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Deportment of the TREASURY 
tlNGTON. D.C. 28220 TELEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 1, 1971 

TREASURY ANNOUNCES IMPLEMENTATION OF 
ADDITIONAL ANTI-CARGO THEFT REGULATIONS 

Eugene T. Rossides, Assistant Secretary of the Treasury 
for Enforcement and Operations, announced today revised 
Customs regulations to implement the second phase of 
Treasury's program to combat cargo theft. The regulations 
establish elementary standards for the handling and storage 
of international cargo, provide for better authentication of 
pick-up orders and verification of delivered quantities, 
and permit district directors of customs to require bonded 
warehouse operators, customhouse brokers, and carriers to 
submit lists of their employees. The regulations will go 
into effect April 1, 1971. 

Mr. Rossides noted that, "The first phase of Treasury's 
program to combat cargo theft was implemented by publication 
in the Federal Register on January 22, 1971, of regulations 
which established a uniform system of accountability for 
international cargo as manifested, unladen, and delivered. 

"The third phase of Treasury's program to prevent cargo 
theft involves legislation which will be proposed in this 
session of Congress authorizing the Secretary of the 
Treasury to set comprehensive national standards for 
storage and handling of international cargo." 

The new regulations, which will appear in the Federal 
Register of February 3, 1971, make final three parts of a 
proposed rule-making originally published in the Federal 
Register on June 26, 1970 (35 F.R. 10463): 

First, district directors of customs are instructed not 
to grant a permit to unlade unless the terminal provides 
secure storage for cargo with a high value-to-weight ratio 
or with broken packaging. 
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Second, where a district director finds that there is 
a high incidence of theft or pilferage, he is directed to 
require the use of a prescribed pick-up form which 
authenticates the broker's or consignee's designation of a 
trucker or other agent to receive the merchandise, and he 
is permitted to defer release of the merchandise from 
customs custody until the delivery is completed and 
verified under the supervision of a Customs officer. 

Third, district directors are authorized to demand from 
carriers and properietors of bonded warehouses written lists 
containing data on all persons employed by them in the 
unlading, carriage, receiving, storage or delivery of 
imported merchandise, and from customhouse brokers a list 
of all employees. 

Mr. Rossides pointed out that the fourth part of the 
proposed rule-making of June 26, 1970, which concerned the 
requirement for issuance and display of photo-identification 
cards within areas where there is a high incidence of theft 
and pilferage, is still under review within the Treasury 
Department. 

A copy of the new regulations is attached. 

Attachment 



CC 24.010 A 

(T.D. 71-39 ) 

PERMIT TO UNLADE--SECURITY OF CARGO IN UNLADING AREAS 

Amendment of Sections 4.30, 4.38, 19.3, and 111.28, CUstoms 
Regulations, to prescribe security measures for the 
protection of cargo in unlading areas 

TREASURY DEPARTf.IENT, 
OFFICE OF THE COt1MISSIONER OF CUSTOl-IS, 

Washington, D. C. 

TITLE 19--CUSTOMS DUTIES 

CHAPTER I--BUREAU OF CUSTOMS 

On June 26, 1970, a notice of proposed rule making to 

amend the Customs Regulations to prescribe secu'rity measures 

for the protection of cargo in unlading areas was published 

in the Federal Register (35 F.R. 10463). Interested persons 

were given the opportunity to submit written comments, 

suggestions or objections regarding the proposed regulations. 

After consideration of all such relevant matters as were 

presented, certain portions of the proposed amendments are 

hereby adopted, subject to the following changes: 

(1) In section 4.30(1) language is added which requires 

the carrier to utilize a terminal which has suitable facili-

ties for the transportation and storage of its merchandise 

as a condition to the granting of a permit to unlade. 

Also, the term "adequately secured" has been clarified. 
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(2) In section 4.30(m) the requirement has been 

added that the list of names, addresses, social security 

numbers, and dates and plaoes of birth required by the 

district director be submitted to him in writing. Also 

the carrier has been given the responsibility of promptly 

advising the district director when the employment of any 

such person is terminated. A definition of when a person 

is deemed to be employed by a carrier has been included. 

(3) In section 19.3 and section 111.28 dealing with 

bonded warehouse proprietors and their employees and 

customhouse brokers and their employees, respectively, 

changes similar to those in section 4.30(m) have been made. 

(4) In section 4.38(c} and (d), direct supervision of 

delivery by a Customs officer has been made optional. 

Minor editorial changes, and conforming changes to 

reflect changes in the cross-references are also made. The 

text of the amendments to the Code of Federal Regulations 

as adopted is set forth below, and shall become effective 

April 1, 1971. 

Other portions of the proposed amendments, concerned 

with the issuance of identification cards {previously 
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published as sections 4.30(n), 19.3(e), and lll.28(c) and Cd») 

are still under consideration. 

~'~ 
Commissioner of Customs 

Approved: JAN 29 1971 



PART 4--VESSELS IN FOREIGN AND DOMESTIC TRADE 

Section 4.30 is amended to add new paragraphs (1) and (m). as 

follows: 

Section 4.30. Pe~its and special licenses for unlading and lading. 

