
>.a· . John 
o .. d LU·' .,_., Anbr .• ~ fi.~ul} th 

Coa.e !a• t<1t1 

H:lt ~-· HO•Stc1& Stat€ (lffit'~ £utl~tr1t 
Auet1a, Tesa• 7f7Cl 

Tl\1' r•p•rt•cnt hes c1(\eel7 ff.':.!low .. ~ tt.,. dtr.ru (tf tbtt Tn.a• Anhual F..aalf.h 
r.Gmli•a1ou t~ •"for<• it• ~tucello•i• r•g"let1~ a.i•1P•t "r. l. J. iuol•J• 
WhtJ• .,. ~lieTe th•t th• CODAl•~ion he• d111nc~tly pur•ued •~' will coettnve 
to pur•u.m tbe eofercea.cftt ~f jt• b~ocolloeia rrograe ia the State ceuTte al!M1 
th• ~l•t~ leal•l•tur•, 1t ·~~·•r• tb1• •ffort !e lo•!nc tte ~at.a. 

Thi• D*p•rt .. ~t h•• a r••f4a•1h111ty to pr•Y•~t the tat•r•t•t• di•• .. t .... ttoa of 
~ruc•ll~ate. "nt• C,,._1•s1on'e io•~illt7 co cerr,.out f•lly tr.1 re•,o••t~tllti•• 
ia t~ joial 6t•te-ftt4er"l 8raeello•i• lred1~•tton Proar .. ••IMl•tee rb•t tbi• 
ce,.,.rt .. •t ••t'lOUl y coaaidf'.r act toe to prorcct lhe otl\c.r Sr•U• lroa tb• 
d1Huiuttoa et bl"lltc•llo•b fro. T•••·•· i. tlh r•c•t4, tt •Fpean that t~c 
OQly Yia~l• OJtlo~ .-.aila~l• to thte tc~ct .. wt, ro &e~t cvr le&J•latl•e 
a••d•t•, •• to i•pe•• •acl •afo.-,• • ~u•r•"t1Dc of th• St•te of t•s••• 

lo view of lhe •Upport tbh fle~. ttfilt:tlf tt •• t.a.t ffoa th• ('*91ta1C>D •ad Te••• 
c.attl~ pro4u~•r•• tbfri 'fU•r•.,t.iN wa• ant t•po•ed aarller. M>v•••r, ®l••• tbe 
~lt•loa .le •ble tc. partldp~te fully h; tht!' joint 1itate-F-4erd lrtterellode 
Eradic•tton Pr•araa, th• rtak ~1th r«apect to the &1t•ea1aat1•• •f ln--e•llo•t• 
•111 r~quiT~ th•t t~i• ~peri.~t qu5~eotln~ th« State ot T•s••· 

Jal James O~ Lee; Jr: 
~ctlng Administrator 
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Tl-IE WHITE HOUSE 

Wl-.SHINGTON 

Fe bruary 24, 1983 

MEMORANDUM FOR BUCK CHAPOTON 

FROM: 
. . ' \' .. / 

Jim C1.cc oni · · · 

SUBJECT: Corre spondence from George E. Barnes 

Attached are copies of two of the most recent letters Jim 
Baker has received from George Barnes as a result of a 
conversation they had during the President's Chicago trip. 
Mr. Barnes propo ses the reinstatement of stock transfer 
taxes, and is opposed to withholding on dividends. 

I would apprecia te it if you would please respond to 
Mr. Barnes' proposal on behalf of Mr. Baker, with a copy 
to our office. 

Thank you for your help. 

'-

I 

J 
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) gj !,'.;: : ,.·::. . •1cc:-n !~ 0,n G!:ORGE E. GARNES 

Pa rtner 

L,..\.' \~ I ·• ft - ]_ 

f ·f I , ,1 •;_.:: 
/';~· -; , ... _ 

7 ;._J 

-~ .· ' l l Iv" r · '. · -! -.r ... s .' ~ • _../V"<.I o.'.._L,... 

'2- /I- c3 

(\'' "' (,,. 1_; ~'\. ·::..'A(,. . 

Dial lor1g disLJncc t0!J - ~ 1l't' 

800-62 1 · -~477 0t1'.s.dc ::Ln.' ·:. 
800- 972-~iSL~G \\ith:n lj11;1,~ •· . 

Local c~: 1 s 431 -1700 

WAYNE HU ~.lt·.t. ER & CO. 175 \'hst Jackson 6ou levard, • Chicago, Ill inois 60604 
t.le;n!:;ers New York, American and Mic·.vest Stock Exchanges 



Par l ners 

G•::irQe E £;,rnes 
~.-11y A Baum 
V/il i:om B . Hummer 

Pt.dip Vlt1 1ne Humm e1 

H;my F'. <o gc Baum 
F C •1d1d Sct.vetller 
jc..nn 0 Ca11oll 

R• • .i ·el1 H Chase 
\'Jd:,~m A Rogers 
Aot..erl F K;,,,hlleldt 

P'" : ~: ;> M flurno 

Ju~eµh A p, ei.. arczyk 

G ipd Stocker 

5:1:-c:n A Becker 

P,1';:h J Lc:mley 

~->;:iir E Binz II 
\\';;yne Hummer 

F<tmll y T1usl 

' 
o.~1 lo~g d1c:ancc loll-lr C'e 
f, \)() - £21 - ~477 

o00-972-5SG5 (Ill inois) 
Loca l ca lls 431-1700 

~Vayne Bummer & [o. 17? wesi JacKson Bou:c:.·c::c: ·:=::·:.::ag:i, 11 1i ;1ois 60604 

February 6, 1983 
2100 South Ocean Lani 
Florida, Ft.Laudcrda: 

Mr. James Baker,111 
Chief, White House Staff 
White House 
Washington, D. c. 

Dear Mr. Bakera 

You really started something whe n Y<YJ. ·"1~~/ced me for the dollars 
involved to the Tr L';t~~ury in i.:he r c--1..::;-1 <i1..: !::,-.cnt of transaction taxes 
on securities sold and issue d. 

It was possible to secure the a nnual sales of mutual funds and 
new corporate issu0s this past week. For the year 1982, the 
dollar volume figure with the:> <J.dditiuns of other markets hi1s 
increased to over $4 trillion which 'Jould swc:ll the Treasury 
revenues to approxi.mately $3 billion, without considerii1g stock 
and bond sales of aJ.l privately ownC?d co.i:porations. Also, I 
have not rcs-a:r:ched the volume of securities changing mme?rship 
through consolidations, tax-free cxch;:i.nges a nd barter traRs
actions. C6nceivabJ.y, this would bring the r e v enue:> take to 
$5 billion. or more. 

There is no reason in the world why com1nodi ty transactions 
should not carry a similar tax , especially with the options 
flourishing. The refore, it is my hope that the President will 
include them. There will be hues and crys but thi s can be 
overcome by providing no holding period or leaving it at three 
(3) months. He should be concern e d anyway about the wide 
fluclmtions in the marls_et places caused by inability to sell. 
Besides, it would grcrttly add to the Trca~ury r evenu es in e n 
couraging indi vidll<'l.l investors to return to the market pl<1ce. 

Wheth'er you reali :-~ e it or not, the p res<::'nt dollar volume is 
l a rgely made up of i.:.ax-frce tr;:rnsactions of foundations, pension 
funds, profit sharing groups and others c:>njoying t ax inurnmi ty. 
Further, it is imperative that early steps are take n to broaden 

-· 

c:r, . 
9

. ,,
5 10 5

the sources of Tre<: s ury revenues a nd not just add to the tax 
~-rvm mvc: 1 , • , • 
sluce 7931 on gt1soline, telephone, · inc ome t axes and the like . Such incrL"C1Scs 

are self defea ting insofar as revenues are c oncerned. They c=:ire 
r esponsible f or the sn~ft to s helters. In my 53 year$ in the bus-
I n ever saw the time whe n there were so many free- r iders . 

In searching for n ow r evr;nues, it is para:r::ount that the tt:lx 
collection costs be:> ronsidr::>re d. A good 0'::-~a !t!ple is with110Jding 
whi c h if not r e }?c<J. l c d will cost thi s nation a minimuin of $5 b i lli o n 
a nnua lly to adrm.nistor. Now that the ~dmini strati on h as done s o 
much in extending r e porting to 90% of invc:;t.ment inc o me, there 
is no justificati.on whatsoever for wi-U1holding . This should 
come from the 1 i l:)S of t11e Pr0sid011t- i d t 

r- ' -' ~ .. n or e r o make 2lnL'nds 

Members New York, ArnLTicJn Jnd r,l idwrst Stock E,.:,hanges 



. . 

with the en ti re.? pupuJ. ;3 ce including minors with sav.1-!'"lgs a cr:ounts. 

I t11ought of i~·1cl u<iing provision for real estate in c:. tra na ct .ion 
tax, but I found t11at that a neighbor of mine bought $450 in 
docwnc·ntary ~ i:<i: !1ps this past week on a $100, 000 sale or $4. 50 per 
thow:;and vec:;~H'> $ .. 50 for stocks under our proposal r:md $ 2.50 for 
a capital c~~ngo. 

Mr. B;:iker, it 1 s my suggestion that your office cor;,5uct some fact 
finding with tl1e Treasury before the subject goes on the table. 
I h~ve made no provision for exemptions to make the law ~3sy to 
administer. 'rJ: :J. t is why withholding would not work a nd it 1wuld 
end up a di: ~~1:::; ter. 

No doubt the c'xc11."111ge markc=t specialists had a lot to do with the 
r e p eal of tbe l;ci.w <:tfter it had been on the books for JT.any yea rs. 
It :>r::c'ms strdngc~ t.hat in 1966, the technical change \._;ould have 
increased t.11eir transfer tax cost by 40%, and they did not ev<::n 
to 8.1ow up in Hashington. We carried the ball from Chicugo as you 
will see from the Midwest Stock Exchange bulletin. 

In the event the floor broker who makes mark ets for -C.he public finds 
such costs wnrk a hardship, ther e is rcu.son to allow him to d<?duct 
his cost from his individual income tax. This would result in 
exe.rnpting the ::>pc'cialist who buys and s ells all day long without 
causing the industry any computer and market problc-rns, 

For your information, the former rates were 4¢ per hundred on 
stocks, 5¢ on bonds, 4¢ on mutual funds, and 11¢ on all ol::.her new 
1-Ssucs. Applying these fonner rates to 1982 dollar -v-olurne, the 
present loss to the Treu.sury is $2 billion on publicly held 
securities alone. It would appear that the mutual fund interests 
had a good lobbyist to pay 4¢ while oth<?r securities were paying 
116. This is a lot of money to annually throw down che drain. 

As I indicated to you in Chicu.go, it is vital to c1~ange Pi- c~3idcnt 
Reaga n's image that he onl:'t- thinks of helping t11e r:i,ch. We think 
our proposals are made to order to accornpl ish this as a n;:=:ans ::::.o 
bring the National Budget in better balance and aid our r ecovery 
as w011. 

I will be gl<1d to make myself available for any confcrcnces to 
exp E<li te the foregoing. Thank you f or your continued interest. 

B • 

Copies: 
Senator C11arl cs H. Percy 
Senator Pete Wilson 
Enclosures 



J SSU!-o!·JO::: Tl\.X ON 

TRA.NSFER TAX: 

Re-'-enact a transfer tax of . CS% on ~- h2 .1ctual value of the 'certificate s, contracts on 
tonds or stocks that axe '.::old or t;_-,-onc:;fcnri:::d, including options, rights, and '"arrants. 
(Forrrerly 4¢ IJ2r share fn>n 1/58 to l/66.) 

:Ma ... ximum - in no cas e sb;;ill th3 tax j rn~X)S(_'<l on any such sale or transfer b2 nnre t11an 
16¢- l?er share or $1. 00 ix:r $1, 000 f .•e:-'! va lu8. '_fne ceiling rreans iliat a security sc~lling 

''" for m::)re :=h:m $200 shaJl )YO 1-:is:iitc-:d to 10¢ p2r share. 'l'he ceiling rate on l::ond or 
note obli<__;ations ireturing in k ·ss i L.:m on<:: year shall re 2~¢ on each $100 of value · 
or nHjor fraction tl-.c rcof. 

Exsnptions - 'rhere shall b2 no tax i 1;pYci•::-d on stock borro'.ved or retw:n thereof and 
rroncy-foods >·.~1ich are rcg:, r r}-=<:1 for U1is pnr_-p_:ise as de t::Ds its ve:csus securities. 

S'l\XJ< At'JD BOND 1SSUf-l.?-lCE T.T_,,X : 

'I'his issn:mcc tax s11all ~ invokffi on nll S•::!curities of .1% on the actual value 
(Forrrerly 11¢ J?2r $100) Only governm_:·nt issue s and political suhlivisions tJ1:2reof 
shall re exe_rnpt from this Issuance Tax. 

~r~~SFE~_9R _~CI~-~--T·~ __ ON 1-3_'.~~?\?}T~._T_,_T_z~~~:!(_)_?_.:j_§J ___!'!ER:;ER:J-" TAKEOVER;, 
TAX.:.. FREE S','iOPS AND BARl'ER TF.:'\NS.7\CrIONS: 

- ------·-·---- ---- - -- ·- - ·- - - - -

A nc;w issuance and/or transfer tax of .25% actual value shall be i1i-~::osed. 'This higher 
rate is justified to catch up to num~rous tax-free exchanges on all forms of proty2rty 
and rortered transactions. It is vi ta.l to the nation that steps are t aken to dis
courage rronq:olistic trcmds. 

EXA'1PI.E.S OF IMPOSITION OF NEW 
'l'Rt~}.JSFER A..._l\lD ISSUA.l\JCE TAXES 

ArroW1t jnvol vm on sale, 
transfer, exchange or bar'cer 

One Thous;'lnd 
T.::n Thousand 
One Hlmdrc:d Thousand 
One J\lillion 
'I\::n Million 
One Hundred Million 
One Billion 
'1\-.D Billion 
Ti-reonty Billion 

.05% ------

$ .so 
5 

50 
500 

5,000 
50,000 

500,000 
1,000,000 

10,000,000 

Amount of Tax 

19- .25% • 0 ---- ~----

$ 1 $ 2.50 
10 25 

100 ?50 
1,000 2,500 

10,000 25,000 
100,000 250,000 

1,000,000 2,500,000 
2,000,000 5,000,000 

20,000,000 50,000,000 

Wnen the Lran.sfer law was rq~aJ ed. in 1966, the following r ate s tnJ.cture was in pl:'lce: 

4¢ p:::r $100 - c<--IUities 
5¢ rx::-r $1.00 - b .)nds 

10¢ pe r $100 - D2W equity issue s 
4¢ p2r $100 - 11rutual fund i1ew issue s 

11¢ J?2r $100 - l::ond new issues 
Or 171.:::J. JOr fractoion tbc·rcof 

-· 
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P11rtners 

Gt-vige E ?.arr.es 
Ha11y A 8.Jum 

\Ndl1am B Hummer 

Pf\1llp \.,1dyr-. t :.\un1n1er 

Ha11y F1ac9 G;,um 

F Gu;ud Sc.t1l1Cille1 

John D Cturol! 

Rot•trl H Ct~ase 

\V:lham A R~~ers 

Rot,1:n F . r, c.h!leldt 

G lt-d Beel.er 
S1cven R 8t :- ker 

F='otlph J lE'm:ey 
'-~az E Binz II 
\•.'ayne Hum:-ner 

Family Trusl 

Serving investors 
since 1931 

o ,al 1-:.·,g c.: ·~n~c tol!-ffcc 

DO-G2 1 ~477 
SJ0-972 - !>~66 p :1ino1s) 

Loc2: c;i lls 431-1700 

\1\/ayne Hummer & [o. 175:'NestJackscn0,-,,..:k;vard . Chic.,·go, lllinois60604 

Mr. James Baker, III 
Chief, l~h it e House St a ff 
\~hi te House 
Washington, D.C. 20500 

Dear Mr. Baker: 

February 9, 1983 

Our senior partner, George E. Barnes, has made some slight changes 
on his proposal for President Reagan to consider on security trans
actions. A copy of which is enclos2d. The principal change is the 
proposed tax on mergers and tax-free exc hanges. A memo randum is 
also enclosed showing the governments revenue opportunities on the 
re -enactment of such taxes. Since lime if of the essence, I am 
sending this material to you by Federal Express mail. 

Pl ease make any response to .M_r_. Barnes at: 

c --

Mr. George E. Barnes 
2100 South Ocean Lane 
Fort Laud erdale, FL 33316 __ /. 

Sincerely, 

\.!/WNE HUHMER & CO. 

11 IJ c) ~~ 
I Y) j/// 1· _ { ( ///· ,r , ;f~' c~ '··. - -:- ' . - .....___ __ 
'/ ... _ ~...:..:...__.) 

Jb .'\rin tgan 
Secretary to George E. Barnes 



PRESIDENT REAGAN Is PROPOSED TRAN Sr tR OF O~·:::t.R SHl p ,,:rn 
----------

ISSUANCE TAX ON ------- -

~-~i!:l_~ IT IE S, COMMODITIES, MD ALL FORMS _OF _ _Q_~_I_I O~~~ 

TRANSFER TAX: 

Re-enact a transfer tax of St on· each $100 of value or major fr·act~on on the actual 
value of the certificates, contracts on bonds or stocks that ,,,-e so ld c/ transfen-ed, 
including options, rights, and l'larrants. (Formerly 4.C per sha 1·c from l / 58 to 1/66.) 

Maximum - in no ca se shall the tax imposed on any such sale or tr ansfer [j(~ more than 
Tbl on each unit. The ceiling means that a security selling for 1no re tL .rn $200 shall 
be limited to lOt per share. The ceiling rate on bond or note ob ligati 0ns maturing 
in less than one year shall be 2 l/2t on each $100 of value or 1 ~ajo r fr ~c tion ther eof. 

Ex c;-;1p tions - There shall be no tax imposed on stock borrnwed or return thereof an d 
ti~a-nsact1ons of 1vholesale dealers and floor speciali sts to pre ~,2 rve close rn a;-kets. 

STOCK AND BOND ISSU ANC E TAX: 

This i s suance tax shall be invoked on all securities of 10¢ on each $100 or major 
fraction thereof. (Formerly llt per $100) Issuance taxes on initial offerings 
of U.S. government obligations and political subdivisions thereof shall be ex empt. 

TRANSFER OR EXCISE TAX ON RECAPITALIZATIONS, MERGERS, 
T AA( OVER s-:-ANTIBARf ER- TR AN SAC TI ON S :· ----- -- - - --

· A new issuance and/or transfer tax of 20t on each $100 of actual value or ma jor 
fraction thereof shall be impo sed . This higher rate is justif ied to catch up to 
numerous tax-free exchanges on all forms of property and bartered tr ansact ions. 
It is vital to the nation that steps are taken to discourage monopolistic trends. 

