly 78 percent of thL Act, 132 icLGsc out of 208.

To t½ sO causes of comolcxity ther0 mast hOc added another underlying cause.
In-:oeo tnx laTh begins with the st Late, but it does not end thore. It journeys
on into interpr tative rogulations and msny informal administrative rulings.
The1n the1 courts make ttSir riall contrioultion to a wholojalo statute. The
Tax Court, the Court of Claims, thy District Courts, the Circiit Courts of
Appeal, and the Supreme Court, all add their quota of judge-made law. It must
be rernemabered that the courts quit, properly do not r strict themselves to the
lite'al /angua-; of the statute. lords are not crystals; they hav. many mean-
in-s depcndinL on the context. No mttatr how articrlatT2 a statute may beo,
th"T" is alTays room for inturprtti on; the meaning of acl-h sentence may be
nor;e hanr that of the suparat, words, as a mulody is more than the notes ofmusic. 71o dofreO of particularity can cv¢r obviate reooirso to the setting in
which all statutory lanrolagc appears and rd hich all th wtonirs of the statute cel-
2activ~.ly -r at. To paraphrpasu former Chicf Justi,, Hughos, romisrk about the
Constitutionl "co areo under an incom- tax statutc, but tihe statute is vdat
the " ' Jiags say it is."

Thoro is anothnr way of approaching the subject of sJhvlificati7on. e may
divide complications into two typcs. Undr the first classification one could
pvs toso provisions wtich affect irge nfumx(rs of taxpayers. Under thi, other
classifination one meight put provisi ons which affect only limited rouips of
taxx ay{ 

rs,

The nec ssity of sirlplifying provisions for the benefit of large numbers
,of Laxprrs has increased in importance in the war yuars. In 1932 we had



slithtty less tnian 2 million taxable individual roturns. Thoro rvl4 be about
40 million taxasole returns for Tthe yr 1943. A reasonablc number of complica-
tions may be handl>d in 2 million returns. To handle compliortions in
40 million returns is a horse of a differont color. And whilo our tax system

i:lht safely, thou:h not wisely, irritats 2 millon of our citizens, it will
run serious risks if it irritatcs twrnrty times that nrumbor,

In i'cogniti on of this grim fact tht Troasury has made mwiy suggestions
in the last t'o ywars, somo at the cost of r.,ducn;ir then revenue. For example,
in 1)41 w:e recoclnunded th'. short forme return to Con,;rcss. In 1942 wc roe-
o!mondcd th'i .imination of the earned incoroe crcdit, not because ¥we were out
of sympathy with some diifcrontiction in favor of earned incma,j but because
the nis-namcd carned inuomo credit in the existing law Y;as not worth the
complexily it involved. In 1942 i also rccomnondea the flitination of the
capital stock-declared value ouosin{ contest. Ecoc'ntiy, in his appearance
ocforu tho 7Jays and Mans Coa tLtIc, th.L Sccrt.svry of the Treasury roconL.endod
t%. Elimination of the victory thx. Th', Trcasury had originally opposed this
measure on the [;round that it vo-td unduly complicate the tax systmi. Now that
chickwn has coar homr, to roost.

In his rccunt appoaranco before the 'Jays and Mlans Co:iiittce the Secretary
of th. Tr easury also rcommnonidcd the consolidation of the normal tax and the
surtsx into ono tax, thus avoiding the nc1cCsity of separate calculation. Such
a consolidation "ill not result in a vindfrll to the o''nors ol partially tax
oxutmnt /ovvrm:tnt s(rtcritics if <7o 1ivo the income from thlosc sscuritios special
trq2tmont by fcrmittinr: a cr.dit -<ainst the total tax co.xputed by multiplying
the incoome fr;om such sccuitiUs by the existing nomnl tca rat,. Such a crcdit
vould hcwv·, cf£<c only 'iuh r- sp-ct to th; limfitod nri-bcr of txipayers ovrn.ing
such szcuritis5, and wouli fr lt other taxwgrets fion: the extra burden of two
costotations. It o:-l1, of cursu, onbiAry r( spact the exomption nov enjoyed
oy Lho ovn<rs of partialli; cL:;mpv securities.