* * * * * 
(1) A permit to unlade pursuant to Parts 4 or 6 of these regu

lations shall not be granted unless the district director determines 

that the applicant provides or the terminal at which the applicant will 

unlade the cargo provides (1) sufficient space. capable of being locked. 

sealed. or otherwise secured. for the storage immediately upon unlading 

of cargo whose weight-to-value ratio renders it susceptible to theft 

or pilferage and of packages which have been broken prior to or in the 

course of unlading; and (2) an adequate number of vehicles, capable of 

being locked, sealed. or otherwise secured. for the ttdflSportatiufI of 

such cargo or packages between the point of unlading and the point of 

storage. A term permit to unlade shall be revoked if the district director 

determines subsequent to such issuance that the requirements of this 

paragraph have not beeft met. 

(m) A permit to unlade pursuant to Parts 4 or 6 shall not be 

~ranted to an importing carrier, and a term permit to unlade previously 

granted to such a carrier shall be revoked. (1) if such carrier, within 

30 days after the date of receipt of a written demand by the district 

director, does not furnish a written list of the names, addresses, social 

security numbers, and dates and places of birth of persons it employs 

in connection with the unlading, storage and delivery of imported 

merchandise; or (2) if, having furnished such a list, the carrier does 
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not advise the district director in writing of the names, addresses, 

social security numbers, and dates and places of birth of any new 

personnel employed in connection with the unlading, storage and delivery 

of imported merchandise within 10 days after such employment. If the 

employment of any such person is terminated, the carrier shall pro~tly 

advise the district director. For the purposes of this part, a person 

shall not be deemed to be employed by a carrier if he is an officer or 

employee of an independent contractor engaged by a carrier to load, 

unload, transport or otherwise handle cargo. 

Section 4.38 ;s amended to add new paragraphs (c) and Cd) as 

follows: 

Section 4.38. Release of cargo 

* * * 
(c) If the district director determines that, in a port or 

portion of a port, the volume of cargo handled, the incidence of 

theft or pilferage, or any other factor related to the protection 

of merchandise 1n Customs custody requires such measures, he 

* 

shall require as a condition to the granting of a permit to release 

imported merchandise that the importer or his agent present to the 

carrier or his agent a fully executed pick-up order in substantially 

the following format, in triplicate, to obtain delivery of any 
imported merchandise: 
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PICK UP ORDER 

is authorized to pick up th 
merchandi~e indicated below 

~Trru~crke~r~N~ame--------

COD L::7Bank Release L::7 Collect L:7 
Broker Name & Authorized Signature (if. applicable) 

; & Oescri ption r~Oftin~ Sifnature & 
~rs Pes. of Goods Entry , 3~~~r or ft~~ Da e of Remarks Receivlng urn er ICArr;pr 

Delivered Quantities.Verified 
"X'C-us-=t-o-ms---Onlf""Jl'f1T""" c-e-r---;:B:-a"'Tdg-e~N-uirib~e-r 

Date 

pick~up order shall contain a duly authenticated customhouse broker's 

nature, unless it is presented by a person properly identified as an 

loyee or agent of the ultimate consignee. When delivered quantities are 

ified by a Customs officer he shall certify all copies of the pick-up 

fer, returning one to the importer or his agent and two to the carrier 

:1ng delivery. 
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(d) When the provisions of paragraph (c) of this section are 

invoked by the district director and verification of delivered quantities 

by Customs 1s required, a permit to release merchandise shall be effective 

as a release from Customs custody at the time that the delivery of the 

merchandise covered by the pick-up order into the physical possession of 

a subsequent carrier or an importer or the agent of either is complete~ 

under the supervision of a Customs officer, and only to the extent of 

the actual delivery of merchandise described in such pick-up order as 

verified by such Customs officer. 

(Secs. 448, 505, 46 Stat. 714, 732; 19 U.S.C. 1448, 1505) 

PART 19--CUSTOMS WAREHOUSES AND CONTROL OF MERCHANDISE THEREIN 

Section 19.3 is amended to add new paragraphs (d) and (e), as 

follows: 

Section 19.3. Bonded warehouses; alterations; suspensions; 

discontinuance. 

* * 
(d) The bonded slatus of a warehouse may be discontinued if, 

within 30 days after the date of receipt of a written demand by the 

Adistrict director, the proprietor fails to submit a written list of 

the names, addresses, social security numbers, and dates and places 

of birth of all persons employed by him in the carriage, receiving, 

storage or delivery of imported merchandis(;!; or if, having furnbi • .-;:d 

such a list, the proprietor fails to advise the district director in 

writing of the names, addresses, social security numbers, and dates 



7 

places of birth of any new personnel employed by him in the carriage. 

receiving, storage or delive~ of imported merchandise within 10 days 

after such employment. If the employment of any such person is 

tenminated. the proprietor shall promptly advise the district director. 

For the purpose of this part, a person shall not be deemed to be 

employed by a warehouse proprietor if he is an officer or employee of 

an independent contractor engaged by the warehouse proprietor to load. 

unload, transport. or otherwise handle imported merchandise. 