EXAMPLES OF IMPOSITION OF NEW 
~urn-r'f SF[R- ~1\:~oIS SD7Wl'X I AXES--

Affio unt involved on sale, 
tr_~ ::i_~fer ,_ ?_xchang~~c_ b~t~.!::_ 

One Thou s.and 
Ten Thousand 
On e Hundred Thousand 
On e Million 
Ten Million 
One Hundred ~ill ion 
One Billion 
T· .. w Billion 
T1·1en_ty Bi 11 ion 

* or major fraction ther~of 

A m o u 

St Rate * 
Per $100 
-------

$ .50 
5 

50 
500 

5,000 
50,000 

500,000 
1,000,000 

10,000,000 

n t of T a x 
-------

10¢ Rate* 20i Rate* 
Per S1 00 Per $100 
------- ----~--

$ 1 $ 
10 

100 200 
1,000 2,000 

10 '000 20,000 
100,000 200,000 

1,000,000 2,000,000 
2,000,000 4,000,000 

20,000,000 40,000,000 



COMPARATIVE DOLLAR VOLUME OF SECURITY TRANSACTIONS 

FOR THE YEARS 1981 and 1982 

Showing r evenue opportunities in the re- enactment of 
lrnnsTe-r---;111-d-- I ssuancetr ansaiJ~ lo_n_t axes--onsaTes of 
-sToc~bonds~OjJfrQrisar-id mufual- Tund_S: __ This record 
oftheaorr ar VO 1 ume in alT-m,irreTs-was_u_preparedat-
tl1e--sugges lTonm_S_enator-Char l es H. Percy and Llarnes 
A.-:-13a-ker~I-rr ,_ C~i~! oT -the i~~i~~-e Hous~-~ taff. ~==-~= 

1981 1982 SECURITY & NAME 
OF i ~ f~RKET ---Tooo omitted_) __ _ 

TREASURY REVENU[ 
PRIOR RATES __ __ PROP·o-sEo RA TE s % 

BONDS 

N . Y . S . E . BONDS 

/ \MCX BONDS 

CURP. BONDS - off Ex. 
(tst. 10 X Ex. Vol.) 

Nf-_W GOVT. ISSUES 

GOVT. - Off the Board 
(Est. 1% Debt) 

NEW ISSUES OF CORP. 
BONDS & NOTES 
ttst. not completed '82) 

~b~JtT~~t~ OF 

(Not compl et ed '82) 

TOTALS 

$ 4,829,539 $ 6,0L?,745 

1,266,181 1,817,861 

60,957,200 78,456,260 

203,000,000 190,000,000 

l,100,000,000*1,l 50,000,000* 

47,170,481 47,120,481 

80,577 ,000 80, 577 ,000 

$1,497 ,750,401 $1,553,999,347 

$ 3,013,823 

908,941 

39,228,130 

none 

51,722,529 

no tax 

$ 94,873,423 

NEW ISSUES OF MUTUAL 
FUNDS $ 472,1 83,000 $ 626,011,011 $?50, 404,404 

SHARES & OPTIONS 

N. Y.S.E. STOCKS $ 389, 268,600 $ 488, 396, 300 
AMEX STOCKS 26, 384,779 ~0,731,~54 

ILL REGIONAL EXCH ANGES 23,742,754 67,763,587 .04% 

_____ 1_4_,_2~?~-' Q_QQ_ __ ---~!.}_8_0_,_Q_OO M. tXCHANGE OPTIONS 

TOTALS _$ --~_3_, __ 6-95_,_133 t __ 5 9l _J?_7 1_ ,_l~_l ~_2 36 . ~Q_~~56 

NASDAQ -
Stocks 

Over the Counter 
$ 71, 056 , 938 $ 84,188,651 $ 33_,675,460 

OVER TH E CO:J:nrn TRANS-
.'\CT JONS (not cl c:ai-cd by 
~iA SD .l\Q) t Est. 25%) 17, /6 4, 234 21, 047,1 63 8 , 418 ,365 

NEW I SSUES - Corp. Stocks 1 , 14 3, J :~ 9 ' 000 ] , .)05,35 5,000 1, 435, 890, 000 

$ 3,013,823 

908,941 

29, 228,130 

none 

575,000,000 

47,120,481 

no tax 

$665,171,375 

$626 ,011,011 
- - -- --- ---

$295,635,540 
----- - -

$ 42,094, 326 

10,526, 300 

1, 305, 355,000 

SHARES & OTHER SE CURITIES 
ISSUED UNDER ~e r gers , 
~ xch c nge s , Sal es & Barters 

(not ~ v a il able) - Terminat in g tr ansf er taxes in thi s cat egory 
r e pr es,_~ : 1 t by f ar Lhe l iffQC'St l osses in Treasu ry r even ues in 
r ecent .Years. 1'l.s a case in point, ~ .. :1e n U. S. St eel acquired 

.05 

.05 

.05 

.oo 

.05 

. llP 
-:TUN 

.uo 

.04P 

. lON 

.05 

.05 

.U411 

.USN 

.04P 

.USN 

. l!P 
-.TUN 

the 2.i:31·es of 1-i ar·athon Oil, the Treas ury lost about $16, 87 5,000. 
With AT&T capital ch anges in split-offs coming up, the Treasury 
would recove r SZ - 3 Billion. This wou ld only represent penni c:s 
per sl ;Jr-e to the shar c: holders as 1 .. ell as re imbui-se Uncle Sam 
for huge l eg al outl ays by the Ju st ice Dept. lhi s is v1h at 1ve 
mean Ly making e:ac h sec tor ot our economy pay their fafr511Jre 
of_- 90\ ti/1~~~ n~_- ---------- ---

STOCK SAL ES OF ALL 
PiUVATELY HELD CORPORATJONS (not .w ai1 abl e) - ncve r·the1e ss a l a:-9e revenue producer. 



IOTALS $1, 232' S.70'172 

:~RP.N D TOTAL: $3,656,178,706 

$1;389,543,614 $1,47 7,984,325 ~ l,357,975,626 

$4'1 60,825'113 $2,059,770,608 $2,294,793,5~2 

Wayne Hummer & Co. 
Memb ers New York Stock Exchange 
Geo rge E. Barnes, Seni or Partner 



- ~------::----~-= 
Memorandum from GEORGE E. BARNES 

Partner 

"2. ,_ I 1- d ~ 

V\itr. ~titi'to.t.S< flo~'k h!Abi~t!>S fkl&I:: 
305-5c};.'-(-81f5'1 

WAYNE HUMMER & CO. 

Dial long distance toll-free 
800-621 -4477 outside Illinois 
800-972-5566 within Illinois 
Local calls 431-1700 

175 West Jackson Bouleva d . 
Members New York A . r ' • Chicago, Illinois 60604 
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·PRESIDENI' REAGAN'S PIDPOSED TRANSFER OF CWNERSHIP AND 

ISSUANCE TAX ON 

SECURITIES, CCMM)DITIFS, OJ'TIQNS~. :.. AND BARI'ER TRANSACTIONS 

TRANSFER TAX: 

Re..;.enact a transfer tax of .05% on the actual value of the "certificates, contracts on 
lx:mds or stocks that are sold or transferred, including options, rights, and warrants. 
(Fonrerly 4¢ per share from 1/58 to 1/66.) 

Maximum - in no case shall the tax .imposed on any such sale or transfer be rrore than 
10¢ per share or $1.00 per $1,000 face value. The ceiling means that a security selling 
for rrore than $200 shall be limited to 10¢ per share. The ceiling rate on rond or 
note obligations naturing in less than one year shall be 2~¢ on each $100 of value 
or rrajor fraction thereof. 

Exemptions - There shall be no tax .imposed on stock rorrowed or return thereof and 
noney funds which are regarded for this purpose as deposits versus securities. 

S'l'CXK AND BOND ISSUANCE TAX: 

This issuance tax shall be invoked on all securities of .1% on the actual value 
(Fornerly 11¢ per $100) Only governrrent issues and political sul:xlivisions thereof 
shall be exempt from this Issuance Tax. 

TRANSFER OR EXCISE TAX ON RECAPITALIZATIONS, .MER.";ERS, TAKEOVERS, 
TAX~EREE SWOPS AND BARI'ER TRANSACTIONS: 

A new issuance and/or transfer tax of .25% actual value shall be .imposed. This higher 
rate is justified to catch up to nurrerous tax-free exchanges on all font\S of property 
and bartered transactions. It is vital to the nation that steps are taken to dis
courage nonopolistic trends. 

EXAMPLE.S OF IMPOSITION OF NEW 
TRANSFER AND ISSUANCE TAXES 

Arrount involved on sale, 
transfer, exchange or barter 

One Thousand 
Ten Thousand 
One Hundred Thousand 
One Million 
Ten Million 
One Hundred Million 
One Billion 
~Billion 
~nty Billion 

.05% 

$ .so 
5 

50 
500 

5,000 
50,000 

500,000 
1,000,000 

10,000,000 

Amount of Tax 

.1% .25% 

$ l $ 2.50 
10 25 

100 250 
1,000 2,500 

10,000 25,000 
100,000 250,000 

1,000,000 2,500,000 
2,000,000 5,000,000 

20,000,000 50,000,000 

When the transfer law was repealed in 1966, the following rate structure was in place: 

4¢ per $100 - equities 
5¢ per $100 - ronds 

10¢ per $100 - riew equity issues 
4¢ per $100 - mutual fund new issues 

11¢ per $100 - rond new issues 
Or ci~jor fractoion thereof 
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Partners 

George E. Barnes 
Harry A. Baum 
Wilham B. Hummer 
Phil ip Wayne Hummer 
Harry Flagg Baum 
F. Girard Schoettler 
John D. Carrol l 
Robert H. Chase 
W illiam A. Rogers 
Roben F . Kahlfeldt 
Pn11iP M. Burno 
Joseph A. Piekarczyk 
G . Ted Becker 
Steven R. Becker 
Ralph J . Lemley 

Max E. Binz II 
Wayne Hummer 

Family Tru sl 

Serving investors 
since 1931 

Dial long distance tol l-free 
800-621-4477 
800-972-5566 (Illinois) 
Local calls 431-1700 

Wayne Hummer & Co. 175 West Jackson Boulevard • Chicago, Ill inois 60604 

Mr. James Baker, III 
Chief, White House Staff 
White House 
Washington, D.C. 20500 

Dear Mr. Baker: 

February 9, 1983 

Our senior partner, George E. Barnes, has made some slight changes 
on his proposal for President Reagan to consider on security trans
actions. A copy of which is enclosed. The principal change is the 
proposed tax on mergers and tax-free exchanges. A memorandum is 
also enclosed showing the governments revenue opportunities on the 
re-enactment of such taxes. Since time if of the essence, I am 
sending this material to you by Federal Express mail. 

Please make any response t!l_ Mr. Barnes at: 

( 
~----

Mr. George E. Barnes 
2100 South Ocean Lane 
Fort Lauderdale, FL 33316 

_,,,,,/ 

-~---
-- --- -s-tncere ly, 

WAYNE HUMMER & CO. 
/l ( ' {t t "-;__c ' er,;(__ __ 

J nn t: gan 
)ecretary to George E. Barnes 

Members New York, American and Midwest Stock Exchanges 
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PRESIDENT REAGAN'S PROPOSED TRANSFER OF OWNERSHIP AND 

ISSUANCE TAX ON 

SECURITIES, COMMODITIES, AND ALL FORMS OF OPTIONS 

TRANSFER TAX: 

Re-enact a transfer tax of 5t on each $100 of value or major fraction on the actual 
value of the certificates, contracts on bonds or stocks that are sold or transferred, 
including options, rights, and warrants. (Formerly 4t per share from 1/58 to 1/66.) 

Maximum - in no case shall the tax imposed on any such sale or transfer be more than 
lOl on each unit. The ceiling means that a security selling for more than $200 shall 
be limited to lOt per share. The ceiling rate on bond or note obligations maturing 
in less than one year shall be 2 l/2t on each $100 of value or major fraction thereof. 

Exemptions - There shall be no tax imposed on stock borrowed or return thereof and 
transactions of wholesale dealers and floor specialists to preserve close markets. 

STOCK AND BOND ISSUANCE TAX : 

This issuance tax shall be invoked on all securities of 10¢ on each $100 or major 
fraction thereof. (Formerly llt per $100) Issuance taxes on initial offerings 
of U.S. government obligations and political subdivisions thereof shall be exempt. 

TRANSFER OR EXCISE TAX ON RECAPITALIZATIONS, MERGERS, 
TJ.\KEOVERS, AND BARTER TRANSACTIONS : 

A new issuance and/or transfer tax of 20¢ on each $100 of actual value or major 
fraction thereof shall be imposed. This higher rate is justified to catch up to 
numerous tax-free exchanges on all forms of property and bartered transactions. 
It is vital to the nation that steps are taken to discourage monopolistic trends. 

EXAMPLES OF IMPOSITION OF NEW 
TRANSFER AND ISSUANCE TAXES 

Amount i nvolved on sale, 
transfer, exchange or barter 

One Thousand 
Ten Thousand 
One Hundred Thousand 
One Million 
Ten Mi 11 ion 
One Hundred Million 
One Billion 
Two Bi 11 ion 
Twen_ty Bi 11 ion 

* or major fraction thereof 

A m o 

5t Rate * 
Per $100 

$ .50 
5 

50 
500 

5,000 
50,000 

500,000 
1,000,000 

10,000,000 

u n t of T a x 

10¢ Rate* 20.i Rate* 
Per $100 Per $100 

$ 1 $ 
10 

100 200 
1,000 2,000 

10,000 20,000 
100,000 200,000 

1,000,000 2,000,000 
2,000,000 4,000,000 

20,000,000 40 ,000,000 



, COMPARATIVE DOLLAR VOLUME OF SECURITY TRANSACTIONS 

FOR THE YEARS 1981 and 1982 

Showing revenue opportunities in the re-enactment of 
Transfer and Issuance transaction taxes on sales of 
stocks, bonds, options and mutual funds. This record 
of the dollar volume in all markets was prepared at 
the suggestion of Senator Charles H. Percy and James 
A. Baker, III, Chief of the White House Staff. 

TREASURY RE VENUE SECURITY & NAME 
OF MARKET 

1981 1982 
--rooo omitted-r-- PRIOR RATES PROPOSED RATES % 

BONDS 

N . Y . S. E. BONDS 

AMEX BONDS 
CORP. BONDS - off Ex. 
(l:st. 10 X Ex. Vol.) 
Nl:.W GOVT. I :)SUES 

GOVT. - Off the Board 
(Est. 1% Debt) 

NEW ISSUES OF CORP. 
BONDS & NOTES 
(1:.st. not completed '82) 

~o~rtr~~rs OF 

(Not completed '82) 
TOTALS 

NEW ISSUES OF MUTUAL 
FUNDS 

SHARES & OPTIONS 

N.Y.S.E. STOCKS 
AMEX STOCKS 
ILL REGIONAL EXCHANGES 
M. 1:.XCHANGE OPTIONS 

TOTALS 

$ 4,829,S39 li 6,0Z7,74S $ 3,013,823 

1,266,181 1,817,861 908,941 

60,9S7,200 78,4S6,260 39,228,130 

203,000,000 190,000,000 none 

1,100,000,000*l,lS0,000,000* 

47,120,481 47,120,481 Sl,722,S29 

80,S77 ,000 80,S77,000 no tax 

$l,497,7S0,401 $1,SS3,999,347 $ 94,873,423 

$ 472,183,000 $ 626,011,011 $2S0,404,404 

$ 389,268,600 $ 488,396,300 
26,384,779 20,731,2S4 
23,742,7S4 67,763,S87 .04% 
14,289,000 14,380,000 

$ 4S3,68S,133 $ S9122712141 $236,S08,4S6 

NASDAQ - Over the Counter$ 
Stocks 71,056,938 $ 84,188,651 $ 33,675,460 

OVER THE COUNTER TRANS
ACTIONS (not cleared by 
NASDAQ) (Est . 25%) 17,764,234 21,047,163 8,418,865 
NEW ISSUES - Corp. Stocks 1,143,749,000 1,305,355,000 1,435,890,000 

$ 3,013,823 
908,941 

29,228,130 

none 

S7S,OOO,OOO 

47,120,481 

no tax 

$66S,171,37S 

$626 ,011,0ll 

$295,635,540 

$ 42,094,326 

10,S26 ,300 

1,305,355,000 

SHARES & OTHER SECURITIES (not available) - Terminating transfer taxes in this category 
ISSUED UNDER Mergers, represent by far the largest losses in Treasury revenues in 
l:.xchanges , :)ales & Barters recent years . As a case in point, when U.S. Steel acquired 

.OS 

.OS 

.OS 

.uo 

.OS 

. llP 
:roN 

.OU 

.04P 

.lON 

.us 

.us 

.U4P 

.USN 

.04P 

.USN 

. l!P 

.!UN 

the shares of Marathon Oil, the Treasury lost about $16,875,000. 
With AT&T capital changes in sp lit- offs coming up, the Treasury 
would recover $2-3 Billion. This would only represent pennies 
per share to the shareholders as well as reimburse Uncle Sam 
for huge legal outlays by the Justice Dept. lhis is what we 
mean by making each sector of our economy pay their fair share 
of government. 

STOCK SALES OF ALL 
PRIVATELY HELD CORPORATIONS (not available) - nevertheless a large revenue producer. 

P=Prior 
N=New 
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TOTALS $1,232,570,172 

GRAND TOTAL: $3,656,178,706 

$1,389,543,614 $1,477,984,325 ~l,357,975,626 

$4' 160,825'113 $2,059,770,608 $2,294,793,55~ 

Wayne Hummer & Co. 
Members New York Stock Exchange 
George E. Barnes, Senior Partner 



Partners 

George E. Barnes 
Harry A. Baum 
William B. Hummer 
Philip W ayne Hummer 
Harry F lagg Baum 
F. G irard Schoettler 
John 0 . Carroll 
Robert H . Chase 
William A. Rogers 
Robert F . Kahlfeldt 
-Philip M . Burno 
Joseph A. Piekarczyk 

G. Ted Becker 
Steven A. Becker 
Ralph J Lemley 
Max E. Binz II 
Wayne Hummer 

Family Trust 

Dial long distance loll-free 
800-621 -44 77 
800-972-5566 (Ill inois) 
Local calls 431-1700 

Wayne Hummer & Co. 175 West Jackson Boulevard • Chicago, Illinois 60604 

Mr. James Baker,111 
Chief, White House Staff 
White House 
Washington, D. c. 