Anoth;:r suis;;ion oriijnating with Jud ii Vinon and recently made to the
eads n cans Cojr~mtt< .;as thct ,it l in 17; aUt on a :ross basis under

a system vhich w;ould onable tax> i's to undrstarnl i.ist;ntly w-hat percentage
o thair s alcries :as wi><; witlffolC at the solurce. U &also rccoamonded to the
Comiitteoo that collection at the source be iaade to ap,7ly on a graduated basis
to the taxpayercs i11 liability rather than his partial liability under the
first bracket. This rocormondabion, if acceptod, -<ill have the beneficial
result of clifidnating qaat crly doclarations for -1l persons w¥o have salaries
tcaxablo at br;.ckcts above the first bracket rate tnd no other surbstantial
sourco of income.

While most corporations are in a better position than most individuals
to euploy legal and accountin- assistance in the preparation of their returns
and the detenrination of their tax liability, many small corporations are in
much the same position as the ordinary individual taxpayer. Undue corxplication
is inexcusable even in the corporate field. In this connection I call to yor'
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attention the fact that we now have five principal kinds of corporate taxes.
We have (1) the ordinary normial and surtax, (2) the excess profits tax, (3)
the declared value excess profits tax, (4) the capital stock tax, and (5) the
personal holding company tax. The whole administrative machinery operates
separately with respect to each tax. The result is much duplication and waste
of manpower on the part of corporate executives and employees. Clearly the
capita' stock tax and the declared value excess profits taxes should be
elinidnated even at the cost of revenue. As a matter of fact, any loss in
revenue could easily be regained, without any substantial redistrihbtion of the
corporate tax burden, by increasing the corporate income tax rates.

Turning to complcations vtich affect only limited groups of taxpayers,
everyone vill readily ad=it that there is rmlc'h work to be done. The so-called
reorganization provisions are almost unbelievably complficated. Various trust
provisions have resulted in a flood of litigation. The corporate relief pro-
visions of the 1942 Act present a stagzerinr: adninistrative problem. The
new powers of appointment provisions of the 1942 Act fall far short of solving
the problems with which they courageously deal.

The whole problat of co-relation of the income, estate and gift taxes has
had little realistic thinking for many years. ie have called upon the outside
tax bar to help us in the solution of this problem, and have appointed
a comnkittee to make a careful study of the subject. In the Treasury we are
working upon all these, and rnoy other, problems.

The problem of simplification is one of degree. Undoictodly the popular
demand for simplification has greatly increased in the last few years as our
rates have maounted to now hilh levels rnd as our taxes have extended their
reach to many more taxpayers. Without doubt the Curren:t Tax Payrent Act of
1942 has touched off the most recent dasands for sL;plification. This Act,
;with its esoteric forgiveness and winldfall provisions, has confounlded confusion,

With these provisions and the victory tax in the statute it has become impos-
sible to prepare a roasonably simple tax form. Yet Me must have such a form.
The law must be simplified so that the average man of the strect will not need
to enploy a lawyer or an accountant to compute his incone tax liability.

Simplification is an intensely lesiraile objective, particularly in
respect to individual taxes paid by the mass of the people. It is also de-
sirable that provisions affecting saaller groaps be untangled. Iut simpli-
fication is not the offhand job Tany people suppose it to be. To a degree it
can be accomplishod; the Treasury is givin, more than lip service to the task4
tfe hope we may have your help as we take each stop onil this uphill road.

But lot us not delude ourselves. There can ho no perfectly simiplo tax
statute that he vJo runs may road. Let me correct myself; there can be such
a statute. But you would be the first to protest if it wore enacted. The
price of too much simplicity would be too much injustice, and too much escape
from txc by too many. The wise choice must he the greatest possible simpli-
fication consistent with the greatoes o-ikity to all taxpayers.
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Many years ago the Chinese philosopher Mencius said, "I like fish, and
I also like bears' paws, but if I cannot get both together I will let the fish
go and take the bearsT paws." Like history, philosophy sometimes repeats
itself: in modern times the late Justice Holmes jointed out that for every-
thing we have we give up something else, and urged that we balance advantages
gained against other advantages lost, knowing what we are doing when we elect.

The issue of simplicity requires a choice in which the advantae we gain
must be set agains± the advantage we lose. We should know what we are doing
when we elect. We should know that ultimate simplicity and perfect equity are
incompatible. Somehere in the Yilderness there is a middle road between
those two extremes.
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