(e) The district director may at any time serve notice in 

writing upon any proprietor of a bonded warehouse to show cause why 

his right to continue the bonded status of his warehouse should not be 

discontinued for failure to comply with the requirements established 

5 

in accordance wi~~ paragraph (d) of this section. Such notice shail 

advise him of the allegations and shall afford him the right to respond 

1n writing within 10 days. Thereafter. the district'director shall 

consider the allegations and responses made by the said proprietor unless 

the proprietor in his response requests a hearing. If a hearing is 

requested. it shall be held before a hearing officer designated by 

the Secretary of the Treasury or his designee within 30 days following 

request therefor. The proprietor may be represented by counsel at such 

hearing. and all evidence and testimony of witnesses in such proceedings, 

including substantiation of the allesations and the respo~scs thereto 

shall be presented, with the right of cross-examination to both parties. 
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A stenographic record of any such proceeding shall be made and a co~y 

thereof shall be delivered to the proprietor of the warehouse. At the 

conclusion of such proceeding or review of a written response. the 

hearing officer or the district director, as the case may be, shall 

forthwith transmit all papers and the stenographic record of the hearing, 

if held, to the Commissioner of Customs together with his recommendation 

for final action. The proprietor may submit in writing additional views 

or arguments to the Commissioner, following a hearing on the basis of 

the stenographic record, within 10 days after delive~ to him of a copy 

of such record. The Commissioner shall thereafter render his decision 

in writing, stating his reasons therefor, with respect to the action 

proposed by the hearing officer or the district director. Such decision 

shall be served on the proprietor of the warehouse. 

(Secs. 555, 556, 46 Stat. 743; 19 U.S.C. 1555, 1556) 

PART III--CUSTOMHOUSE BROKERS 

Section 111.28 is amended to read as follows: 

Section 111.28. Responsible supervision. 

(a) General rule# Every licensed broker operating as a sole 

proprietor and every licensed member of a partnership and every 

licensed officer of an association or corporation which is licensed 

as a broker shall exercise responsible supervision and control over the 

transaction of the Customs business of such sole proprietorship, 

partnership, association or corporation. 

(b) List of employees. Within 30 days after the date of receipt 

of a written demand by the district director, a licensed customhouse 

broker shall submit a list of the names, addresses, social security 



numbers, and dates and places of birth of persons currently employed. 

Having furnished such a list, each licensed customhouse broker shall, 

within 10 days after the employment of any new personnel, advise the 

district director of the names. addresses. social security numbers, 

7 

and dates and places of birth of any such employees. If the employment 

of any such person is terminated, the customhouse broker shall promptly 

advise the district director. 



'epartment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

MEMORANDUM FOR THE PRESS: 

DRAFT BILL TO EASE SMALL BUSINESSES' TAX 
BURDENS SENT TO HOUSE AND SENATE 

President Nixon announced on January 26 that he would 
re-submit to the Congress 40 bills which were not acted 
upon by the 9lst Congress. Secretary of the Treasury 
David M. Kennedy today sent one of these bills -- the 
Administration's proposals for easing the tax burdens of 
small businesses to the Speaker of the House of 
Representatives and the President of the Senate. 

The draft bill, entitled the "Small Business Taxation 
Act of 1971," is substantially identical to the proposed 
legislation which Treasury previously sent to the Congress 
on April 17, 1970. 

The most important feature of the bill would permit 
banks to deduct 20 percent of the interest received on loans 
guaranteed by the Small Business Administration. This 
proposal would substantially increase the participation of 
commercial lenders in small business loans, and make it easier 
for small businesses to obtain initial capital. 

The tax proposals also provide several important 
incentives for Minority Enterprise Small Business Investment 
Companies (MESBICs). For example, under the bill, MESBICs 
could be shareholders in "quasi-partnership corporations" 
(so-called Subchapter S Corporations). 

The bill also contains provisions liberalizing the net 
operating losses rules for small business, and liberalizing 
the tax rules on stock options issued to key executives of 
small businesses. 

A copy of Secretary Kennedy's letter transmitting the 
proposed bill to the Speaker of the House is attached. 
(Identical letter sent to the President of the Senate.) 
Also attached are copies of the proposed measure and an 
analysis of its provisions. 



Dear Mr. Speaker: 

THE S£CRETARY OF THE TREASURY 

WASHINGTON 

FEB -11971 

In accordance with the President1s Message of January 26, 1971, 
transmitting legislative proposals not acted upon b,y the 91st Con
gress, I am enclosing a draft bill entitled the "Small Business 
Taxation Act of 1971," for consideration b,y the Congress. This leg
islation, intended to alleviate the tax burdens borne by small 
businesses, is substantially identical to proposed legislation which 
was previously transmitted to the Congress on April 17, 1970. 

In order to increase the funds available to high-risk small 
bUSinesses, section 2 ot the proposed legislation provides a deduction 
equal to 20 percent of the gross income der1ved b,y corporat1ons from 
obligations guaranteed b,y the Small Business Administration. The 
deduction would not I however I be available to so-called Subchapter S 
corporations and personal holding companies. To insure that no tax
payer is able to take undue advantage of the provision, the deduction 
could not reduce taxable income to less than 60 percent of the lender's 
economic income. For this purpose, It economic income" includes tax 
exempt interest and all dividends received b.T the taxpayer. 