Dear Mr. Baker: 

February 6, 1983 
2100 South Ocean Lane ' 
Florida, Ft.Lauderdale 

You really started something when you asked me for the dollars 
involved to the Treasury in the re-enactment of transaction taxes 
on securities sold and issued. 

It was possible to secure the annual sales of mutual funds and 
new corporate issues this past week. For the year 1982, the 
dollar volume figure with the additions of other markets has 
increased to over $4 trillion which would swell the Treasury 
revenues to approximately $3 billion, without considering stock 
and bond sales of all privately owned corporations. Also, I 
have not rei:mrched the volume of securities changing ownership 
through consolidations, tax-free exchanges and barter traRs
actions. Conceivably, this would bring the revenue take to 
$5 billion~ or more. 

There is no reason in the world why commodity transactions 
should not carry a similar tax, especially with the options 
flourishing. Therefore, it is my hope that the President will 
include them. There will be hues and crys but this can be 
overcome by providing no holding period or leaving it at three 
(3) months. He should be concerned anyway about the wide 
flud.uations in the market places caused by inability to sell. 
Besides, it would greatly add to the Treasury revenues in en
couraging individual investors to return to the market place. 

Whether you realize it or not, the present dollar volume is 
largely made up of t ax-free trans actions o f founda tions, pens ion 
funds, profit sharing groups and others enjoying tax immunity. 
Further, it is i mpera tive that early s t eps a r e taken to broade n 

S . 
9 

·nvestorsthe sources of Treasury revenues and not just add to the tax ervm 1 • h , . . 
since 1931 on ga soline , t e l ep one , · income t axes a nd the like . Such increases 

are self defeating insofar as revenues are concerned. They are 
res ponsibl e fo r the sh~ft to she lters. In my 5 3 year~ in the bus-
I never saw the time when there were so many free-riders. 

In searching f or new rev e nues, it is p a ramount tha t the tcmc 
collection costs be considered. A good example is withholding 
which if not re~ealed wil l cost this na tion a mini mum o f $5 billion 
annually to administer. Now that the administration has done so 
much in extending r eporting to 90% of i nvestment income , the r e 
is no jus tification whatsoever f or withholding. This should 
come from the lips o f the Pr eside nt i' d t n or e r o ma k e amends 

Members New York, American and Midwest Stock Exchanges 
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with the entire populace including minors with savings accounts. 

I thought of including provision for real estate in a tranaction 
tax, but I found that that a neighbor of mine bought $450 in 
documentary stamps this past week on a $100,000 sale or $4.50 per 
thousand versus $ 050 for stocks under our proposal and $2.50 for 
a capital change. 

Mr. Baker, it is my suggestion that your office conduct some fact 
finding with the Treasury before the subject goes on the table. 
I have made no provision for exemptions to make the law easy to 
administer. That is why withholding would not work and it would 
end up a disaster. 

No doubt the exchange market specialists had a lot to do with the 
repeal of the law after it had been on the books for many years. 
It seems strange that in 1966, the technical change would have 
increased their transfer tax cost by 40%, and they did not even 
to mow up in Washington. We carried the ball from Chicago as you 
will see from the Midwest Stock Exchange bulletin. 

In the event the floor broker who makes markets for the public finds 
such costs work a hardship, there is reason to allow him to deduct 
his cost from his individual income tax. This would result in 
exempting the specialist who buys and sells all day long without 
causing the industry any computer and market problems. 

For your information, the former rates were 4¢ per hundred on 
stocks, 5¢ on bonds, 4¢ on mutual funds, and 11¢ on all other new 
issues. Applying these former rates to 1982 dollar volume, the 
present loss to the Treasury is $2 billion on publicly held 
securities alone. It would appear that the mutual fund interests 
had a good lobbyist to pay 4¢ while other securities were paying 
116. This is a lot of money to annually throw down the drain. 

As I indicated to you in Chicago, it is vital to change President 
Reagan's image that he only thinks of helping the rich. We think 
our proposals are made to order to accomplish this as a means bib 
bring the National Budget in better balance and aid our recovery 
as well. 

I will be glad to make myself available for any conferences to 
exp.edi te the foregoing. Thank you for your continued interest. 

B. 

Copies: 
Senator Charles H. Percy 
Senator Pete Wilson 
Enclosures 



... 

''The Good Old Days" 
By Oscar M. Beveridge 

One· day not long ago, an eight-lane bridge across the 
Hudson River in New York, seldom slowed by traffic even 
on the busiest weekend, experienced the worst jam in its 
history at 3 o'clock on a midweek afternoon. 

Traffic experts researched this tie-up exhaustively. Fi
nally and reluctantly they came to the conclusion that there 
was no ready explanation. It was only a phenomenon, 
caused merely by the fact that tens of thousands of people 
wanted to cross all at once. 

Nothing like it had been seen before or has been seen 
since. 

As the Great Depression begins to assume its perspec
tive in history, more and more businessmen are coming to 

(Turn to "DAYS" page 6) 

Vol. 3, No: 2 The Midwest Stock Exchange News September 1958 

Barnes Wins 
Battle for Fair 
Transfer Tax 

Here is a story of outstanding 
service to the brokerage fraternity 
above and beyond the call of duty. 

It's the story "of George E. Barnes, 
immediate past chairman of the 
MSE board (1955-1957), senior part
ner of Wayne, Hurpmer & Co., and 
author of the money involved com
mission rate structure adopted by 
the nation's stock exchanges. 

In late 1955, the Treasury Depart
~ent proposed to Congress that a 
technical change be made from par 
value to market value as a base for 
imposing a stamp tax on the sale, 
transfer and issuance of securities. 
This was a step forward which most 
brokerage leaders had long desired. 

In the spring of 1956, the House 
passed a straight 5¢ per $100 of mar
ket value with no ceiling. (At the 
time, the existing tax was 5¢ on par 

__. value under $20 and 6¢ on par value 
over $20) . · 

Shortly thereafter, George Barnes 
became alarmed at what this so
called "technical" change in rate 
might mean. As chairman of the 

(Turn to "BARNES" page 8) 

NIPS Off to Flying Start 
As Exclusive MSE Listing 

Northern Indiana Public Service 
Company common stock, which be
gan trading exclusively on Midwest 
Thursday, August 21, is command
ing widespread attention of brokers 
throughout the nation. 

Trading in NIPS displayed an or
derly, close market. Opening at 
41 'l's, the market advanced to 423/s · 
on September 2. Activity was in line 
with utility stocks generally. Re
quests . for quotations are coming in 

· from all parts of the country . . 
. NIPSCO is one of America's most 

highly regarded public utilities and 
has an enviable profits record. Earn
ings per share have increased every 
year from $2.18 in 1950 to $3.03 in 
1957. For the first half of this year, 
the 46 year old gas and electric firm 
earned $1.71, compared with $1.70-
in the comparable 1957 period. 

The company currently is paying 
50¢ a quarter. Total dividend in 
1957 was $1.97 and $1.83 in 1956. 

NIPSCO, which serves an esti
mated population of 11h million peo
ple, derives about 58 % of its operat

(Turn to "NlPSCO" page 5) 

.Ao.~~~"' ~~-. ..,.,. .- ._, OPENING KICK-
OFF - Robert C. 
Wilson, Midwest 
floor specialist 
{white coat), read
ies his "book" Au· 
gust 21 anticipating 

. first trade in NIPS, 
new issue exclusive· 
ly listed on Mid
west. On hand to 
mark the event are 
{I. to r.) Edde K. 
Hays, vice president 
of Dean Witter & 
Co., specialist mem· 
ber firm, Dean H. 
Mitchell, NIPSCO 
president, W ii son 
and James E. Day, 
Exchange president. 
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~E~::"J. __ ·· ·~Carrot _c;>r Stick? -,.i'J1..Ji;i~1":'~01 , 
,_·!j;t; ~~:. SEC ·Finally May Be Ge.tting Its PrioritieS Straight 
' ; ~·{l!.~.~'1:."--4 '+':.':i."'"!-~~~..;~;'::."f.;_ .• ' .. . . . ·,1. • 

SINCE THE heyday of Joseph P. in pres.sing its ~ult on uisider trading opt~ to shoulder some responsibility f~r geiting down to the Ditty-gritty, it pro-
Kenncdy (whose term of office ran (for the time bemg, the bear market has capital formauon (or at the very least, m posed a drastic slash in the SEC's bud-

only from July 2, 1934, to ·Sept. 23, . proven far more effective on this score the words of top honcho John Shad, to : get In the event, the reformm had to 
1935), those who have served on the Se- than the widely ignored Rule IOb-5). take "some of the rocks out of the · settle for less. The budget remained in-
curities &: Exchange Commission can _ .Despite repeated rebuffs, it keeps trying stream to let the river go"). Toward this . "tact and, indeed, continues to climb. But 
boast a number of claims to either noto- to penetrate Swiss banking secrecy. In end. it has lowered the net capital re- Stanley Sporkin took the ·hint and left, 
riety or fame. On the first count, we can ., the past, we have written scores of edito- quirement imposed on securities firms, . finding refuge from the jungle out there 
cite the SEC Commissioner who filed no rials critical of the agency and its works, thereby freeing up hundreds of millions with a former boss. His position bu 
ina:>me tax returns, as well as the one and we confidently expect to continue to of dollars for productive purposes. It has been filled by a less doctrinaire and 
wbo lied five times to a grand jury. More do so in the future. · eased the rules that previously restricted abler lawyer: as noted, the agency itself • 
typically, former Commissioners have This, however, is not one of them. private sales of securities by smaller now is headed by someone who under-
gone on to greater things: chief executive On the contrary, we are glad to seize on companies to unwo~k.ably n~w . _stands how markets work. 
officer of a huge public utilities holding the imminent appearance of Regulation !>ounds. Most far-reaching of all;. ti has • . What a difference. Instead of dis-
company, or head. of the New York by Pro.reeulion to point up how far in the Just. unveiled, albeit on ~ expenmental pensing-with the connivance of media 
Stock Exchange. Among this distin- ·opposite direction the SEC (now that bas15, new_ procedures which ~ow 1,300 accomplices-rough injustice by pres1 
guished company, over a nearly S~year the former Chief of the Division of En- of ~e nauon's largest compames to se_ll release, or winning a spate of iJJcoose. 
span. Roberta S. Karmel (a Com.mis- . forcemcnt has taken an official oath of their stocks and bonds to the public quential consent decrees, the SEC lately 
sioner from Sept. 30, 1977, to Feb. l, silence) has gone, and how fasL For much more cheaply and on a moment's has zeroed in on what it views as gro51 
19SO) on several grounds stands alone. openers, t,he agency has determined not notice:. "Shelf !cgistration," as it's called, violators of the securities laws, notably 
She was, of course, the first woman to pursue one indefensible, if headline- prolll.lSCS to brmg ma1or changes, largely . in the realm of inside-trading abuses. 
named to the SEC. During her tenure, grabbing, case after another. Thus, after for the better, to ~th Wall Street and Dubious or borderline cases have either 
she disagreed time and again with the years of fruitless litigation, which some Main Street. For those ~ho bea:t the been settled or wisely not broughL Thus, 
findings of both her colleagues and the lawycn believe far exceeded the bounds burdens, a carrot wtead of a suck. after five years of fruitless litigation, • 
agency staff, in the process earning a of propriety, the SEC last autumn - Along the way, some over-reaching ' which succeeded in making black head- '·'.>.· 

! . -

., 

"!""· 

well-deserved reputation as both a dis- signed an agreement (not a consent de- bureaucrats, and ugly regulatory prac- lines and smearing its victims but got -:.~ 
senter and a maverick.. Now she has crec) with Gulf & Western which was ticcs, have taken quite a .beating. Early nowhere in coun, the agency last fall _.~r ._.,, 
written a book (Simon &: Schuster, tantamount to finding it not guilty as in the Reagan Administration's salad dropped all · charges against Gulf &: ._ 
$20.75) that seems designed to clinch charged. More recently, despite howls of days, a transition team on the SEC, Western and its to" corporate officers, ·· '' -
~ ,!~~--~Tl°'!"nExb[_ ProC.recu- protest from disgruntled staffers, the while paying lip service to its "integrity and settled for bare ya ~lap on the wrist. . ~._-,-~_.·~-f:._·:-;:_;.~_.;· ;: __ :_:-
tton- • nc _.....,..,e.r "' cnunge om- Commission decided not to proceed and efficiency," came down hard on the (A critical account of the case, which ·; 
mWion Yemu Corporate America. , against Citicorp for alleged misconduct ·necessity for change. Among other rec- roundly condemns the behavior of Spor- -'~ 
,,:,.,;;,~~- •· • "='. __ .. in handling foreign exchange transac- ommendations, the team urged the kin's Enforcement Division, recently ap- · - .. ;;~$ 
.M'k-"'':· •, • · .~ . . . ~- Equally sig_nificant, in. a m~ve agency to decentraliu i~ operations, pcared in The American Laywo-. It was · .:~. · 

Mrs. Karmel s swcqnng mdictment which must have JOited a legion of m- curtail its burdensome disclosure re- called, appropriately enough. '1be Gulf :?.. 
of the SEC will come as no surprise to · vestigativc reporters, it moved to uncov- quircments, and shift its enforcement &: Western SEC Fiasco.") ~ ., 
readcn of Ba;rron'.r, which interviewed er, and presumably plug, the official thrust from "meaningless" activity Similarly, for reasons it viewed as ;,?' ·. -,· -
her at length m December 1979, shortly SOUJCC which illegally leaked the story. aimed at minor infractions to a crack- persuasive-unproven allegations, non- :x· , • •. 
before she returned tc;i priv~te lif~. In the Shades of Stanley Spork.in! down on big-time lawbreakers. ~e material amounts involved, s&atute of _ :}~ . 
~ edof a far-rangm!! di&cusS;ion. she Perhaps more to the point, under a Rcaganites also urged greater emphasis limitations and unclear law-it opted to ·-~•-·. __ t-:··-
explain the .~111111 ~~d her chairman with decades of experience in on lowering barriers to the "free accu- take no action against Citicorp "for not · -;~-
lonely-and prmapled-po51uon. Ad- the brokerage business. the SEC bu mulation and formation of capital" And · disclosing alleged foreign exchange trad- · ·" 
dressing the then-hot issue of punish- · ;:.; , . . , _ . ing improprieties." The decision infuri.. · :-i;: · , _. 
m.ent by publicity, one of the agency's ated some Sporkin holdovm and soul- -4· v .. , ... , 

favorite devices, she stated: "It creates I ·· I mates, who, in an excess of zeal, leaked ·- :~'~ -~,:£-
an administrative procedure that really · B A R R O _ N , S ._ M A I L B A a· '. ·.. word of the confidential prtxttdinp, • ... ;!f. "'·~ - .. 
isn't in the statutes. My dissents have ·clear-cut act of illegality which triggeml ·_·' ~-· 
really all been on a few subjects. If you <~" what strikes· us as a long-overdue inva- .. .~~.7' 
want to c;ut it down to one theme, ~ >'J<' •• • ,;.; ... ~, :., . ,..,. ligation of the Commission's staff. Even {·.:-~.- '··:-~· -

~ey're. ~ inhasarcas w~ere ! t':k1~ ON TARGET -'ft~-~~~t~·~' T taffret :· 'tim aft tim ''t . the SEC, after all, isn't above thc i·:-f;~~-. 

~5E~~;~~::.~ ::b~~ber~ ~:c~~ ~~~ °;,~~ ;a~::!~s:i=:~ ·. ~:;'.~~~~:~~+~.;~~;,~~~-l~~ 
co a litde beyond it, one day you're dends Smack of Alice in Wonderland," Treasury and the Commissioner of ID-.. ·· · l..egalities asiclC, the changing of the : . ~-'·. ~ ·- ~. 
going to go R10o Car." hits the nail right on the head. It is an- tcmal I\~---.... guard has also brought a welcome reor- - .k • •• 

Six months after she resigned to take other attempt to inflict on taxpayers a GEOROE E. BARNES ~ring of regulatory priorities. In the . ~~ _ 
up her pannership with a Wall Street more modest withholding tax on invest- Senior Partner, name of so-called corporate govern- . ;--:~ •: 
law firm, Mrs. Karmel disclosed her ment income, despite the fact that it will ., , Wayne Hummer~ Co. ~ucratic_ buzzword. f~r. put- .-:]I· · ., 
plans to write a book and expanded on not work in creating too many problems Chicago ung the alleged social responsibiliucs al .- ,~·- ~ ·.:;-
her former theme. Some of the SEC un- for both taxpayer and governmenL ;)-.: : '"" :. , _ • · private enterprise ahead of the need to • -~ . ::i;: 
derlinp, she told a reporter, "didn't like • * . • ,;i?ti· , make a buck and stay in busk ~ . 
the way I cramped their style." She took Withholding works in Japan because ' ·._ ·~... nesa-former Chairman Harold W'd- . ;Ji"··. • 
a caustic view of staff en who felt that it is an optional tax on investment in- INVESTMENT RARmES REsPONDS-· : · · Iiams channeled the agency's clout IJe. · · ;_, "::; • •--
"you've got to protect the investor in the come which need not be reported in tax To tlit! Editor. -- . hind all kinds of proposals, the bottom- ~:., -". ~ · ~ 
same way you protect someone who returns. Besides, there are more effective Normally I let a sick story die in its line of which would have been to tie fr;::: 
buys a washing machine." Then came ways to catch up with the $22 billion own misery, but this one hit me in the management's hands and cripple its ., .: rr-:'i,: 
the bottom line. Tbe securities laws, said annual unreported investment income breadbasket, and I just couldn't let ability to compete. No longer. Today the "' .. /l.-;,·-~ 
the ex-Commissioner, should be on tax returns by simply requiring the David Fedcrman get away with it un- official thrust is all toward encouraging ·~· 
changed "to inject a mandate _ for the reporting of bearer or coupon interest by scathed. capital investment by small and big · · 
SEC to pay more attention to capital Paying Agents, the same as dividends I don't know where Mr. Federman business alike. Hence, as noted, without 
formation." and other forms of income. comes from, but he does have a knack the expense of registration, small ven-

These cogent arguments (and In not reporting coupon interest an- · for the negative, and his prowess for tures now may sell $500,000 worth or 
others) are doubtless set forth at length nually of clients, banks and brokers are searching out former and present dis- securities (up from $100,000) per year 
in her book. which, despite the stiff of· subject to extra costs of computer reruns gruntlcd cmployes is uncanny. to an unlimited number of well-heeled 
fcring price, ought to become a best-sell- to eliminate such reporting to the IRS. What's wrong with diversification investors. In tum, through the new 
er 00 the title alone. After all. in the Bank over-the-counter payments 00 into securities when the urgency for cap- "shelf registration," Fortune SOO compa-

lan f 1 .... ·1 · 't da d" 1 bi ·th ital preservation wanes and the hard- Dies, to judge by their unanimous ao-
par cc o our r--. 1 158 every Y coupons now I.SC ose owners P wt asset mark.et softens? And if you're claim, will fmd it easier and cheaper to 
that woman bites dog. And in some the requirement of a coupon envelope, 
ways, notwithstanding the shift in the which is forwarded to the Paying AgenL going into it cautiously, what's wrong raise capital Stan.ley Sporkin has come 
political climate and a change in top The gross lack of compliance results with training young. new brokers to do it in out of the cold. Thanks to the new 
__..nncl, the Commission is still domg· when this wormau·on i·s consi'"'ed to that way? spirit now abroad in his old agency, per· .-
,....- · · .,.. What's wrong with a gem auction to haps the same will hold true of ...,....,,,rate business at the same old doctrinaire the wastebasket instead of reported, the -· r-
lland. Undaunted by its perennial fail- same as dividends and bank interest.. liquidate inventory at a loss? Depart- AmcrK:a.. 
ure to dent the prac:ticc, the SEC persists It is really depressing to sec tbe 

... 