Section 3 would permit business losses incurred by individuals 
or qualified sma' J business corporations to be carried forward for 
10 years as a deduction asa1nst income in subsequent years. A corpora
tion will be considered "small" if, together with its affiliates, it 
has no more than 250 employees I 250 shareholders and $I million in net 
assets. The extended net operating loss carryover period will be 
particularly helpful to new businesses which spend large amounts on 
research and development during their early years but may not begin to 
show a profit until 6 or 7 years later. 

In the case of small business corporations described in the pre
ceding paragraph, section 5 of the proposed bill would liberalize tae 
requirements for capital gain treatment of qualified stock options 
under section 422 of the Internal Revenue Code. The period during 
which such an option could be exercised would be extended from 5 to 8 
years and the period during which the stock must be held after exercise 
would be reduced from 3 to 1 year. This provision is intended to aid 
small growth companies in attracting managerial talent. 

Section 6 of the proposed bill modifies the definition of an 
electing small business corporation (the so-called "Subchapter S cor
poration" ). The number of shareholders of such a corporation would 
be increased from 10 to 30, and Minority Enterprise Small Eusiness 
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Investment Companies (MESBICs) could be shareholders. The legislation 
also specifies that a MlSBIC which is not organized for profit and the 
net earnings of which do not inure to the benefit of ar~ private share
holder, may be treated as a ta.x exemp"t organization. Contributions to 
such a group would be treated as charitable contributions. 

It would be appreciated if you would lay the proposed legislation 
before the House of Representatives. A similar communication has been 
addressed to the President of the Senate. 

We have been advised by the Office of Management and Budget that 
there is no objection to the presentation of this draft bill to the 
Congress, and that its enactment would be in accord with the program 
of the President. 

The Honorable 
Carl Albert 
Speaker of the House 

of Representative. 
Washington, D.C. 20515 

Enclosures 

Sincerely yours, 

<9~':>h /U_ .... D~ 



A BILL 

To amend the Internal Revenue Code of 1954 to ease the tax buxdeJ:;,:; 

of ~11 businesses, and for other purposes. 

Be it enacted by the Senate and House of Representatives of 

the United States of America in COngress assembled, 

SECTION 1. SHORT TITLE, ETC. 

;' I 
(.. 

(a) Short Title.--This Act may be cited as the I1Sm.cll. -"T'~" '---. 

Taxation Act of 1971." 

(b) Amendment of 1954 Code.--Whenever in this Act an amend-

ment is expressed in terms of an amendment to a section or 0tner 

provision, the reference shall be considered to be made to a sect jon 

or other provision of the Internal Revenue Code of 1954. 

SEC. 2. INTEREST ON GUARANTEED SMALL BUSINESS LOANS. 

(a) In General.--Part VIII of subchapter B of chapter 1 

(relating to special deductions for corporations) is amended by 

adding after section 249 the following new section: 

"SEC. 250. INTEREST ON GUARANTEED LOANS TO S~ BUSllIESSES. 

"(a) General Rule.--In the case of a corporation there shall 

be allowed as a deduction an amount equal to 20 percent of--

tI(l) the gross income derived for the tax8.ble year 

with respect to obligations guaranteed by the Small Bu::;il'les~ 

Administration, reduced by 
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"(2) the amount allowable as a deduction under section 

171 (a) (1). 

" (b) Limi tation. --For a:ny taxable year, the amount allowable 

as a deduction under subsection (a) shall not exceed taxable,in

come (computed without regard to this section), reduced (but not 

below zero) by 60 percent of the sum of the following: 

"(1) taxable income (computed without 

regard to this section); 

n(2) interest on certain governmental 

obligations described in section 103 (a); and 

It (3) the amount allowable as a deduction 

under section 243. 

"(C) Exception.--This section shall not apply to: 

"(1) a personal holding company (as defined in 

section 542), or 

"(2) an electing small business corporation (as 

defined in section 1371 (b»." 

(b) Basis Adjustment.--Section 1016 (a) (relating to adjust

ments to basis) is amended by striking out the period at the end of 

paragraph (22) and inserting in lieu thereof a semicolon, and by 

inserting after paragraph (22) the following new paragraph: 

"(23) for purposes of sections 165 and 166, in the 

case of a right to receive gross income derived from an 

obligation guaranteed by the Small Business Administration, 

to the extent of the allowable deduction under section 250." 
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(c) Clerical AJDendment.--Tbe table of sections for part 

VIII of subchapter B of chapter 1 is amended by adding at the 

end thereof: 

"SEC. 250. Interest on guaranteed loans to small businesses." 

(d) Effective Date.--The amendment made by this section 

shall apply with respect to loans which are guaranteed by the 

SmeYl Business Administration after the date of enactment of this 

Act and with respect to taxable years ending after such date. 

SEC. 3. QUALIFIED SMALL BtJSmESS NET OPERATING LOSSES. 

Ca} In General.--Section 172 (b) (1) (relating to net 

operating loss deduction) is amended by adding at the end of 

subparagraph (G) the following new subparagraph: 

n(R) In the case of an individual or a corporation, 

which is a qualified sma'] business corporation, for any 

taxable year ending after March 19, 1970, a net operating 

loss. for such taxable year shall be a net operating loss 

carryover to each of the 10 taxable years foUowing the 

taxable year of such lOSS." 