.. 

Colllillued on Page 49 
-Robert M. Bleibns 
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COMPARATIVE DOLLAR VOLUME OF SECURITY TRANSACTIONS 

FOR THE YEARS 1981 and 1982 

Showing revenue opportunities in the re-enactment of 
Transfer and Issuance transaction taxes on sales of 
stocks, bonds, orions and mutual funds. This record 
of the dollar vo ume in all markets was prepared at 
the suggestion of Senator Charles H. Percy and James 
A. Baker, III, Chief of the White House Staff. 

SECURITY & YR. 1981 YR. 1982 TREASURY 
NAME 0 F MARKET ( 000 omitted) PRIOR RATES 
BONDS 
N. Y .S .E. BONDS $ 4,829,539 $ 6,027,745 $ 3,013,823 

AM. EX. BONDS 1,266,181 1,817,861 908,941 

CORP. BONDS - Off. Ex. 60,957,200 78,456,260 39,228,130 
(Est. 10 X Ex. Vol.) 
NEW GOVT. ISSUES 203,000,000 190,000,000 none 

GOVT.-Off the Board (Small) 1 'l 00 ,000 ,000* 1,150,000,000* 
r(Est. 1 % Debt) 
NEW ISSUES OF CORP. 
BONDS & NOTES 47'120 '481 47,120,481* 51,722,529 
r(Est. not completed 1 82) 
NEW ISSUES OF 
MUNICIPALS 80,577 ,000 80,577,000 no tax 
(Not completed I 82) 

TOTALS $1 ,497 ,7502401 $1,553,999,347 $ 94,873,423 

NEW ISSUES OF MUTUAL FUNDS $ 472'183 ,000 $ 626 ,011 ,011 $ 250,404,404 

SHARES & OPTIONS 
N.Y.S.E. STOCKS $ 389,268,600 $ 488,396,300 

AM. EX. STOCKS 26,384,779 20,731,254 
ALL REGIONAL EXCHANGES 23,742,754 67,763,587 .04% 

AM. EXCHANGE OPTIONS 14 ,289 ,000 14,380,000 

TOTALS $ 453,685,133 $ 591,271'141 $ 236,508,456 

NASDACK - Over the Counter 
Stocks $ 71,056,938 $ . 84 , 1 88 ' 6 51 $ 33,675,460 

OVER THE COUNTER TRANS-
ACTIONS (Not cleared by 

NASDACK) 17,764,234 21,047,163 8,418,865 
(Est. 25%) 

NEW ISSUES - Corp. Stocks 1,143,749,000 1,305,355,000 1 ,435 ,890 ,000 

SHARES & OTHER SECURITIES 
ISSUED UNDER Mergers, 
Exhanges, Sales & Barters (not available) 

STOCK SALES OF ALL 
PRIVATELY OWNED CORPORATIONS (not available) 

TOTALS $1 ., 2 3 2 , 5 7 0 ' 1 7 2 $1,389,543,614 $1 ,477 ,984,325 

7 () l 
GRAND TOTAL: $3,656'178 ,.o.u; $4,160,825,113 $2,059,770,608 

Wayne Hummer 

REVENUES 
PROPOSED RATES 

$ 3,013,823 

908,941 

29,228,130 

none 

575,000,000 

47,120,481 

no tax 

$ 665,171,375 

$ 626 '011 '011 

$ 295,635,540 

$ 42,094,326 

10,526,300 

1,305,355,000 

$1,357'975 ,626 

$2,294,893,552 

P = Prior 
N = New Members New York Stock Exchange 

George E. Barnes, Senior Partner 
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Dial long distance toll-free 
800-621-44 77 
800-972-5566 (Illinois) 
Local calls 431-1700 

h ~- ~~ yne Hummer & Co. 175 West Jackson Boulevard • Chicago, Illinois 60604 

Partners 

George E. Barnes 
Harry A. Baum 
William 8. Hummer 
Philip Wayne Hummer 
Harry Flagg Baum 
F. Girard Schoettler 
John D. Carroll 
Robert H. Chase 
William A. Rogers 
Robert F. Kahlfeldt 
Philip M. Burno 
Joseph A. Piekarczyk 
G. Ted Becker 
Steven R. Becker 
Ralph J. Lemley 
Max E. Binz II 
Wayne Hummer 

Family Trust 

Mr . James A. Baker , 111 
Chief of White House Staff 
The White House 
Washington , D. c. 20509 

Dear Mr. Baker& 

January 26, 1983 
2100 South Ocean Lane 
Fort Lauderdale, Fl 30016 

This is to confirm the dollar figures about which you inquired 
in Ch~ago and given by phone yesterday to your staff member 
Jim Cidony. 

The dollar volume of more than 3 tritli.on for 1982 do not take 
into consideration capital changes and transfers of all 
privately owned corporations as well as those made privately 
comprising family gifts . Also, the shares of investment trust 
shares are not included along with oil programs . 

Moreover, it would not be equitable to enact such transfer texes 
on security transactions without including commodities as a 
means of getting rid of the tremendous burdens of withholding . 

I am enclosing a letter addressed to President Reagan , contain
ing a break down of the income potential from various segments 
of the security industry . I neglected to include provision 
for Commodity options but will have them available within a 
few days. 

With the inclusion of commodities, there is estimated income 
of Five U-);:-:billion annually and with conservative costs of 
another five billion to administer withholding, the President 
would have a lot to talk about in saving the taxpayers Ten (10} 
billion dollars. 

I have kept this program for the President within these four 
walls except for kehn~kcahd yourself. Any hues and cr.iesfrom 
the commodity people could be quickly solved if the President 
went on record with favoring a three months ~ong-term holding 
period. Besides, it would bring about better stabilization 
of prices as well as increased revenues to the Treasury. 

It is my hope that the enclosed memorandum to the President and 
this letter reaches you in time to be considered in the 
President's Budget message . 

B. 

Members New York, American and Midwest Stock Exchanges 



Hon. Ronald Reagan 
President of the United States 
Washington, D. C. 

January 25, 1983 

Re: INCREASE IN TREASURY REVENUE OPPORTUNITIES 
IN THE REENACTMENT OF SECURITIES & COMMODITIES 
TRANSFER AND ISSUANCE TAXES FOR FEDERAL BUDGET 
AND DEBT REDUCTION PURPOSES 

Dear Mr. President: 

Below is a recapitulation of the dollar volume of securities sold of record in 
the established markets in 1981 and 1982 and the issuance of new securities made 
at the suggestion of Senator Charles H. Percy and your chief of staff, James A . 
Baker, III,for the purpose of determining the revenue opportunities of reinstat
ing excise taxes. 

DOLLAR VOLUME Year 1981 Year 1982 

N.Y. Stock Exchange stock sales $389,268,600, 000 $488,396,300,000 
II II " " gov't bonds 33,599, 000, 000 21, 1 70, 000, 000 
II II II II corp.bonds 681,237,000,000 681, 237, 000, 000 

Total $1,104,104,600,000 $1, 190,803, 300, 000 

Am. Stock Exchange stocks 26,384, 779,496 20,731,254,471 
II II II options 14,289,000,000 14,380,000,000 
II II II corp.bonds 301,226,000 325,145,000 
II II II gov't bonds 964,955,000 1,492, 736,000 

Total $ 41,939,960,496 $ 36, 929, 135, 471 

(E) 

Regional Stock Exchange bonds & stocks $23, 742 , 754, 000 $29,678,442,000 (E) 

N. A. S. D. Off-board reported volume $71, 056, 938, 000 

New issues - S. E. C. (Sales) 

(E) not available - conservative estimate. 

Sales or issuance of stocks and bonds of 
privately owned corporations 

Private transfers to Family membe rs 
and others 

Sales of Investment Trust Shares and bonds, 
oil programs not included a bove 

Not available 

II II 

fl II 

$84,188,651,000 

$1,305,355,000,000 

Not available 

II II 

II " 



TOTAL DOLLAR VOLUME (EX
CLUDING UNAVAILABLE SOURCES 
ABOVE) $2, 384, 593, 25 2, 496 

INCREASE IN FEDERAL REVENUES
REENACTMENT OF THE ACCOMPANY-
ING TABLE * $ 2, 907, 223, 000 

$2,646 , 954,528,471 

$ 3, 288, 521, 546 

*(Based on 5¢ per $100 or fraction thereon on stocks and bonds; 2-1I2¢ on bonds due 
in less than a year; 10¢ per $100 - new bond and stock issues; 20¢ per $100 - mergers, 
changes in capital and tax-free exchanges) 

ANNUAL ESTIMATED MINIMUM INCREASE IN 
FEDERAL REVENUES WITH PRIVATELY OWNED 
COMPANIES AND COMMODITY SALES INCLUDED 

Hon. Ronald Reagan 
page two 
January 25, 1983 

Respectfully submitted, 

/d~~ 
1 75 W. Jackson Blvd. 
Chicago, Illinois 60604 

$5 Billion 
Dollars 



''The Good Old Days" nally and reluctantly they came to the conclusion that there 
was no ready explanation. It was only a phenomenon, 
caused merely by the fact that tens of thousands of people 
wanted to cross all at once. 

By Oscar M. Beveridge 

One · ·day_ not long ago, an eight-lane bridge across the 
Hudson River in New York, seldom slowed by traffic even 
on the busiest weekend, experienced the worst jam in its 
history at 3 o'clock on a midweek afternoon. 

Nothing like it had been seen before or has been seen 
since. 

As the Great Depression begins to assume its perspec
tive in history, more and more businessmen are coming to 

(Turn to " DAYS" page 6) 

Vol. 3, No: 2 

Barnes Wins 
Battle for Fair 
Transfer Tax 

Here is a story of outstanding 
service to the brokerage fraternity 
a.bove and beyond the call of duty. 

It's the story "of George E. Barnes, 
immediate past chairman of the 
MSE board (1955-1957 ), senior part
ner of Wayne, Hu7J1,mer & Co., and 
a.uthor of the money involved com
mission rate structure adopted by 
the nation's stock exchanges. 

• $ "' 

In late 1955, the Treasury Depart
~ent proposed to Congress that a 
technical change be made from par 
value to market value as a base for 
imposing a stamp tax on the sale, 

. transfer and issuance of securities. 
This was a step forward which most 
brokerage leaders had long desired. 

In the spring of 1956, the House 
passed a straight 5¢ per $100 of mar
ket value with no ceiling. (At the 
time, the existing tax was 5¢ on par 

_,.. value under $20 and 6¢ on par value 
over $20). 

Shortly thereafter, George Barnes 
became alarmed at what this so
called "technical" change in rate 
might mean. As chairman of the 

(Turn to "BARNES" page-8) 

The Midwest Stock Exchange News September 1958 

NIPS Off to Flying Start 
As Exclusive MSE Listing 

Northern Indiana Public Service 
Company common stock, which be
gan trading exclusively on Midwest 
Thursday, August 21, is command
ing widespread attention of brokers 
throughout the nation. 

Trading in NIPS displayed an or
derly, close market. Opening at 
417/s, the market advanced to 423/s · 
on September 2. Activity was in line 
with utility stocks generally. Re
quests . for quotations are coming in 

· from all parts of the country . . 
· :NIPSCO is one of America's most 

highly regarded public utilities and 
has an enviable profits record. Earn
ings per share have increased every 
year from $2.18 in 1950 to $3.03 in 
1957. For the first half of this year, 
the 46 year old gas and electric firm 
earned $1.71, compared with $1.70· 
in the comparable 1957 period. 

The company currently is paying 
50¢ a quarter. Total dividend in 
1957 was $1.97 and $1.83 in 1956. 

NIPSCO, which serves an .esti
mated population of 172 million peo
ple, derives about 58 % of its operat

(Turn to "NIPSCO" page 5) 

OPENING KICK
OFF - Robert C . 
Wilson, Midwest 
floor specialist 
Jwhit~ ~~atJ , ,,read-
1es his boo~ Au
gust 21 anticipating 
first trade in NIPS, 
new issue exclusive
ly listed on Mid
west. On hand to 
mark the event are 
(I. to r.) Edde K. 
Hays, vice president 
of Dean Witter & 
Co., specialist mem
ber firm, Dean H. 
Mitchell, NIPSCO 
president, Wilson 
and James E. Day, 
Exchange president. 



September 1958 

• • .• • • • • 8 •a•·•••••••• Ill 111•1• • D Ill 18 18 a ail between 15 and 20 per cent overall. . T . : re nds ... ~ tlee '91< ?J«tteti# : 
Some rates will be lower, while 

other s will be higher. But the ear
lier proposal would have increased 
taxes over 40% and would have 
tended to dry up the markets in 
higher priced issues. American corporations have turned in an admirable financial performance 

recently. Although current assets in the aggregate went down about 1 per 
cent in the past year, current liabilities were cut 5 per cent. This resulted 
in a substantial increase in net working capital-from $111.0 billions in the 
first quarter of 1957 to $114.8 billions in the comparable 1958 period. 

The brokerage fraternity should 
be happy because its transactions 
will now be taxed on a realistic 
basis, instead of an artificial (par 
value) basis. It will save substan
tially on tax computing time and on 
clerical time. It should encourage 
corporations to set par on securities 
more in relation to real value. 

• * * 
Increased use of credit has probably been the most important develop

ment in the financing of durable goods over the postwar period. In recent 
years, more than 60 per cent of new car buyers used credit, compared with 
roughly 50 per cent during 1951 and 33 per cent during 1948. 

It is a tremendous tribute to the 
hard work of George Barnes. George, 
in turn, speaks in glowing terms of 
the help he received from Jess Hal
sted, particularly in knowing legis
lafore _procedure so thoroughly. 

''BARNES • .. " 
(Continued from page 1) 

board, he alerted all members of the 
Midwest Stock Exchange to the fact 
that the proposed increase might 
well increase the tax on public trans
actions as much as 40 % . 

Within a matter of days, George 
Barnes and Jess ·Halsted, legal coun
sel for the Exchange, were in Wash
ington pointing out the inequities 
to the Joint Committee on Taxation · 
and to the Treasury Department. 

In November, 1956, after the usual 
Congressional adjournment, the 
Midwest Stock Exchange along with 
other groups were given opportuni
ties to state their views preliminary 
to reintroduction of the legislation. 
Again, George Barnes was the only 
one to appear in person before the 
committee. Apparently unconcerned, 
the rest wrote out their views. 

In December, 1956, the full Ways 
& Means Committee adopted the 
acceptable .04% rate with a 6¢ ceil
ing. Later, the Senate approved the 
.04 % rate but removed the ceiling. 

Back to Washington went Barnes 
and Halsted, again alarmed by the 
no ceiling provision. This was es
sential, George Barnes was con
vinced, to protect all markets-both 
now and in the future. Calls were 
made on all the Senators and Rep
resentatives who composed the joint 
conference group, quietly but firmly 
pressing the point for ceiling. 

When an objection was raised that 
the ceiling would cost the Treasury 
badly needed revenue, George came 
up with a reliable estimate that the 
loss would be less than $200,000 a 
year. He was all alone in insisting 
on the ceiling. But he won out. 

The bill that finally passed effec
.. tive Jan. 1, 1959 is a tribute to the 

thoroughness and fair-mindedness 
with which con
ference mem
bers of the Con
g r e~s acted 
whexl-advised of 
all the facts. It 
provides for a 
tax of .04% on 
stock transfers, 
and also pro
vides that no 

Barnes transaction, no 
matter how high the price per share, 
will have to pay a tax of more than 
8¢ per share. It exempts odd lot 
purchases by the public from such 
tax. 

Now all parties are happy. The 
. ~. "which currently collects 
'516. 700,000 a year under existing 
~ will have its take increased 

Mr. Bakera 

Devoted Over 700 Hours 
A Wayne Hummer partner pro

vided the information that George 
spent over 700 hours in the past 
three years on this project. He must 
have told his story 65 times to at 
least that many key people. He 
traveled extensively and carried on 
voluminous correspondence, con
tacting other exchanges and individ
uals in the securities business. 

It must have been heartwarming 
for George to have learned of the 
action taken by the executive com
mittee of the Midwest Stock Ex
change at its last meeting. A reso
lution was passed citing him for 
services far beyond the call of duty 
to the industry and to the Exchange. 

L -
a 
1. 
I 
I , 
! 
I 
r 

It is apparent from the Treasury estimates in 1958 : 
·o'.f only $16 , 700,000 , .an error was~ made. There·· was n~ 
way that they would know the volu.~e of stamps used : 
by brokers and others to accommodate their clients,: 
and the volume of stamps attached to certificates : 
before they <1!buld be transferred on privately held : 
stock . : 

I 
I 

Our proposed rate on stocks is only 1¢ per $100 of : 
value mmre than 2 5 years ago - 1¢ less on new issue~. 
It breaks my heart to think of the loss the : 
Treasury ·has taken in terminating this tax on the : 
present volume of tax-free exchanges,in particular ~ 

There is a lot of gold in them their hills , $ 5 
Billion annually if commodities are included. 

January 25, 1983 GEB 



MEMORAND U M 

T HE WHITE HO U SE 

WA S HIN GTO N 

MEMORANDUM FOR JAMES A. BAKER, III 

FROM: 

SUBJECT: 

Jim CicconY1t

Stock Trad~~ Tax 

You asked about this subject after a conversation during the 
Chicago trip. 

According to Treasury, the stock transfer tax was enacted during 
World War I and was abolished in 1965 (not by ERTA). In its 
last year, the stock transfer tax raise'1$153 million. A temporary 
excise tax similar to it was effective in 1973, but brought in 
only $85 million. 