(b) Conforming Amendment.--Section 172 (b) (1) (B) is 

amended by striking ttand eE)", and inserting in lieu thereof 

"(E), and (H)". 
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(c) Effective Date.--The amendment made by this section 

shall apply to all taxable years ending after December 31, lCfTO. 

SEC. 4. MINORITY ENTERHUSE SMALL BUSINESS INVESTMEM COMPANIES. 

(a) In General.--Section 501 (relating to exemption trom 

tax on corporations, etc.) is amended by redesignating subsection 

(f) as subsection (g), and by inserting after sUbsection (e) the 

following new subsection: 

"(f) Minority Enterprise Small BUsiness Investment Companies.-

For purposes of this title, an organization shall be treated as an 

organization organized and operated exclusively for charitable 

purposes if--

(i) it is a small business investment company operating 

under the Small Business Investment Act of 1958; 

(ii) it is not organized for profit, and no part of its 

net earnings inure to the benefit of any private shareholder; 

and 

(iii) it is certified by the Department of Commerce or 

the Small Business Administration as organized and operated 

exclusive~ to increase the ownership of small businesses by 

socially or economically disadvantaged persons. 

(b) Effective date.--The amendment made by subsection (a) 

shall apply to any taxable year of a minority enterprise small 

business investment company beginning after the date of enactment 

of this Act, and to contributions made to any such company after 

November 6, 1969. Any company which meets the requirements of 
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section 501 (f), as added by subsection (a), for its first tClXa-

ble year beginning after the d~te of ena2tment of this Act, shall 

be deemed to have met such requirements as of the d~te of its 

organization if no part of its net earnings have at my time 

inured to the benefit of any private shareholder. 

SEC. 5. Q.UALIFIED SMALL BUSINESS COR.PORATION STOCK OPrIO:.IS. 

(a) In General.--Section 422 (relating to qualified stock 

options) is amended by adding at the end of subsection (c) the 

following new paragraph: 

"(7) ~ualified small business corpor:~t ion. --In thE.: 

case of options granted by a corporation which is'l 

qualified small business corporation as of the end of the 

taxable year immediately prel~eding the yt:.'u' in which the 

option is granted--

II (A) the period referred to in subsection (:.1) (1) 

shall be 1 year, and 

"(B) the period referred to in :..;ubsection (b) 0) 

shall be 8 years." 

(b) Effective Date.--The amendment made by this ;;ection sh:J.ll 

apply to options granted after the date of enactment. 

SEC. 6. DEFINITION OF SUBCHAPrER S CORPORATIONS. 

(a) Number of Shareholders. --Subsection CL) (1) of sel,tion 

1371 (relating to the definition of a small business corpor:ltion) 

is amended by striking out "10" :mel in~;'.;rt LnG in li,'u th,·recli' "J)". 
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(D) ~no~ity Enterprise Small Business Investment 

Compmi83.--S"J.osection (a) of section 1371 is amended by striking 

Ollt p·_Lr::lg~'J.ph (2) ::lni inserting in lieu thereof the following: 

"(2) have3.s a shareholder a person (other than an 

cst~te) who is not--

I' (.6.) 3D individual, or 

"CB) a small business investment company operating 

u!1der the Smiill Business Investment A~t of 1958, which 

is ,::e~tified by the Dcp3.rtment of Commerce or the Small 

Business Administration as organized and oper~ted 

exclusively to increase the ownership of small 

bU.3inesses by so.:ially or economically disajvant3.ged 

persons. 

(c) Effective D~te.--The amendments made by this section 

shall apply to t3.Xable years beginning after December 31, 1970. 

SEC. 7. QUALIFIED SMALL BUSINESS CORPORATION. 

(~) Definition of QQalified Small Business Corporation.-

Section 7701 (relating to definitions) is amended by adjing at the 

end of sllbsection (a) the following new paragraph: 

"(35) Q;ldlified small business corporation.--

"(A) G I enera rule.--The term 'qualified small 

business corporation' means any corporation which-

"(i) has not in excess of 250 employees 

(as defined in 3ection 3401 (c» during two out 

of four calendar quarters which end in the taxa-

ble year; 
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"( .. ) 1.], has net equity capit~l not in excess 

of $1,000,000 as of the end of the taxable year; 

and 

"(iii) has not in excess of 250 shareholders 

as of the end of the taxable year. 

"CB) Special rules.--Fo!:' purposes of subp~ragraph 

(A)--

"(i) in the case of a corporation which is ~ 

~omponent member (as defined in section 1563 (b)) 

of a controlled group of corporations, the term 

'corporation' shall include all corporations which 

are component members of such group. 

"(ii) the net equity capital of a corporation 

is the sum of its money and other property (in an 

amount equal to the adjusted oasis of s~ch property 

for d~termining gain on sale or other disposition) 

less the amount of its indebtedness (other than 

indebtedness to shareholders which are not member 

corporations described in clause (i)). 

For purposes of clause (i), the term '80 percent' as 

used in section 1563 (a) shall be '50 percent'." 