A very rough guess would be that such a tax would today bring in 
about $1 billion, but not much more. 
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Wayne Hummer & Co. 

Mr. James A. Baker, III 
Chief of Staff 
The White House 

Dial long distance toll-free 
800-621-4477 
800-972-5566 (Illinois) 
Local calls 431 -1700 

175 WeslJac~on ::::: -2::i::~mnois 6/ 

Washington, D.C. 20500 

Dear Mr. Baker: 

It was good of you to show interest in the confidential tax 
material for President Reagan. I had only given it to Chuck. 
What I have endeavored to accomplish is to change the President's 
image of favoring the rich • 

As you know, this couldn't be further from the truth as it was 
the opposition party that gave the most support in reducing the 
ceiling rate on investment income from 70% to 50%. For this, we 
have Representative Rostenkowski to thank. 

As I indicated last evening, I would like to have some contact 
with the tax staff of Senator Howard Baker's office in order to 
demonstrate that withholding is for the birds, especially so after 
the Treasury has set up long-delayed reporting of coupon interest. 

I am leaving today for my winter headquarters in Fort Lauderdale, 
2100 S. Ocean Lane Fort Lauderdale, FL 33316 (305/524-8789). -uA? 11 would appreciate it if you would let me know if you would like 

"':i~ to have some revenue figures on the reinstatement of transfer taxes. 
~- It should be easy to secure these figures from the annual published 

1 

f'r. ~ dollar volu of all markets as well as new issues and the non-
1"" ~~~ taxable exchanges through mergers and so forth. 

? 
~-

Serving investors 
since 1931 

It was a great evening and my guests, the Shaw's from Dixon, were 
especially excited to meet the President, since he was Eustace 
Shaw's swinming coach and he delivered papers for their 147-year
old family-owned newspaper, the Dixon Evening Telegraph. 

I am grateful to Senator Percy's Chicago staff in arranging for 
me to sit at your table. I have advised Chuck that I turned over 
these new tax ideas to you to help us repeal withholding, for which 
there was a precedent in 1962 see enclosed testimony). 

Cordi ally, 

-'11.JMR & CO. 

----~ ~ge'-1. ft"ar~ 
Senior Partner..::. _,,.,.,) 

cc: Senator Charles Percy 

Members New York, American and Midwest Stock Exchanges 
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~orandum from GEORGE E. BARNES 

Partner 

ht( BA-Jr iE-~ : 
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Dial long distance toll-free 
800-621-4477 outside Illinois 
800-972-5566 within Illinois 
Local calls 431-1700 

WAYNE HUMMER & CO. 175 West Jackson Boulevard, • Chicago, Illinois 60604 
Members New York, American and Midwest Stock Exchanges 



.... 

United States 
of America 

<tongrrssional 
Vol. 108 

WITHHOLDING TAXES ON IN
TEREST AND DIVIDENDS 

Mr. DIRKSEN. Mr. President .. ! -
unanimous· ·consent to have printed in 
the RECORD a well-reasoned, documented 
statement on the withholding of taxes 
on dividends and interest, prepared by 
George E. Barnes, representing the Mid
west Stock Exchange, filed With the Com
mittee on Finance; a letter which Mr. 
Barnes addressed to the Secretary of the 
Treasury; and two arUcles on the same 
subject, one published in the Chicago 
American, and the other in the Chicago 
Daily News. 

There being no objection, the ma
terial was ordered to be printed in the 
RECORD, as follows: 
Hon. c . DouGLAS DILLON, 
Secretary of the Trea$1J.ry, 
Treasury Department, Wa.th.ington, D .C. 

DEAR Ma. SECRETARY: Almost a year ago, 
on May 23, 1961, to be exact, I called your 
attention to a most misleading set or statla
tlcs In the Treasury Department's presenta
tion to the Congress of ·its tax program. 
This concerned the erroneoua allegation that 
the 4-percent dividend credit and $50 ex
clusion reduced the percentage Of the so
called double tax only 8 percent for a 
low-Income lndtvldual shareholder while the 
percentage benefit was 41 percent tor a high
Income shareholder, when. aa a matter of 
tact, tax savings under the 4-percent divi
dends received credit, disregarding the •50 
exclusion, Is 20 percent for dividends received 
by a small holder and only 4.4 pe~ent for a 
person In the top Income bracket. 

It la Indeed moet disturbing to see you 
recently reintroduce to the Committee on 
Finance or the U.S. Senate the same set or 
statistics whlch are m06t misleading. There
fore, It Is my hope that you w111 not tall to 
make an Immediate correction. Also, I have 
been even more disturbed and surprised th.at 
you have approved giving the Impression to 
the Congress and the public at large In your 
addresses that our citizens are cheating and 
chiseling taxes from dividends to a grosa 
extent. 

As you very well know, each and every 
annual dividend payment or $10 or more la 
con.sc1entlously reported to you by corpora
tions (most corporations report dividends on 
Form 1099 regardless of the amount) . I! 
there Is any cheating- taking place on divid
end payments, you know just where It Is hap
pening and have every facility to enforce 
collections with the Informa tion at hand. 
Moreover. this Is not a responsibility or pre
rogative to be shifted from Government to 
private enterprise. 

Representing the Midwest xchange, 
I prepared and malled earlier In the week 
a rather full statement on the Impact of 
wtthhotdlng on dJv1dends and Interest. I 
would appreciate your exa.minlng this state
ment most caretUl!y. A copy ls enc!OBed. 

I have now had an opportunity to ex
amine table 1 "Estimated dividend Income 
of individuals not accounted !or on !ax re
turns for 1959," contained 1n your state
ment of April 2, 1962, to the Committee on 
Finance of the U.S. Senate to support 
• 11vldend gap of •840 mllllon not re
ported by lncUv1duala. I tlnd there Is an ob
vious alzable dlac.repancy In this ftgure due 
to your underestimating at '880 million the 
total amount of dlvldend8 received by pen
sion fund.a and other nontaxable organi
zations. Por example, your estimates of 
'380 mtlllon dividends received by corporate 
pension fund.a Is whOllJ' unrealistic. The 
New York Stock Exchange reported In Its 
1959 survey •11.1 billion holdings of New 
York Stock Exchange !lated stocks by such 
nontaxable lnatltutlons aa of December 31, 
1959. Baaed on a median yield of 3.8 per
cent for all New York Stoel-. E.change divi
dend paying listings for,.:959, the payments 
would be •411.8 million, without any con
sideration to holdings of Issues traded on 
other exchanges, bank, Insurance and other 
over-the-counter lasues and stocks ot 
privately owned companies. 

Por colleges, foundations and other non
taxable organizations, the New York Stock 
Exchange reported •12.9 billion holdings of 
New York Stock Exchange !lated atocks as 
ot December 31, 1959, on which the divi
dends would aggregate '490.2 million, and 
compare "With J'Our estimate of •500 million, 
without !LDY regard for other holdings men
tioned above, and the tact that these tax
free organizations hold substantial amounts 
ot preferred stocks on which the returns are 
relatively higher. Also, there haa been a 
aubst.antlal abareownerahlp ot private cor
porations turned over to tax-free family 
foundations. 

Inasmuch aa onl1 58 percent or all divi
dend disbursements tor the year ot 1959 
were made by New York Stock Exchange 
listed companies, It ls eafe to aaaume that 
these nontaxable organizations received 
their proportionate ahare ot other di vldend 
payments. Therefore, total holdings of 
stocks of these Institutions la estimated to 
be •4 t.4 billion 

100 
- x 24 bllllon 
118 

on which the grose dividends for 1959 would 
aggregate approximately •1.11 billion based 
upon 95 percent holdings of common stocks 
returning 3.8 percent .and II percent ot hold· 
lngs In preferred stoc:ka returning 5.1 per
cent. 

Thia accounts tor '720 mllllon of the es
timated unreported dividend gap claimed 
by your otnce ot $MO million. Aa I empha
sized 1n the statement to the Committee 
on Finance of the U.S. Senate, there 
ls an Increasing amount ot stocks being 
placed In the names ot minors which would 
account tor a sizable total of annual divi
dends not subject to tax. 
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May I please have the courtesy of an early 
reply tor the reason that It Is my plan to 
tUe a supplementary statement with the 
Committee on Finance to call the atten
tion of Its members to this continuing re
liance on obviously erroneous statistics. 

Cordially yours, 
GSORGS E . BARNES. 

CHICAGO, ILL. 

STATE~U:NT or GEoaGE E. BARNES, REPRES£NT· 
ING THE MIDWEST STOCK EXCHANGE, FILED 
WrrH SENATE FINANCE Co11unTTEE, APaIL 
1962 
Aa a student of Federal Income tax legisla

tion for the paat 40 years. I have never been 
so gravely concerned, aa now, over the pro
posal to withhold taxes on Interest and divi
dends under chapter 25 of H.R. 10650, tor the 
reason that It Is an open Invitation to 
fraud~orporate and Individual-would Im
pose completely needlesa hardships on peo
ple who can leaat atrord them, and would be 
more likely to shrink net revenues to the 
Government than to increase them. 

I appreciate very much the oportunlty to 
ti.le thla statement. It la based upon loni.: 
experience In preparation of Income tax re
turns, ti.ling hundreds ot clalma, and dealing 
with customers in the bank.Ing and Invest
ment bu.stneaa and also serving on National 
and State tax committees. For the record, I 
am senior partner of Wayne Hummer & Co., 
Chicago, past chairman of the Midwest Stock 
Exchange and a worklng director and mem
ber or the executive committee of the Sub
urban Trust · & Savings Bank, Oak ~ark, 
Ill.-&nd I might add that my views have the 
support ot my bank, aa well as the Midwest 
Stock Exchange. 

For your Information. my first studies of 
Federal Income taxes were Initiated In 1918 
when I prepared up to 1,000 Individual re
turns as a public service In behalf of the 
banking ln1t1tut1on which I served as audi
tor. Por a number of yee.ra, the Chicago 
collector of Internal revenue annually nc
knowledged by letter my service to a com
munity or 25,000, then without Internal 
Revenue agents to help the taxpayers. 

I at111 prepare from 75 to 100 returns each 
year tor friends and business acquaintances. 
In order to kP.ep abreaat of the regulations 
and to be generally helpful In an Increas
ingly complex ~nd complicated field . 

It has also been a source of satisfaction to 
me that the Congress has adopted. on more 
than one occasion, tax proposals that I sub
mitted, which the record will Indicate. I 
mention my personal Interest and experience 
In Federal tax matters tor the reason that 
only thla past week. I had an experience 
with the Internal Revenue Service that 
vitally concerns the subject at hand In con
nection with examlnatlon and audit or a 
1960 individual tax return which I prepared. 

In a return which reported '31.700.85 In . 
dividend Income, the examining agent had 
no 1099 Information returns to audit the 
dividend Items, numbering 65. Individual 
dividend payments ranged from 76 cents to 
$4,llil .25. He asked the taxpayer to pro
duce any copies that had been saved by him 
from the Individual companies. Further, I 
cannot recall any time In the p ast 5 years 
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an examining agent having before him tor 
audit purposes forms 1099, regularly fur. 
nlshed the Internal Revenue Service at great 
expense by corporations and others. 

In the reporting of dividends and Inter
est, which all companies so cooperatively 
carry out, we already have an elfectlve means 
and basis to collect taxes. In this connec
tion, It la gratifying to know that the Com
m111sloner of Internal Revenue la taking steps 
to provide Improved audit procedures through 
computer data processing, and I would like 
to see It extended to Interest payments be
Jow S800. 

May I make very clear to you that since 
the end of World War n, because of what 
amounts to c:Ontlnuance of an excesa profits 
tax as high as 91 percent on Individual In
comes (although the corporate excess profits 
taz was repealed), It has been the practice of 
•vents to make periodic gifts to children 
ai. 1 grandchlldren, to lower the heavy bur
den of Income and estate tazes. This has 
been facilitated by the passage, by every 
State of the Union, of a "Gifts to Minors 
Act," making It easier tor parents to make 
gifts of securities and cash. 

But even prior to this Innovation, thou· 
aands and thousands ot transfers were made 
to children In the form of 11avlngs accounts 
and securities, to ease the taz burden and 
malte a ~tter education avallable. 11 the 
facts were known, a good portion of unac
counted for interest and dividends claimed 
by the Treasury would not be subject to 
income tazes. It Will be of Interest to you 
that one of our cllents recently tran11ferred 
about •3,000 In stock to each ot 21 grand
children and Ave chlldren. Incidentally, this 
category alone would create a vast number 
ot taxpayers to whom the Government would 
be obllged to make refunds under the pro
posed legislation. 

There are undoubtedly lllegal or auapect 
sources which fall to report certain dividend 
and Interest Income. But It wlll be found 
that tholie who are engaged In legitimate 
buslneaaes and proteulona generally report 
theae ltema very conaclentlously. 

The Treasury's estimate that there Is a 
91 percent compliance of dividend reporting 
in income tax returns la highly credible, and 
when the tremendous volume of dividend 
payments to elderly people and minors not 
subject to Income taxes la considered, thl.11 
la a remarkable percentage, probably Without 
equal anywhere else In the world. 

Now I would like to list what appear tA 
be, from my experience, the ba.lllc faults of 
the withholding provision of 11.R. 10650. 

Ba:llc faults of Interest and dividend With· 
holding under chapter 25 of H.R. 10650: 

Basic ta ult No. 1: Unjustified overwlth· 
holding of taxes. 

Basic fault No. 2: Inemclency, waste. and 
duplication imposed upon Government, busi
ness, and taxpayers to administer withhold· 
Ing. 

Basic .fault No. 3: A large segment of In
terest payments not covered by Withhold
ing. 

Basic fault No. 4: Impractically and com
plication wouJd cause a multiplication of ad
m,lnlstratlve problems and serious Interrup
tion In operations of our security markets. 

Baste fault No. 1: UnjustUled overwlth
holdlng of taxes. 

From my long experience In dealing with 
small stockholders and savings depositors, I 
am confident a large portion of the unjustly 
withheld taxes under the legislation would 
not be recovered, because of either Ignorance 
or fear of making out a claim for refund In· 
correctly, or belief that It would cost more 
In time than the refund la worth. Thia la 
somethfng to fear, Inasmuch as It has been 
estimated that 8 million stockholders would 
be subject to overwlthholdlng and the Im· 
pact wouJd fall most severely on those who 
can least afrord It !or these reasons: 
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Interest on savings accounts: 'l"he Amer!· 
can Bankers AM<>clatlon took a sample survey 
last year of 300 commercial banks, which In
dicated a very large concentration of small 
savlnp accounts. It la Interesting to note 
from this survey that two-thirds of, the sav
ings accounts In the reporting ba.nks paid 
less than eu; ln annual Interest. Still an
other 15 percent paid annual Interest from 
•15 to '45. U you will project this sampllng 
to the 62 mllllon savings accounts In the 
Nation, there are close to 35 mllllon savings 
accounts In commercial banks alone earn· 
Ing Interest of leas. than e15 a year. Need 
any more -be aald that this legislation would 
unjustly deprive thrifty people of their full 
earnings on their savings and result In un
told !cues and inconveniences? It ls highly 
questionable whether most of these people 
woUld bother about refunds, and-by not 
doing ao--they would Incur losses. 

M. subji-ct to a iarger withholding than the 
could absorb (after credits for wage wtth 
holding and social security taxes), wlthot 
Impairment o! working funds, and llquldlt 
would thereby be vitally at'lect.ed. 

Basic ta Ult No. 2: Ineffilcency, 1'\gher cost; 
waste, and duplication Imposed upon Go• 
ernment, business, and taxpayers In orde 
to administer withholding. 

Dividends on stocks: A 20-perwent with
holding rate la substantially more than the 
actual tax tor the average shareholders for 
the followtng reaaon11: 

1. The proposed plan does not consider the 
•60 annual dividend exclusion. For example, 
25 percent of the shareholders of American 
Telephone & Telegraph receive less than $50 
annually, and 50 percent of all these ahare
holders would be ln~llglble for quarterly re
funds and would have to wait up to a year to 
get their money back. 

2. There Is no allowance made for the 4· 
percent dividend credit to lndlvldual.8, which 
reduces the elfectlve r:i.te from 20 to 16 per
cent. 

S. There ls no provision for the 85-percent 
dividend credit on dividends received by an· 
other corporation. . In other words, 20 per
cent would be Withheld on dividends to other 
corporations, compared to an actual tax 
llablllty of 7 .8 percent on large corporatlona 
in the 52-percent bracket, and only 4.5 per
cent tor the small corporations paying a 30-
percent rate. 

4. The proposal to Withhold on dividends 
and Interest haa been confused With wage 
and &&lary withholding, where proper allow
ances are made for marital, dependent, and 
medical deductions as well &11 age and retire
ment Income credits. Even In the case of 
prolonged Illness, wage Withholding pay
ments ceaae on the ti.rat $100 weekly com
pensation. 

I!. Tax-exempt organlzatloll&-iluch u 
churches, youth and character bulldlng 
agencies, welfare a.gencles, universities. cor
porate and union pensions fund&-may not 
claim exemption from dividend withholding 
under the plan. In other words, these or
ganlZatlona would be obllged to loan money 
to the Government Without Interest return 
each year by having 20 percent of their pay
mens retained by paying corporatlona. These 
organizations, which operate on close bud
gets mainly from contrlbutloDll and Income 
from their lnveatments, can 111-atrord to have 
their Income reduced. Your atentlon la 
called to the !act that 8 .7. percent of all 
ownership In publicly owned corporations 
Is held by tax-exempt organizations, such as 
not-for-profit lnstlutlons and corporate pen
alon funds. 

6. The 20-percent withholding rate la un
realistic and la not gee.red to the actual lia
bility of taxpayers of all types or a reason&.ble 
a.pproxlmatlon thereof. For example, a per
son receiving $5,500, and claiming tbe stand
ard deduction, would have a total ta:r. llabll
lty of only •BOO. compared to withholding of 
tl.100. Retired taxpayers with extra medical 
deductions would be very adversely affected. 