SECTION-BY-SECTION ANALYSIS 

Small Business Taxation Act of 1971 

Section 1 

Section 1 labels the Act as the !ISmail Business Taxation Act 

of 1971," and specifies that all amendments contained in the bill 

are amendments to the Internal Revenue Code. 

Section 2 

Section 2 adds a new section 250 to the Internal Revenue Code, 

allowing corporations a deduction equal to 20 percent of the gross 

income derived from loans guaranteed by the S~all Business Admin

istration. However, the deduction could not reduce taxable income 

below 60 percent of "economic income" -- taxable income increased 

by the amount of tax exempt interest and dividends received for the 

year. 

Section 2 (b) of the bill adds a new paragraph (23) to section 

1016 (a), providing that for purposes of the deduction for losses 

(under section 165) and bad debts (under section 166), the basis 

of a right to receive gross income derived from an SBA-guaranteed 

loan will be reduced by the amount of the deduction allowable under 

section 2 (a) of the bill (section 250 of the Code). 

The interest deduction will be allowable with respect to loans 

guaranteed after enactment of the bill; and the computation of 

economic income for purposes of the limitation will include all 

income for taxable years ending after such date. 
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Section 3 

Section 3 (a) ~f the bill amends section 172 (b) (1) by 

adding a new subparagraph (H), p~oviding that in the case of indivi

duals and qualifying small business corporations (as defined' in 

section 7 of the bill), net operating losses may be carried forward 

for 10 years, instead of the 5 years allowed under present law. The 

10 year carryforward is applicable to taxable years ending after 

December 31, 1970. 

Section 4 

Section 4 adds a new subsection (f) to section 501 of the Code, 

specifying that a non-profit Minority Enterprise Small Business 

Investment Company (MESBIC) will be treated as an organization 

described in section 501 (c) (3) of the Code, organized and operated 

exclusively for charitable purposes. Consequently, payments made 

to such organizations will be treated as charitable contributions 

under section 170 of the Code. 

In the case of contributions made after November 6, 1969, but 

before the date of enactment of this bill, contributions to a MESBIC 

will be treated as charitable contributions if the MESBIC qualifies 

as a non-profit organization for its first taxable year beginning 

after the date of enactment. 

Section 5 

Section 5 adds a new paragraph ('7) to section 422 (c), dealing 

with special rules for q~alified stock options. In the case of a 
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corporation which is a qualified small business corporation (as 

defined in section 7 of the bill) for the taxable year immediately 

preceding the year in which an option is granted, an option will 

be considered "qualified" if it is not exercisable until 8 years 

after the da~e it is granted, compared to the 5-year exercise 

period required in the present law. The provision also permits the 

s~ to be sold or disposed of within one year after the d~te the 

option is exercised, as opposed to 3 years under present law. The 

section applies to options granted after the date of enactment. 

Section 6 

Section 6 amends section 1371 (a), dealing with electing small 

business ("Subchapter S") corporations, by rewriting paragraph (2) 

to increase the number of permissible shareholders in a Subchapter 

S corporation from 10 to 30, and by providing that a MESBIC may be 

a shareholder in a Subchapter S corporation. The section applies 

to taxable years beginning after December 31, 1970. 

Section 7 

Section 7 of the bill adds a new paragraph (35) to section 

7701 (a) of the Code, defining a qualified small business corporation. 

A corporation falls within this definition if it has not in excess 

of: (i) 250 employees (as defined in section 3401 (c») during two 

out of four calendar quarters in the taxable year; (ii) net equity 
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capital of $1 million as of the end of the taxable year; and 

(iii) 250 shareholders as of the end of the taxable year. In 

applying these tests, a corporation must take into account all 

component members of a controlled group of corporations of which 

it is a member. A controlled group of corporations includes any 

group described in section 1563 (a) of the Code, plus corporations 

related to the taxpayer through common control of 50 percent of 

the voting stock, or value, of each corporation in the group. 

"Net eQuity capital" is defined as the adjusted basis of 

all the taxpayer's property (including money) less the amount of 

its indebtedness (other than indebtedness to shareholders which 

are not members of the controlled group of corporations). 
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~epartment 0/ the TREASURY 
NGTON. D.C. 20220 TELEPHONE W04-2041 

ENTION: FINANe IAL ED ITOR 

RBLEASE 6 :30 P.M., 
day, February 1, 1971. 

RESULTS OF 1'REASURY 'S \'TEEKLY BILL OFFERING 

The 1'reasury Department announced that the tenders for two series of Trea::;ury 
Is, one series to be an additional issue of the bills dated November 5, 1970 ,n.nrl 
other series to be dated February 4, 1971 ,which were offered on January 26 1971 , , 

e opened at the Federal Reserve Banks today. Tenders were invited for :1>2,000,000,000, 
t.hcreabouts, of 9l-day bills and for $1,400,000,000, or thereabouts, of 182 -da.:y 
1s. The details of the two series are as follows: 

GE OF ACCEPTED 
PETITIVE BIDS: 