7. Banks, Insurance companies, and other 
financial Institutions receiving a high por
tion of their gross Income from Government 
and corporate bond Interest seldom retain 
20 percent o! their gross Income after oper
ating expenses. Consequently, they would 

The taxpayer as well as the Governmen 
would have no evidence or receipt !or pay 
ments, which would result In total contu 
slon. There would be required extenslv~ an• 
costly lnvestlgatlona and audits on the pa.r 
ot the Internal ReYenue Service of all p11yer 
of Interest and dividends to verify amount 
not withheld, as well a.s records of corpora 
tlans and banks to verify validity of million 
of claims. Therefore, the plan contain 
many possibilities !or loss to the Treasur 
due to Inefficiency and/or fraud on the par 
of payers of Interest and dividends. Recipl 
erits could ~·ell have a feeling of distrust, 11 
the absence o! any assurance or notlficat101 
that tax payments were made. It Is clalmec 
that It will he a simple matter for a perso1 
to receive a refund by merely fi111ng out 1 

pcl6tcard or form anlt sending It to Unc:• 
Sam. This statement Is Irresponsible, lnas 
much aa all cases where the Internal Reve· 
nue Service has no reeord of Income-tax fiJ. 
lngs or payments would reqUlre a specla 
Investigation before the claim could be paid 
Otherwise, It would be the same as giving the 
public a blank check to draw on the Govern· 
ment; which Irresponsible people could abus1 
without detection, for the simple reason tha1 
It would be Impossible under the proposal t<: 
support claims with any Individual record: 
ot amounts withheld. This Is the completl 
answer to quick refund advocates. 

It would present a colossal problem !01 
banka and savings Institutions to determln1 
the tax status of each depositor, and the ex· 
ecutlon of this would Invade the private a!· 
fairs of" eltlzen11 and shift the burden anc 
responalb111ty of tax colleotlons from Gov 
ernment to prlva.te lnsUtutlons. Eventuall3 
these added admlnl&tratlve .costs would b 
paid by the tnrtrty. It Is estimated that th 
very "mini.mum out-of-pocket ~xpenses o 
the bank that I represent, to administer th 
Withholding program, would be •l per ac 
count. The postage OI]. one ma.lllng and re 
turn to 12,000 depositors; carrying savlnE 
balances aggrega.tlng •17,436,408, would b 
about equal to the total annual compense 
tlon provided of about 10 cents per account
tor the prlvllege of bold.Ing funds temix 
rarlly. It la calculated that Indirect supeJ 
vl&ory · coets to the bank for admlnlsterln 
the program would also be substantial. Th 
la contrary to the adequate compensatlo 
representations ma.de by the Treasury. 

Reporting of Income on form 1099 by co1 
poratlons and Individual payers o! lntere1 
and dividends provides the best means I 
lnaure maximum enforcement at· mlntmu1 
caste and contusion· to business and Goverr 
ment. In my opinion, the outer limit of r1 
sponslblllty by business should be confine 
to providing regular Informational repor 
to. the Internal Revenue ServJce. You wl 
always find that business firms are anxlo1 
to cooperate. The recent Introduction • 
computer data processing by the Cammi 
stoner of Internal Revenue, to achieve mo: 
eftlclent audits and enforcement, Is mo 
welcome In this connection. Wlthholdlr 
would only add waste and duplication 
this emclent elfort. 

Basic fault No. 3: A large segment of II 
terest payments Is not covered by wlthhol• 
Ing. 

There la no withholding of Interest c 
mortgages and private loans. This repr 
senta a much larger amount than lntere 
payments on corporate bonds. The effect 
withholding on owners of corporate a1 
Government bonds would be to discr lmina 
Rgalnst them In favo r o! private lende: 



Thia would force tax-exempt organizations 
and many Individuals not subject to tax Into 
other forms of Investment that may not be 
so desirable or liquid. There could tie a. 
pronounced and adverse effect on the Treas
ury's savings bond program. 

B:islc fault No. 4: Impracticality and oom
pllcatlon would cnuse a multiplication of ad
ministrative problems and serious Interrup
tion In operations of our securltJ markets. 

The problems of banks, trust companies 
and lnve:;tment firms resulting from elim
ination or curtailment of use of shares In 
the names of a nominee, or what are knowu 
as "street certltlcates", woUld be staggering, 
since no exception ls made and the full 20 
percent Is wlthh!!ld under th~ IeglElatlon. 
Aa an example, banks and brokers acting 
as nominee usually receive one check rrom 
each corporation for a dividend payment, 
and the Individual accounts are credited 
with the proceeds as the ownership appears, 
Iarge!J bJ automatic computers. Ir Rrbl· 
trary withholdings are made, Irrespective ot 
the tax status of Individual accounts, It 
would• be necessary to register each certifi
cate In the owner's name and process a mul
titude of additional Items and checks by 
manual operations. With added coats to 
both banks and Investment dealers occa
•loned by tai: wlthhold1ng, there would be 
no alternative · than to Increase service 
and; or commission c~ts to offset the 
burden. 

Street .certUl.cates In many respects are 
the same to Investment dealers and brokers 
as currency ls to banks. .Just as banks uae 
currency to make change, so do street cer
tltlcates tacllltate tranaters and deliveries of 
securities to customers or brokers and In
vestment dealers. Also, It la not' generally 
!lPPreclated that street certificates, or nomi
nee holdings, are used dally to make dellv· 
erlea and settlements where security ;terns 
or the seller do not reach the stock exchange 
clearing corporations on the contract da~ 
tor one re8801l or another, because of ui.
tance or delays. There are a.I.lo dally tn
•tances of street certificate aubatftuttom tor 
"not good delivery" ltema, oomprtalng cer
tUl.cates In the names of corporatlom, trua
teea, estates and other nonnegotiable form, 
to exped1te and tacllltate dally settlement.a 
between bu7er'a and seller's 
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broker. :rt 
ahoUld be obv1o\18 that tlie market machin
ery would be seriously clogged and Impeded 
In case street certlfl.cates were ell.mlnated or 
curtailed. 

Under the proposal, all Government bond 
(excluding aeries E bonds) and corporate 
bond Interest payments would be subject 
to 20 percent withholding, with no excep
tions for Individual and taJ:able corporate 
Investors. Thia meana that In the case of 
bond tr&ru1actlons, It would be necessary tor 
the buyer to withhold from the seller 20 
percent or any accrued Interest to date of 
sale, since they would be obliged to pay 20 
percent of the full coupon or payment on the 
next Interest date. 

'Ibla would Impose many problems tor 
bond dealers and . banks. Investors wouid 
tend to delay transactions unw the exact 
semiannual or· annual lnterset payment date 
and create an accumulation of transactions 
With which banks and dealers In bonds could 
not cope. 

It should be obvious that these withhold
ing provisions would cause serious lnterrup
t!ons and Instability of normal market op
erations In our bond markets. Even some 
taxable organizations aucb as banka and 
other large bond Investors would wish to 
avoid overpayment of tai:es by acquiring 
bonds between semiannual Interest dates. 
Bond transactions v.·ould be further ·compli
cated whenever the :seller la a tax-exempt 
organization, such aa a church, school or 
charitable organization, Inasmuch as buyers 
would object to making an outlay of 20 per
cent withholding tax on the full coupon 
when collected. For example, purchase from 
a tax-exempt organization of •100,000 par 

value .U.S. Treuury 4-percent bonds 6 days 
before the Interest would mean the buyer 
woUld pay the seller accrued Interest ot 
•1.956.04, but would collect only $1.600 
($:.!,000 less 20 percent )on the Interest date, 
and would thus be required to resort to 
clalms to recover the funds. 

Conclusion: I could conUnue at length In 
regard to other complications and taxpayer 
problems to support opposition to with· 
holding provisions of H .R. 10650. On the 
other hand, there can be no argument with 
the basic premise that each citizen should 
carry his fair and equitable share or the 
t!l.X burden. On that premise, a minority 
of earlier Witnesses have argued-With com· 
plete sincerity I am sure-that withholding 
ot dividend and Interest Income Is a de· 
alrable step toward tax equality. 

Such witnesses, however well meaning, ob
viously have not had an opportunity to study 
the lmpllcatlons of the pending withhold
ing proposal, or they tall to grasp Its de· 
structlve potential. On balance, I believe 
that the principle as !>reposed Is demonstra
bly Inequitable, administratively Impractical 
and whoily undesln.ble. Brlefiy and bluntly, 
Its e&actment would not encourage tax 
equality. But It would take us deep Into 
the area of discriminatory self-defeating 
taxation In Its most vlruh:nt form with con
sequent and perhap11 crippling l.mpalrment 
of and respect for our entire basic revenue 
collecting processes. 

(Prom Chlcago'll American, May l, 1962) 
THAT- t840 Mn.LION DIVIDEND TAJ: GAP ls 

• CAI.LEI) PHONY 

(By Hal Thompson) 
Congress la being kidded by Secretary of 

the Treasury Dillon Into believing that a 
withholding tax on Interest and dividend 
payments Is necesnry to collect 8840 million 
1ll unreported dividend tuee. Tb.la charge 
wu made by George B. Barnes, aentor part• 
ner ot Wayne Hummer & Co., and former 
chairman of the Midwest Stock Exchange. 

In a preaa conterence held in the board of 
governors• room of the mldweat ei:cbange, 
Barnes labeled the contention of the Treas
ury Secretary that t840 mUUon In dividend 
tuea are going uncollected aa being baaed 
on erroneous Information. In ta.ct he maln
talna that no gap eJ:lata between actual dlvl· 
dend tax paymenta and the awn which the 
Secretary estimates la due the Government. 

The *840 mllllon figure which the Secretary 
Inters the Government la being cheated out 
ot annually In the nonpayment of taxes on 
dividends actw.lly represents nontai:able In· 
come, Barnes stated. 

D1"J'EJIENT 'l'OTAI.8 

Whlcb lncomea are nontaxable? Barnes 
pointed out that groups which tall In this 
category Include penaion funds, churchea, 
toundatlom, colleges. and welfare funds. 

Now as a matter of tact, Barnes revealed 
he bad advlaed the Treasury Secretary In a 
letter he WM placing In the mallB, such non
taxable Income really amounts to around 
8902 million annually and not the '840 mil
lion figure. 

The former Midwest exchange chairman 
presented statlstlca baaed on a 1969 New 
York Stock EJ:change survey In support of bis 
contention that the Treuury Secretary was 
using grosaly misleading and erroneous sta
tistics In bis efforts to obtain congreaalonal 
approval of the proposed 20-percent With
holding tai: on di vldenda and Interest. 

Thia survey &bowed that .nontuable or· 
ganlzattona held •2• bllllon of New York 
Stock Exchange stock.I In 1959. Of thla total 
•11.100 mllllon waa held by corporate pen
sion funds and •12,900 million was held by 
college. rellglo\18, and welfare funds. 

Based on a 3.8 percent median yield, such 
Investments aboUld have netted corporate 
funds that year •Ul ,800,000 In dividend In
come and the second group of nontaJ:able 
organizations 1490,200,000 In dividend in· 
come. Thus the total nontaxable dividend 
Income was •902 million, a sum which, o! 
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course, the Government baa no tax clauna 
to. 

Barnes &lso presented other data tending 
to provo tbD.t the Government was preaentlJ 
collectlr•~ mo!t or Its taxe5 on dlv1dend In
come. He pointed out that In 1959 &,948,3'18 
dividend taJ:payers reported dividend In· 
come; of this total '181,6IHI paid no taJ:es be
cause their total Income WM too low. 

ACCUllATB FIG'OU 

Now In 1959, 6 million we'd• say wu a 
fairly accurate 11.gure tor the total number 
of Individual stoclr.holdera In thla country. 
The tact that all of them reported dividend 
Income and moet paid taJ:es on It we submn 
la pretty good proof that our present system 
ot collecting such tai:ea la working rather 
effectively. 

Barnes' statlatlcal attack on the Treaaury'll 
logic In thla taaue we belleve &boota It full 
or holes. 

U there la no e84o million abortage In 
tuea u the Secretary alleges then why la a 
withholding tax on dividends and Interest 
necessary and "in the publlc lntereat" at 
this ti.me? 

Before the Senate flnally acts on thla 
measure which already bu pa.aaed the Houae 
we suggest that It look care!Ully Into 
Barnes• allegations. 

To thla columnlat they aeeDl trretutable. 

(From the Chicago Daily News, May 2. 11H12J 
CATCllllfv TB& Tu: CIDATB. 

Proponents of withholding tues on dlvt· 
dends and Interest. have been nailed on 
one mlsrepreaentatton and accused, very 
plausibly, of anoiher. 'Ibe 11«ent tor thla 
was George B. Barnes, Chicago broker, before 
the Senate Plnance Committee. 

The orlg1.nal &dmlnlat.ratlon bill waa 
amended to permlt ·esemptlom from with· 
holdings upon the 11.llng of an aftld.avlt that 
no tax would be owed. Thia wu represented 
u the cure tor the charge that man1 widows 
and elderly couples. although owing no taxes 
on such Income, would have to watt a year 
to recover money withheld. 

lllr. Barnes points out that the real prob· 
Iem . ot overwltbholdlng would remain. 
Among 1I11merous ·examples, he cited the 
case of a retired ·couple whoae income. la 
$6,000 a year. Their taxea would be *800, 
but '1.200 would be withheld. The flguree 
&bow that tor any Income up t.o 819,000 a 
year from aucb sources, withholding would 
be greater than taxes owed. 

'Ibe basta tor the effort to withhold taxes 
on dividends and lntereat la the estimate 
ot Secretary of the Treuury Dillon that 
t840 million In dlvldenda la unreported and 
therefore untai:ed each year. Mr. Barnes 
cite& a 1959 study by the New York Stock 
Exchange a&.owing that tai:-e:s.empt lnatltu
tlon&-eolleges. penaton tund8, and the IJ.k&
owned !ecurltlee worth ~ billion Uated ·on 
that exchange. alone. 

This sum would yteld about '900 mllllon 
tn dividend.II, fully accounting tor the gap 
reported by Secretary Dillon. 

It one I• reluctant to conclude that a 
Cabinet omcer would attempt to bolster hla 
caae with phony atatlstlca, be might recall 
the case of Defense Secretary McNamara in 
the recent steel Imbroglio. President Ken· 
nedy solemnly announced that lllr. McNam
ara bad calculated that a S.5-percent boost 
In steel prtcee would coat tho. Defense De· 
partment a bllllon dollars a year. Since the 
Defense Denartment apenda about *36 bllllon 
a year tor Dlaterlal, the· 11.gure waa obviously 
reached by applJlng 3.6 percent acroae the 
board. 

The Department, however, buys uniforms 
and paper, rubber and aluminum, and thou
sands of other things not made of steel. 
'Ibe estl.mate emerges u the wUdeet exag
geration. 

It la easy to prove the barclahlp that with
holding or tai:es on dividends and Interest 
.would ·Impose on people, aa well as the 
gigantic and ei:penalve chore that It would 
l.mpcee upon business and financial lnllU
tutlona. Unleea the fa.ct of extensive taJ: 
cheating can be demonstrated conclusively, 
the case for wlthholdln~ collapses. Rl2ht 
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The Unreported $16 Billion 
In Investment Income 

by George E. Barnes 
senior partner 
Wayne, Hummer & Co. 

BASED ON the thesis that im
proved tax compliance is the best 

way to reduce the tax burden on :in
vestment income for everyone, I have 
devised a very simple plan for the 
Treasury to collect billions of dollars 
in taxes due, but not paid, on some $16 
billion in annual income from invest
ments owned by individuals. 

It sometimes seems to taxpayers 
that the Internal Revenue Service 
must have eyes in the back of its col
lective head to implement the zeal with 
which it uncovers sources of taxable 
revenues. But the truth of the matter 
is there are large segments of unre
ported income throughout the econo
my- bearer interest coupons are a 
good example-on which no federal 
income taxes are paid. 

IRS Study 
This has concerned the IRS to such 

an extent that it recently published 
an elaborate study calculated to show 
the estimated extent of the shortfall in 
various areas of the economy. 

Although, no doubt, the IRS is 
working hard in an effort to track 
down unreported sources of income on 
which federal taxes should be paid, it 
would need a small army of additional 
field personnel even to begin to make 
a dent in reducing the amount of un-

Our wartime double taxation structure restricts capital 
investment, but at the same time the government is 

losing legitimate tax rev,enues on investment income 
because of inadequate reporting procedures. 

reported income of the self-employed 
or stemming from lottery winnings or 
pensions and annuities. 

While it is true that because of with
holding, 97% to 98% of wages and sal
aries were properly reported on 1976 
tax returns, the year on which the 
study was based, there are many other 
areas which fail to show anything 
close to full compliance. 

For example, the IRS study calcu
lates that only 60% to 65% of rents 
and royalties are reported on tax re
turns, while the self-employed reveal 
only 60% to 64% of capital gains. Just 
70% to 75% of alimony, lottery win
nings, prizes and awards were re
ported. The study rounded out the 
breakdown by calculating that 84% to 
88% of income from pensions, annui
ties, estates and trusts was duly re-

corded. For dividends the figures were 
84% to 92%, which does represent 
good compliance, no doubt because of 
stockholder reporting requirements 
on the part of corporations. Taxpayers 
seem to fear and tremble about ac
counting for any income that is re
ported to the IRS. Therefore, there is 
no better device for tax compliance 
than reporting. 

Increased Bartering 
Moreover, the IRS has been moni

toring very closely the rise in popu
larity of bartering in recent years. 
There are now in existence hundreds 
of barter clubs which enable individ
uals to exchange legal services for a 
new roof or a dental plate, or £or two 
weeks in a Florida condominium in the 
wintertime. There are some estimates 
that place the total value of bartering 
at several billion dollars annually. 

While the job of the IRS may be 
difficult in materially reducing the gap 
in nonreported income from some in
come of the underground economy, the 
self-employed, gambling winnings and 
others, there is a way of catching up 
with many offenders sooner or later 
by taking some simple compliance 
steps. 

These steps were submitted by me 
in behalf of my firm recently for study 
in special hearings called by the Com
mittee on Ways and Means at the re
quest of President Carter to consider a 
formerly discredited withholding tax 
on interest and dividends to increase 



Treasury revenues and as an anti-in
flation tax measure. This request of 
the President is based primarily on 
collection of the nonreported income 
taxes claimed by the Treasury on in
vestment income. 

Overwlthholding Problem 

In my testimony, I emphasized again 
and again that any withholding plan, 
no matter how low the rate, results in 
overwithholding and there could be as 
many investors filing for refunds as 
paying taxes. This is because a large 
number of low and medium income 
recipients of dividends and interest 
otherwise would not have to file a re
turn at all, except to claim a refund. It 
would be a hardship for such persons 
to be deprived of the use of the 15% 
withheld during the year. For exam
ple, an elderly couple with income 
from social security plus $8,600 from 
interest and dividends would pay an 
income tax of $137 at 1979 rates but 
would have to wait a long time for a 
refund of the $1,290 withholding tax of 
which they had been deprived during 
the preceding year. 

The problems of withholding on in
terest and dividends seem insur
mountable, with dependence on busi
ness to collect taxes together with the 
duplication of effort and deprivations 
of income. 

For example, it would be a night
mare to think what would be involved 
by the insolvency of a collecting agent 
or an abuse of the tax funds. If banks 
and savings and loans were permitted 
to withhold and only remit annually, 
there would be an apparent loss to the 
depositor of interest rightfully belong
ing to the recipient. Another problem 
area would be dividends containing a 
portion which is a return of capital, 
not ascertainable until after the close 
of the year. 

As a reminder, I stated that at one 
time it was impossible to redeem or 
cash in bearer coupons and bonds 
without an accompanying Ownership 
Information Certificate. It was re
quired that these certificates be filed 
with the paying agent who in turn 
reported to the Federal Reserve Bank. 
We presented and thoroughly dis
cussed with the House Ways and 

Means Committee and, subsequently, 
with Donald Lubick, assistant secre
tary in charge of national tax policy 
at the Treasury Department, and his 
staff a similar reporting plan for rein
statement on Form 1087 for all coupon 
and bond redemptions. It should be re
alized that nonreporting of income 
from coupon corporate and govern
ment bonds, on which there are and 
will continue to be hundreds of bil
lions of dollars outstanding in bearer 
form for many years, amounts to a big 
shortfall of revenue collecting. 

No Big Change 
Such simple reporting by paying 

agents is no different from what all 
corporations are now required to fur
nish shareholders, with copies to the 
IRS, on dividend reporting. If the IRS 
taxpayer's computer record did not 
jibe with his income tax return, there 
would be enormous tax recoveries for 
Uncle Sam. 

It is not general knowledge that cor
porate paying agents of interest cou-

pons now receive on coupon envelopes 
full information to report annually to 
the IRS and the recipient; but they are 
not required to do so. Therefore, it 
would be only a simple matter for pay
ing agents to file annual reports of this 
coupon interest on Form 1087, the 
same as dividends. Coupon bonds held 
by broker and bank nominees carry 
the full information of ownership of 
coupon redemptions but make no an
nual reporting of any kind. In fact, 
bank and broker nominees would find 
it less burdensome to report such 
bearer coupon interest since it now 
requires computer reruns to exclude 
this annual reporting to the IRS. 

The only additional chore resulting 
from this bearer interest system would 
be on the paying agents. Since banks 
acting as paying agents are compen
sated for their efforts, they should 
welcome the opportunity to increase 
their revenues from the additional re
porting service for corporations, states, 
cities, and income recipients. 

For compliance in other important 
areas, the IRS could share this report
ing on coupon and bond redemptions 
with the individual states (like Illi
nois, with an income tax) as well as 

serve as a tangible verification of both 
federal and state inheritance returns 
later. This is the area where the IRS 
would eventually catch up with the 
cheaters, to whom I referred earlier, 
for back income taxes as well. 

In concluding, I would be remiss if I 
did not point out that our steep-gradu
ated-double taxatian structure, a car
ryover from two world wars, encour
ages capital to hide and seek shelters. 
Most certainly, we cannot expect sav
ings and investments to come out of 
hiding, for example, by contiquing the 
present maximum tax rate of 46% on 
corporate income or 54% after taxes, 
and 70% on individuals, leaving a tax 
take of 83.8% for Uncle Sam and only 
a miniscule 16.2% (70% x 54%), ex
clusive of any state and local income 
taxes, for those who supply the risk 
capital. With the continuance of disin
centives like this, we can only ex
pect more foreign-made goods on our 
shelves, more foreign cars on our 
highways and more of our own people 
out of work and on welfare. 

Unrealistic Wartime Rates 

It is indeed ironical that we gave 
both West Germany and Japan after 
World War II, as well as West Ger
many after World War I, monies and 
know-how for reconstruction and 
modernization of their plants and 
equipment for the benefit of their 
shareholders and at the same time 
overlooked the best interests of stock
holders at home. Moreover, it is politi
cal and simply not productive of gov
ernment revenues to try to keep 
wartime excess profits tax rates in 
times of peace. 

Fortunately, there are leaders in 
Washington with whom we have been 
working closely these past few months, 
both Democratic and Republican, 
who are now recognizing what is 
needed, and there are more legisla
tors on the way to remove the tax 
discrimination against those who save 
and invest. The United States is at the 
bottom of the ladder in its savings 
with which to supply capital to in
dustry, as compared to other nations 
(U.S. 4.5%, Germany 14.6%, Japan 
20.1%), and will remain so until our 
war tax structure is repealed. D 
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COMMITTEE ON FOREIGN RELATIONS 

WASHINGTON. 0 .C. 20510 

October 11, 1982 

Mr. George E. Barnes 
Wayne Hummer & Co. 
175 West Jackson Boulevard 
Chicago, Illinois 60604 

Dear George: 

.• 

= 

Thank you for your recent correspondence. 

As you know, I agree with you completely on the issue of withholding 
federal tax on interest and dividend income. I so admired your letter 
to Don Regan that I requested that it be printed in the Congressional 
Record. I am enclosing some copies which I thought you might wish to 
distribute. 

I am pleased that you have also contacted the major Exchanges and hope 
you will keep me informed of their reaction. This would be helpful 
to me in continuing to deal with this new legislation. 

Charles H. Percy 
United States Senator 

CHP:brk 
Enclosures 

I 
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Vol. 128 WASHINGTON, WEDNESDAY, SEPTEMBER 29, 1982 No. 132-Part II 

INTEREST AND DIVIDEND 
WITHHOLDING 

Mr. PERCY. Mr. President, the re
cently enacted tax bill-the Tax 
Equity and Fiscal Responsibility Act 
of 1982-contains a controversial sec
tion requiring the withholding of in
terest and dividend income. 

The debate on this matter was 
heated in the Senate and opponents of 
the provision. including myself, sought 
to ~move it from the legislation. Un
fortunate!::; we did not succeed and the 
Senate chose, by a vote of 48 to 50, to 
leave this section in the bill. 

Since the Congress passed this legis
lation, I have heard from many con
stituents who are opposed to withhold
ing. One of the most eloquent and 
carefully reasoned letters I have re
ceived on this came from Mr. George 
.Barnes of Chicago. 

Mr. Barnes is an expert on capital 
markets and a long-time partner in 
Wayne Hummer & Co. in Chicago, one 
of the foremost brokerage houses in 
that city. I have always respected his 
advice on matters pertaining to capital 
markets and believe he has made a 
good case in his letter. 

Mr. President, I ask unanimous con
sent that Mr. Barnes' letter be printed 
in the RECORD at the close of my re
marks. 

Mr. Barnes points out in his letter 
that Congress enacted a withholding 
provision in 1962 but repealed it 
before it went into effect. Mr. Barnes 
was instrumental at that time in 
bringing about the change in the law, 
and I commend his letter to my col
leagues. 

There being no objection, the letter 
was ordered to be printed in the 
RECORD, as follows: 

WAYNE HUMMER & Co. 
Chicago, Ill., September 3, 1982. 

Hon. DONALD T. REGAN, 
Secretary of the Treasury, 
Washington, D.C. 

DE.AR DoN: The purPose of this letter Is to 
point out the need for Immediate repeal of 
the withholding provisions to provide geater 
compliance in the recent tax package passed 
by Congress and to ask for your support. 
Also, It should be of grave concern to you 
that the combillation of withholding of in· 
vestment Income and the registration of · 
new securities would tie the financial com
munity Into Jr.nots, In delayed deliveries, pa
perwork, and confusion with all the various 
exceptions and exemption. 

Senate 

It is most unfortunate that It Is not fully 
realized that these provisions could not be 
more devastating In the Administration's 
plans to shrink big government and to con· 
ttnue confidence In our tax system. The In
crease In revenue would be de mlnimus-lf 
that, and the cost outlays of government 
and business firms would be beyond our 
comprehension In shifting tax collections to 
others. 
There Is precedent for repeal In that both 

the House and Senate passed a 20 percent 
withholding · tax In 1962 and then reversed 
their positions after It was disclosed to the 
Joint Conference Committee that Cl) there 
was no sizable gap In dividend rePorting 
claimed by the Treasury, <2> over-withhold
ing would result In as many Investor filing 
claims for refunds as those filing tax re
turns and, <3> taxes would be withheld twice 
on bonds bought or sold between interest 
dates. This makes withholding impractical, 
unworkable and unnecessary. 

Withholding does not solve the compli
ance problem since !ti; provisions apply 
mainly to presently registered securities and 
to future Issues of fixed interest securities, 
and do not take into consideration billions 
and billions of outstanding corporate and 
government bearer securities which Treas
ury figures show constitute the largest gap 
of unreported income. We have been en
deavoring to correct this gap for a decade or 
more through the extenillon of annual re
porting of bearer Interest Income, the same 
as dividends. There Is a 96.'7 percent compli
ance on bank Interest and dividends. With
holding cannot possibly Increase this rate of 
compliance. 
It Is Incredible to provide bonds to be reg

istered In the future since It would not only 
destroy their marketability to readily buy 
and sell, but would adversely affect the 
growth of our economy by restricting capi
tal formation. <It now takes from two to 
three months for the Federal Reserve Bank 
to register bonds in our client's name or 
have them unregistered for sale>. It Is only 
feasible to provide that future public issues 
of debt obligations carry optional registra
tion provisions. 

As the former head of a stock exchange 
firm, you can readily understand how diffi
cult It will bt: for brokers, banks and others 
to see if withholding applies-it applies to 
certain Investments and not to others and It 
applies to certain Individuals and not to 
others. In short, It would create a real ad
ministrative monster for all concerned, and 
the numerous exceptions would drive us 
crazy. Speaking of closing loopholes, such 
exceptions would make It possible for a tax
payer to own stock in an unlimited number 
of corporations or maintain bank accounts 
returning less than $150.00 each year and 
entirely escape withholding. 

However. I have always maintained that 
the biggest weakness of withholding is o:ver-

s 12648 

withholding. I am not one to ask a client or 
a shareholder to wait as long as 16 months 
for his tax refund check, when all the 
income is needed on which to live. It Is 
equivalent to · the taxpayer loaning money 
to the government or allowing banks to hold 
It without Interest. 

Withholding works In Japan because It Is 
optional with the taxpayer, and the Income 
on which the tax has been withheld is not 
reportable In tax returns. In other words, 
they favor and encourage capital formation, 
whereas your new withholding plan works 
Just In reverse. Also, you cannot very well 
Justify withholding on investment income 
Just because there _Is withholding on wages 
with only one withholder. Moreover, th~ 
withholding plan on investment Income is 
mandatory regardless of business losses and 
other deductions. This Is not true of wage 
withholding. 

You may not recall that a bl-partisan ma
jority of the 96th Congress voted 401 to 4 
against withholding as recently as April 19, 
1981. I mention this because hearings as 
recent as last year should forestall any fur
ther extensive public hearings. 

I would like to think that the extension of 
time In the effective date of withholding 
was changed to July l, 1983 to gl~e time for 
the consideration of repeal. 

Since taxpayers fear and tremble where 
income is reported ·to the IRS, there is no 
more effective way to provide adequate com
pliance, and I would hope that. in lieu of 
withholding, consideration would be givP.n 
to reporting by Institutions when interest 
coupons are cashed, which I have proposed 
to the Treasury previously. In a conference 
with the Treasury staff, acquiescence was 
given, provided the banks and brokers would 
agree to It. Bank and broker nominees 
would welcome this since they now go to the 
burden and expense of computer reruns to 
omit such annual rep0rting of interest to 
the IRS. 

May I hear from you so that I will know 
that repeal is being given your attention. 
The sooner that Congress acts, the better t,c, 
save the government, corporations, brokers 
and others the gigantic cost of preparing for 
withholding and shifting part of the load of 
tax collections to others than government. 

Respectfully submitted, 
GEORG.I: E. BARNES, 

Senior Partner, 
Wairne Hummer & Co. 
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to: __ J_i __ c_i_c_co_n_i ____ _ of the Treasury 
Office of the 

room: ___ date: _1 __ 1_2_1 ___ S_e_c_re_ta_rv ____ _ 

As promised, attached is the information 
sheet on the mythical stock transfer 
tax. 

David L. Chew 
xecutive Assistant 

to the Secretary 
~~room 3408 
\\ phone 566-590 l 



Fact Sheet on 
Federal Stock Transfer Taxes 

There is not presently nor has there been since 1965 a 
Federal stock transfer tax. Some states, however, have 
imposed such a tax. There was a Federal excise tax on stock 
transfers (originally enacted during World War I) which was 
significantly revised in the Excise Tax Technical Changes Act 
of 1958 (P.L. No. 85-859) effective January 1, 1959. This 
Act generally imposed (among other Federal excise taxes) 
documentary stamp taxes on (a) issuance of (i) capital stock 
(10 cents per $100 (4 cents per $100 in the case of stock in 
regulated investment companies) of the actual value of stock 
issued) and (ii) certificates of indebtedness (11 cents per 
$100 of the face value of indebtedenss issued); (b) sales or 
other transfers of (i) capital stock (generally 4 cents per 
$100 of actual value sold or transferred) and (ii) 
certificates of indebtedness (5 cents per $100 of face value 
on each sale or other transfer); and (c) conveyences of 
realty (55 cents per $500 of the consideration or value for 
which realty is conveyed). These excise taxes were repealed 
as of January 1, 1966 by the Excise Tax Reduction Act of 1965 
(P.L. 89-44). The Committee Reports estimated that the 
annual revenue from all of these excise taxes at that time 
was $153 million. 

In addition, there was a temporary excise tax (the 
interest equalization tax) added by the Interest Equalization 
Tax Act (P.L. No. 88-563) which was effective as of July 19, 
1963 and which after several extensions expired on June 30, 
1974. This tax was designed to bring the cost of capital 
raised in the U.S. market by foreign persons more closely 
into alignment with the costs prevailing in markets in other 
industrialized countries and to aid the U.S. balance of 
payments position. Basically, the interest equalization tax 
was a tax (varying in rates o f up to 22.5 percent of the 
actual value of securities transferred) on the acquisition by 
a U.S. person of a debt obligation of a foreign obliger or 
stock of a foreign issuer, which is acquired from a foreign 
person. When last extended to June 30, 1974 by the Interest 
Equalization Extension Act of 1973 (P.L. No. 93-17) the 
Committee Reports estimated the annual r evenue gain at $85 
million. 
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H ector Barreto 

Mr. James A. Baker III 
Chief of Staff and 

Assistant to the President 
The White House 
Washington, DC 20550 

Dear Mr. Baker: 

September 7, 1983 

Please accept my warmest appreciation for assisting the 
U.S. Hispanic Chamber of Commerce with the president's visit 
to our National Convention in Tampa. You have again proven 
your friendship and commitment to the Hispanic community. 
We are honored by your visit to our convention. 

Mr.~ as the president di rected, I am writing to 
establish a convenient time for us to meet. The purpose of 
the meeting will be to follow-up in more detail the topics 
of concern that I raised with the president while he was in 
Tampa. The topics are as follows: 

Agenda for 
Weinberger. 

meeting with Defense 

,. .. 
., 

Discuss USHCC pl an for bringing together Hi spani ~', 1 n . .1.f · ··f.
business leaders to meet with cabinet officials I J,~,£ <. U."-'\ 
to participate in the President's Economic / 
Recovery Program. · 

Discuss with you ways the USHCC can more effec-~\ "'~ •·'-(;1 .._..:--/ 
tively provide you with qualified candidates for \ "l>DA~""~ 
senior federal positions. _:::::::-~ 0~ 10/-,,, 

Once again, Mr. Baker, 1 would like to thank you for your 
invaluable assistance with the president's visit to our con-
vention. I look forward to hearing from you in the near 
future. 

HB:eag 

United States Hispanic Chamber of Commerce 
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SK ILL INTEGRITY 

THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA 
1957 E Street. N.W. •Washington, D.C. 20006 • (202) 393-2040 •TWX: 710-822-9406 AGC WSH 

RICHARDS. PEPPER, President JAMES D. PITCOCK, JR., Senior Vice President VERNIEG. LINDSTROM, JR. , Vice President 

LARRY F.C. CHING, Treasurer 

Mr. James w. Cicconi 
Special Assistant to the President 
The White House 
Washington, D. c. 20500 

Dear Jim: 

HUBERT BEATTY, Executive Vice President 

October 10, 1983 

Enclosed is a follow up letter to our October 5 meeting, and 
a copy of same intended for Mr. Baker. 

1JM~ 
Hubert Beatty 
Executive Vice President 

-::::- r.J~ ~ 
J\LV~ cT\ l 
f~, ~ c.~ 

~. 

THE FULL SERVICE CONSTRUCTION ASSOCIATION FOR FULL SERVICE MEMBERS 
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THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA 
1957 E Street. N.W. •Washington, D.C. 20006 • (202) 393-2040 •TWX: 710-822-9406 AGC WSH 

RICHARDS. PEPPER, President JAMES D. PITCOCK, JR .. Senior Vice President VERNIEG. LINDSTROM, JR., Vice President 

LARRY F.C. CHING, Treasurer 

Mr. James W. Cicconi 
Special Assistant to the President 
The White House 
Washington, D. c. 20500 

Dear Mr. Cicconi: 

HUBERT BEA TTY. Executive Vice President 

October 10, 1983 

As follow up to our October 5 meeting with you, Mr. Baker, and 
Mr. Rollins, we provide the following additional informat i on regarding 
the Small Business set-aside program, the Small Business 8(a) program, 
minority business enterprise subcontracting programs and their cumulative 
and oppressive impact on open unrestricted competition in construction 
procure;:nent. 

Overview 

The construction industry is a highly competitive and open industry 
dominated by small family-owned businesses that work close to home in 
a fairly well defined geographic area. Construction is not dominated 
by a few firms, but by vigorous competitive bidding among many. That 
is, federal construction contracts generally must be awarded through 
competitive bidding procedures to the lowest responsible bidder . This 
procedure assures intense competition within the industry, and assures 
that the project will be completed at the most economical cost to tax
payers. These factors make the construction industr y one of the last 
true ba s tions of the fr ee enterprise system. 

This bastion, however, has been under a concerted, non-stop attack 
for some time from government impose d spec ifical preference pr ocur eme nt 
programs. These special preference procurement programs are contributing 
to the demise of the open competitive bid system in construction. Specif
ically, the small business se t -a s ide pr ogram, the small business 8(a) 
program, and minori t y-business ente r prise subcontracting p rograms are 
eliminating open competition, and increasing costs to the taxpaye rs. 

Sta tistics provided by the Federal Procureme nt Da t a System on 
Federal construction contracts reveal the following: 

o 60 % of all Federal constr uct i on cont ract acti ons ( c on tracts , 
change orders, amendments, additions) were unavailable for open, 
un rest r icted competition in FY 1981. 