High 
Low 
Average 

9l-day Treasury bills 
maturing May 62 1971 

Approx. Equiv. 
Price Annual Rate 

98.975 
98.954 
98.961 

4.055% 
4.138% 
4.110% 

l82-day Treasury bills 
maturing August 5, 1971 

Approx. Equiv. 
Price Annual Rate 

97 . 9?)~ !::I 
97.90-; 
97.9::0 

4.091% 
4.140% 
4.114% 

~ Excepting 1 tender of $40,000 
60% of the amount of 91-day bills bid for at the low price was accepted 
35% of the amount of 182-day bills bid for at the low price was accepted 

'AL Tt:NDERS APPLIED FOR AND ACCEPTED BY· FEDERAL RESI':RVE DISTRICTS: 

is tr let 
oston 
ew York 
hiladelphia 
leveland 
iehmond 
tlanta 
lieU{;o 
t. Louis 
Lnneapolis 
msas City 
ulas 
lJ1 Francisco 

TOTALS 

Applied For 
:E 36,195,000 
2,425,245,000 

49,770,000 
45,190,000 
11,520,000 
42,475,000 

205,355,000 
64,940,000 
38,635,000 
37,095,000 
36,385,000 

128,490,000 

$3,121,295,000 

Accepted 
$ 13,380,000 
1,597,320,000 

29,770,000 
33,415,000 
11,520,000 
23,235,000 

146,030,000 
43,800,000 
30,835,000 
26,535,000 
13,885,000 
30,450,000 

$2,000,175,000 

Applied For 
$ 12,845,000 
2,243,820,000 

20,100,000 
39,485,000 
9,245,000 

22,040,000 
174,120,000 

33,830,000 
26,810,000 
19,585,000 
29,550,000 

119,855,000 

~ $2,751,285,000 

Acceptcd 
:f 2 ,215,000 
1,239,270,000 

4,600,000 
17,595,000 
6,565,000 
8,695,000 

57,765,000 
13,910,000 
18,110,000 
14,185,000 

6,920,000 
11,725,000 

$1,40.1,555,000 ~ 

:neludes $257,770,000 noncompetitive tenders accepted at the averaGe price of 98.9C1 
:neludes ;t 93,435,000 noncompet i ti ve tenders accepted at the averac;e price of 97.920 
l1ese rates are on a bank di scount bas is. lhe equivalent coupon issue yields are 
i.21ti for the 9J..day bills, and 4.26% for the l82rday bills. 



)epartment of the TRfASU RY 
jGTON. D.C. 20220 TELEPHONE W04-2041 

'OR IMMEDIATE RELEASE February 2, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by this public notice, invites tenders 
or two series of Treasury bills to the aggregate amount of 
3,400,000,000, or thereabouts, for cash and in exchange for Treasury 
ills maturing February 11, 1971, in the amount of $3,405,955,000, 
9 follows: 

9~day bills (to maturity date) to be issued February 11, 1971, 
n the amount of $2,000,000,000, or thereabouts, representing an 
dditiona1 amount of bills dated November 12, 197<r>, and to·mature 
ay 13, 1971 (CUSIP No. 912793 KH8) originally issued in 
,e amount of $1,400,925,000, the additional and original bills to be 
~ee1y interchangeable. 

182- d.1Y bills, for $ 1,400,000 000, or thereabouts, to be dated 
ebruary 11; 1971, and to mature August 12, 1971 
;1;511) .'~o. 912793 LD6). 

Th~ hills of both series will be issued on a discount basis under 
,mpetitive and noncompetive bidding as hereinafter provided, and at 
lturilv their face amount will be payable without interest. They will 
~ issu~d in hearer form only, and in denominations of $10,000, 
1,000, $50,000, $100,000, $500,000 and $1,000,000 (maturity value) 

Tenders will be received at Federal Reserve Banks and Branches up 
I the closing hour, one-thirty p.m., Eastern Standard 
me, Monday, February 8, 1971. Tenders will not be received 

the Treasury Department, Washington. Eac.h tender must be for a 
nimum of $10,000. Tenders over $10,000 must be in multiples of 
,000. In the case of competitive tenders the price offered must be 
pressed on the basis of 100, with not more than three decimals, 
g., 99.925. Fractions may not be used. It is urged that tenders be 
je on the printed forms and forwarded in the special envelopes which 
Ll be supplied by Federal Reserve Banks or Branches on application 
~refor . 

Banking institutions generally may submit tenders for account of 
~tomers provided the names of the customers are set forth in such 
lders. Others than banking institutions will not be permitted to 
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submit tenders except for their own account. Tenders will be recel_ 
without depo8it from incorporated banks and trust campent .. and fr. 
responsible and recognized dealers in investment securiti... Te.'n 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accompan~ 
by an express guaranty of payment by an incorporated bank or tru8t 
company. 

Immediately after the closing hour, tenders will be opened at ~ 
Federal Reserve Banks and Branches, following which public announc~ 
will be made by the Treasury Department of the amount and price r-. 
of accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or rejection thereof. The Secretary of tM 
Treasury expressly reserves the right to accept or reiect any or all 
tenders, in whole or in part, and his action in any such respect shall 
be final. Subj ect to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three deci.l 
of accepted competitive bids for the respective issues. Settlement & 
accepted tenders in accordance with the bids must be made or. completed 
at the Federal Reserve Bank on February 11, 1971, 
in cash or other immediately available funds or in a like face amoont 
Treasury bills maturing February 11, 1971. Cash and exchange ten. 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue C~e 
of 1954 the amount of discount at which bills issued hereunder are 80~ 
is considered to accrue· when the bills are sold, redeemed or otherwise 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurznce companies) issued hereunder must include in his income tu 
return, as ordinary gain or loss, the difference between the price pa 
for the bills, whether on original issue or on subsequent purchase,
the amount actually received either upon sale or redemption at maturil 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained f~ 
any Federal Reserve Bank or Branch. 