THE FULL SERVICE CONSTRUCTION ASSOCIATION FOR FULL SERVICE MEMBERS 
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o 57% of all Federal construction contract actions were unavailable 
for open, unrestricted competition in FY 1982. 

o 62% of Federal construction contract actions within the Department 
of Defense were unavailable for open, unrestricted competition 
in FY 1981, and 61% were unavailable in FY 1982. 

o 77% of Federal construction contract actions within the Naval 
Facilities Engineering Command were unavailable for open, unre
stricted competition in FY 1981 and 75% were unavailable in FY 
1982. 

o 43% of Federal construction contract actions within the Army 
Corps of Engineers were unavailable for open unrestricted competi
tion in both FY 1981 and FY 1982. 

These contract actions were unavailable for open, unrestricted 
competition due to the SBA set-aside and SBA 8(a) programs. As shockingly 
high as these figures are, they do not include the further restrictions 
on competition engendered by minority business enterprise subcontracting 
programs. 

The Small Business Set-Aside Program 

The Small Business set-aside program requires federal procuring 
agencies to remove individual contracts and classes of contracts from 
the open competitive system and "set them aside" for restricted exclusive 
bidding by small business firms as defined by SBA regulations. There 
is no limit on the size of contract that can be set-aside for such re
strictive bidding. 

These set-asides are artificial props which do little but limit 
competition and increase the cost of public work construction. The char
acteristics of the construction industry are such that qualified con
tracting companies of all sizes are assured ample opportunity to obtain 
their "fair share" of federal outlays. Under open, unrestricted competi
tion the smaller contractor secures more of the smaller contracts without 
any preferential treatment. There are, however, situations because of 
proximity to work, specialized requirements or many other circumstances, 
when it is more economical for a medium size or large size contractor 
to perform a contract and it would, therefore, likely be the low bidder. 
In denying these firms the opportunity to bid on set-aside contracts; 
the government is interfering with the free marke t system and increasing 
the cost of construction to the public. 

The Small Business Act requires that small businesses receive a 
"fair proportion" of the total purchases and contracts for property 
and services for the government. The Defense Acquisition Regulations 
have defined "fair proportion" to mean 100 percent or very close to 
it. The DAR r e gulations require that all construction contracts of $2 
million or less be automatically unavailable for open unrestricted compe
tion (set-aside) , and contracts over $2 million should also be unavail
able if it can be expecte d that o ffers will be received from two r espon-
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sible small businesses and award will be made at a "reasonable price." 
Given this broad language and the fierce competition in the industry 
today due to poor market conditions, a government contracting officer 
has little flexibility and can literally decide to not allow any con
tracts to be bid on an unrestricted, open competitive basis. 

The small business set-aside program has significant costs to the 
government and the taxpaying public. A 1976 Report of Consultants to 
the Chief of Engineers (Army corps of Engineers) on Small Business set
asides (dredging) found the following " ... the low bids received under 
unrestricted advertisements were 9 percent lower than those received 
under set-asides •.. " When projected to the total volume of small business 
set-asides government-wide in FY 1982 ($2.9 billion), the "penalty cost" 
for restricted bidding and award under the set-aside program was over 
$260 million. 

Small Business 8(a) Program 

Under the SBA 8(a) program, the SBA and a federal procuring agency 
agree to remove a contract from the open unrestricted competitive bid 
system and sole-source negotiate the contract with a "socially and eco
nomically disadvantaged small business firm." 

Between 1968 and 1983, the SBA, through regulation, utilized the 
8(a) contracting program to channel some $10.2 billion in federal pro
curement contracts to 4,977 participating "socially and economically 
disadvantaged" firms. The theory underlying the program is that a dis
advantaged firm, once awarded one or more set-aside contracts by various 
federal agencies in cooperation with the SBA, and having taken advantage 
of SBA management and technical assistance, would eventually be able 
to stand alone, compete successfully, and survive in the free enterprise 
system. 

Just the opposite has occurred. The SBA 8(a) program, designed 
around a "protected market" for selected disadvantaged firms, has proven 
to be a dismal failure. According to data contained in a GAO Report 
(April 8, 1981), only 4 percent or 166 of the 4,598 MBE firms partici
pating in the 8(a) program between 1968 and 1980 graduated. An earlier 
GAO Report on firms that did graduate found that only 33 showed a posi
tive net worth. There has been little, if any, improvement in the 8(a) 
success rate since this data was compiled. 

While the 8(a) negotiation process generally precludes any compari
son with prices available through open competitive bidding, we have 
had several instances brought to our attention wherein procurement agen
cies decided that the 8(a) firm's offer was too high and consequently 
solicited bids through the open competitive bid system thus allowing 
valid cost comparisons: 
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Highway relocation, 
Elephant Butte, Idaho 
(Federal Highway Admin.) 

Environmental test 
facility, Yuma, Arizona, 
(Army Corps of Engineers) 

Flood wall project, 
Delta, Louisiana, (Army 
Corps of Engineers) 

Water supply project, 
Riverton, Wyoming (Bureau 
of Reclamation) 

savings Through Open 
Competitive Bidding 

The 8(a) negotiated 
price was $3,024,000: 
the low competitive 
bid was $2,355,000. 

The 8(a) price was 
$1,839,872: the low 
bid was $1,558,884. 

The 8(a) price was 
$416,000: the low 
bid was $188,950. 

The 8(a) price was 
$580,000: the low 
bid was $353,812. 

$669,000 
or 
22% 

$280,988 
or 
15% 

$227,050 
or 
55% 

$226,188 
or 
39% 

The $1.4 million saved on these four projects represents only a small 
fraction of the tax dollars that could be saved on federal construction 
projects if the 8(a) program were taken out of federal construction 
procurement. 

Minority Business Enterprise Programs 

By law and regulation, federal construction contract awarding agen
cies implement a variety of Minority Business Enterprise goal and quota 
programs, such as the recently instituted 10% MBE quota program (Section 
105(f)) contained in the Surface Transportation Assistance Act of 1982. 
Under these programs a stated amount of public construction work is 
mandated to be awarded to minority business firms. 

Programs such as these literally waive open unrestricted bidding. 
Under these programs, states --contrary to the dictates of their own 
procurement laws -- may be unable to award contracts to the lowest bid
der. By their very definition, these programs result in prime contractors 
having to award subcontracts on other than a low-bid basis and states 
and the federal government having to award contracts on other than a 
low-bid basis. 

Any law or regulation that assigns a portion of a mark e t to a parti
cular group, in essence, legalizes monopoly. These minority business 
programs are no exception. In 1979, the Comptroller General of the United 
States performed an analysis of one of these programs (January 16, 1979, 
B-126652) and found "The price quotes of minority firms averaged about 
9 percent higher than normal prices." 
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over and above the increase in project costs, the public must bear 
other detriments associated with these programs. 

The zeal of regulatory agencies in imposing MBE goals and quotas 
without a regard for the availability and capability of firms to meet 
them creates a situation which not only invites, but also commands, 
abuse. 

Inflexibility in implementing Congressional intent, as in the case 
of the Surface Transportation Assistance Act of 1982, creates an inex
orable pressure on states and contractors alike to meet program and 
project quota demands or face the prospect of losing either project 
funds or the award of contracts. 

Another of the unforeseen impacts of prior MBE programs, an impact 
which will be exacerbated under new legislation such as the Surf ace 
Transportation Assistance Act of 1982, is the closing of existing markets 
and the resulting loss of business to existing non-MBE firms now unable 
to compete due to legislative and regulatory requirements. 

Because the overwhelming number of MBE firms exist in those areas 
where initial capitalization requirements are minimal, e.g., landscap
ing, guardrail installation, hauling and grading, efforts by states 
to meet MBE program quotas result in the award of a disproportionate 
number of construction contracts to firms operating in these areas be
cause there are not enough qualified MBE firms available to meet the 
demand for other types of construction work. 

This, in turn, works an unfair hardship on existing firms which 
engage in those same fields of endeavor. Established landscaping or 
hauling firms are now being foreclosed from bidding on the very type 
of work which sustained them over the years due to the fact that the 
law has, in effect, exclusively reserved such work for MBE firms under 
set aside programs or because prime contractors can no longer accept 
quotes from existing non-MBE firms because they must meet MBE subcon
tracting requirements mandated for the award of a contract. 

The overwhelming majority of firms required to absorb this burden 
are small businesses, usually family-owned or newly-formed and struggling 
to stay alive in the construction industry. These are the very firms 
which other governmental programs are designed to aid and protect. There 
seems to be little value and great cost associated with maintaining 
government programs which produce totally contradicting effects. 

Conclusion 

Open, unrestricted competition in federal construction procurement 
has served the nation's taxpayers well. Taxpayers have the right to 
be assured that their tax monies are being spent in the most efficient 
and economic manner possible. Open unrestricted competition in federal 
construction procurement has always given that assurance. 
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Special preference procurement programs -- notably the SBA set
asides, SBA 8(a), and minority business enterprise programs -- are 
changing all that. Through over-zealous advocacy and misguided 
implementation, these programs have for too long eliminated open 
unrestricted competition in federal construction procurement. 

In order to restore open unrestricted competition to federal 
construction procurement and reduce federal construction costs to the 
government and the taxpaying public, the small business set-aside 
program, the small business 8(a) program and minority business enter
prise subcontracting programs must be eliminated from application in 
the construction industry. 

At a minimum, the problems engendered by these special preference 
programs can be reduced by the following actions: 

Small Business Set-Aside Program - Revision of the Defense 
Acquisition Regulations requirements for small business set-asides, 
an overall reduction in all agency's "goals" for utilization of the 
small business set-aside program, and placing a $2 million limit on 
the size of a construction contract which can be set-aside. 

Small Business 8{a) Program - Limiting the number of 8(a) 
contracts in construction and placing a $2 million limit on the size 
of a construction contract which can be used in the B(a) program. 

Minority Business Enterprise Program - Revision of the Department 
of Transportation implementing regulations for the 10% MBE provision 
of the Surface Transportation Assistance Act of 1982 to eliminate the 
reverse discrimination results in the award of subcontracts now in
herent in the regulations. 

We urge that a meeting be held, under the auspices of your off ice, 
with the SBA administrator and the Secretary of Transportation to 
discuss the necessary revision of the special preference procurement 
programs under their jurisdiction. 

Sincerely, 

~~ 
Hubert Beatty 
Executive Vice 

cc: James A. Baker, III, Chief of Staff and Assistant to the President 
Richard s. Pepper, President 
Doug Pitcock, Sr. Vice President 



---- -------

From the desk of 
DAVID A. BRODY 

Dear Jim: 

Here is a copy 

Ed Meese concerning 

to the President. 

I'll call you 

the information you 

1/6/83 

of our letter to 

our invitation 

on Monday with 

requeste . 

1640 RHODE ISLAND AVE., N .W . 
W ASHH; (,T(JN, D .C. 20036 
202 -;.,<,1 ~rr..; 



THE WHITE HOUSE 

WASHINGTON 

January 10, 1984 

MEMORANDUM FOR FREDERICK J. RYAN, JR. 

FROM: 

SUBJECT: 

JAMES W. CICCON~ 

Invitations to ~sh Events 

Attached is a letter to Ed Meese from Nathan Perlmutter conveying 
an invitation for the President to address the National Commission 
meeting of the Anti-Defamation League of B'nai B'rith. Since I 
did not recall a discussion of this invitation in the scheduling 
meeting, I thought I would forward it to you directly. 

This meeting will be held in New York City from May 31 through 
June 3, and would provide an excellent forum for the President to 
address issues of concern to the Jewish community. This audience 
might also be receptive to a speech on civil rights in general. 

In speaking with David Brody of the Anti-Defamation League regard
ing their invitation, I also asked him about Yeshiva University. 
He indicated that acceptance of an honorary degree from Yeshiva 
would be well received in the Jewish community, and that he was 

'·. 
i 

-
~.-

confident the President would be treated in a courteous manner if ---
such an event were scheduled. 

Thanks. 

cc: Jack Courtemanche 
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Nathan Perlmutter 
National Director 

823 United Nations Plaza 
Nf1W York, N.Y. 10017 ,,. 

December 16, 1983 

Mr. Edwin Meese III 
Counselor to the President 
The White House 
Washington, DC 20500 

Dear Mr. Meese: 

Thank you so much for your time which we warmly 
appreciated. 

To recap: 

We would consider it a great honor if the President would 
address the annual National Commission meeting of the 
League. 

We will be convening in New York at the Regency Hyatt on 
May 31st through June 3rd. At this point, our flexi
bility is such that we can schedule it for dinner or 
lunch. We are confident that the President's appearance 
would be very well received and that it would provide him 
with a fitting opportunity to bespeak the causes of civil 
rights and peace in the Middle East. 

I welcomed your response to our suggestion that the 
Administration emphasize that the racial quota system is 
a virulent form of racism and that opposition to the 
quota system is, in fact, support of genuine civil 
rights. 

By thusly taking the offensive in behalf of genuine civil 
rights, proponents of the quota system will be forced to 
get out from under the camouflage of naffirmative 
action.• 

continued • • • 
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Mr. Edwin Meese III -2- December 16, 1983 

I was very pleased this morning to see that a propos our 
conversation on UNESCO, even The New York Times wrote an 
editorial supportive of the possible withdrawal. 

Once again, with warm appreciation and all good wishes, 

Cordially, 

Nathan Perlmutter 
National Director 

NP/ra 

P.S. - Since talking with you yesterday, I saw the 
enclosed from the National Review. Ir 
encapsulates the political theme of my remarks. 

enclosure 
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FROM THE DESK 9F 

MICHAEL F. BUTLER 

June 15, 1983 

TO: Mr. James W. Cicconi 
Special Assistant to the President 

and to the Chief of Staff 
The White House 
Washington, DC 20500 

You might pass this on to Muffie Brandon's 
successor or to Mike Deaver or whomever looks after 
these things. 

Attachment 
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AN DREWS & Ku RTH 
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HO U STON OF"FICE 

ANDREWS & K URTH 

TEXAS COMMERCE TOWER 

HOUSTON, TEXAS 77002 

(713 ) 220- 42 0 0 

174 7 PE N NSYLVANIA A VE N UE . N .W. 

WASHINGTON, D . C . 20006 

(2 0 2 1 86 1-7400 

T ELE C OP I ER : ( 202 ) 86 1- 7437 

TELEX : 79- 1208 

D ALLAS OF"F"ICE 

ANDREW S , . KURT H & R I T C H I E 

11 00 R EP U SL IC BANK B UIL D I NG 

DAL L AS , T E X AS 7S20 1 

June 13, 1983 

PERSONAL AND CONFIDENTIAL 

The Honorable Selwa Roosevelt 
Chief of Protocol 
U.S. Department of State 
2201 C Street, N.W. 
Washington, DC 20520 

Dear Lucky: 

12 14 ) 7 42-628S 

You may recall that a few months ago I mentioned to you that the 
Administration might get some benefit by inviting to a state dinner the 
chairman and chief executive officer of International Paper Company, 
Dr. Edwin A. Gee. International Paper has sales in excess of $4 billion 
and over the years has been the leading paper company in the world. 
More importantly, Dr. Gee is a very strong supporter of the Reagan 
program. As just one example, he was a member of the Business 
Roundtable but resigned from it in 1981 to protest the position it took 
in opposition to the Reagan tax program. Our firm knows Dr. Gee and 
his wife quite well and one of my partners told me that he regarded 
Dr. Gee as one of the finest gentlemen he had ever met. Although I 
haven't talked with him about it (indeed he knows nothing of this letter), 
I know he would be enormously pleased and appreciative to be invited. 

In the possibility it will be useful in deciding which event to invite 
him to, International Paper is a substantial exporter to Japan, the 
United Kingdom and The Netherlands. lt has major plants in Colombia, 
Israel, Japan, Italy, France and Spain. Finally, I enclose a brief 
summary of Dr. Gee's career for your file. 

Very truly yours, 

/If~ 
Michael F. Butler 

Enclosure 
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Edwin A. Gee 

Chairman and Chief Executive Officer 

International Paper Company 

Dr. Edwin A. Gee was elected president and a member of the 
board of directors of International Paper Company in April, 1978. 
He was elected chief executive officer in September, 1979, and 
chairman of the board in February, 1980. 

Dr. Gee's association with International Paper followed a 
distinguished 30-year career with the DuPont Company, during which 
be managed key operations of the company in the fiber, chemical, 
and environmental fields. At the time of his election as president 
of International Paper, Dr. Gee was a senior vice president of 
DuPont, and a member of the executive committee and the board of 
directors. He also served as chairman of the company's environmental 
quality and strategic planning committees. · 

Dr. Gee is a member of the board of directors of American 
Home Products Corporation, and Air Products and Chemicals, Inc. 
His professional memberships include the executive committee of 
the American Paper Institute, the National Academy of Engineering, 
the American Chemical Society, the American Society of Metals, the 
American Institute of Mining and Metallurgical Engineers, the 
American Institute of Chemical Engineers, the Delaware Society of 
Professional Engineers, the Directors of Industrial Research, 
Sigma Xi honor society, and the Alpha Chi Sigma chemistry fraternity. 

Born February 19, 1920, in Washington, D.C., Dr. Gee received 
a bachelor of science degree and a master of science degree from 
George Washington University in 1941 and 1944, respectively. He 
earned a doctor of philosophy degree in chemical engineering in 
1948 from the University of Maryland, and in June, 1982 received 
an honorary doctor of laws degree from Moravian College. 

Dr. Gee was assistant chief metallurgist of the Bureau of 
Mines in Washington, D.C., prior to joining DuPont in 1948. During 
this period he became recognized as one of the country's authorities 
on titanium metal. 

Following a number of technical and marketing assignments, he 
was named director of the development department in 1963, in charge 
of new ventures looking toward corporate diversification. He was 
appointed general manager of the photo products department in 1968. 
He was elected a member of the board of directors in December, 1969, 
and became a vice president and member of the executive committee 
in January, 1970. In January, 1972, he was designated a senior 
vice president. 
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In March, 1973, he was appointed by the President of the 
United States to the National Commission on Water Quality 
established under the Federal Water Pollution Control Act of 
1972. He also served as chairman of the visiting committee of the 
National Bureau of Standards and as a member of the national 
materials advisory board of the National Research Council, the 
advisory panel on materials in xhe Office of Technology Assessment, 
and the Bi-National Advisory Council on Research and Development. 
He is currently serving on the industrial advisory committee of 
the University of Virginia. 

Dr. Gee has provided leadership in community, church, and 
youth affairs. He has served as a member of .the board of 
directors of the YMCA in Delaware. He was a trustee and treasurer 
of the trustees of the Episcopal Diocese of Delaware. In recognition 
of Dr. Gee's outstanding efforts in providing public service to the 
community, he received the 1982 Industry Week excellence in management 
award. 

Dr. Gee married the former Genevieve Riordan in 1944, and they 
have three sons, John Michael, William Stanton, and David Stephen. 