000 



)epartment of the TREASURY 
IGTON. D.C. 20220 TElEPHONE WD4·2041 

FOR IMMEDIATE RELEASE FEBRUARY 3, 1971 

TREASURY SECRETARY KENNEDY NAMES ALFRED J. STOKELY 
AS NEW STATE SAVINGS BO~DS CHAIRMAN FOR INDIANA 

Alfred J. Stokely, President and Chief Executive Officer 
of Stokely-Van Camp, Inc., Indianapolis, is appointed volunteer 
State Chairman for the U. S. Savings Bonds Program in Indiana 
by Secretary of the Treasury David M. Kennedy, effective 
immediately. 

He succeeds Eugene C. Pulliam, President, Indianapolis 
Newspapers, Inc., who had served as State Chairman since 
October, 1941. 

Stokely will head a committee of State business, financial, 
labor, media and government leaders which -- working with the 
U. S. Savings Bonds Division -- assists in promoting the sales 
of Savings Bonds. 

He began working for Stokely Van-Camp, Inc., after"grad
uation from Princeton University in 1938, serving in various 
areas of sales and production. He was appointed Assistant ~o 
the President in 1944, Vice President in 1954, and in 1956, 
he was elected Executive Vice President and a member of the 
Board of Directors. He was elected President in 1960, and 
appointed Chief Executive Officer in 1965. 

Stokely is on the Board of Directors of American Fletcher 
National Bank & Trust Co., American United Life Insurance Co., 
L. S. Ayres & Co., Indiana Bell Telephone Co., and Indianapolis 
Power & Light Co., all of Indianapolis. 

A Past President of the Defense Supply Association, he 
is a member of the Administrative Council, National Canners 

(OVER) 
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Association, and of the Board of Directors, Council of Profit 
Sharing Industries; Indiana State Chamber of Commerce, and 
Indianapolis Chamber of Commerce. 

He is a member of the Board and on the Executive Committee 
of the United Fund of Greater Indianapolis. Stokely has served 
as Indianapolis Area Chairman of the "Share-in-America" Campaign 
for U. S. Savings Bon~s and was the first Metropolitan 
Indianapolis Chairman for the National Alliance of Businessmen. 
He is on the Boards of Trustees of Butler Universi ty, Indianapolis, 
and Berea College, Berea, Ky., and is on the Board of the 
Indianapolis Symphony Orchestra. 

000 



)epartment of the TREASU 
'GTON. D.C. 20220 TELEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 4, 1971 

TREASURY SAYS BRASS KEY BLANKS FROM CANADA 
BEING SOLD AT LESS THAN FAIR VALUE 

Assistant Secretary of the Treasury Eugene T. Rossides 
announced today that brass key blanks from Canada are being, 
and are likely to be, sold at less than fair value within 
the meaning of the Antidumping Act, 1921, as amended. 

Notice of the determination and of the reference of 
the case to the Tariff Commission will be published in the 
Federal Register of --t-.iL/_~j-r( ,L, 1/ /? / x 

Instructions are being issued to Customs field officers 
to withhold appraisement of entries of such merchandise for 
a period not to exceed 3 months from the date of publication 
of the "Withholding of Appraisement Notice" in the 
Federal Register. 

During the period September 1., 1969, through 
August 31, 1970, brass key blanks valued at $339,000 were 
exported from Canada to the United States. 

000 



~epartment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 4, 1971 

WITHHOLD INC OF APPRAISNENT ON 
TEMPERED SHEET GLASS FROM JAPAN 

Assistant Secretary of the Treasury Eu~ene T. RORsides 
announced today that the Bureau of Customs is instructinp, 
Customs field officers to withhold ap~raisement of tem~ered 
sheet ~lass from Japan pendin~ a determination as to whether 
this merchandise is being sold at less than fair value within 
the meaning of the Antidumpin~ Act, 1921, as amended (19 P.S.C. 
160 et seq.). 

Under the Antidumrin~ Act the Secretary of the Treasurv 
is required to withhold a~praisement whenever he has reasonahle 
cause to believe or suspect that sales at less than fair value 
may be takin~ place. 

A final Treasury decision in this investi~ation will he 
made within three months. Appraisement will be withheld for a 
period not to exceed 6 months from the date of ~ub1ication 
of the "Withholdin~ of Appraisement Notice" in the Federal 
Register. 

Under the Antidumpin~ Act, a determination of sales in 
the Dnited States at less than fair value requires that the 
case be referred to the Tariff Commission, which would consider 
whether American industry was bein~ in1ured. Both dumping 
mar~lns and injury must be shown to justify a findin~ of 
dumpin~ under the law. 

The total value of tempered sheet p,lass imported from 
Japan during the period from January 1969 throu~h September 1970 
amounted to ap~roxlmately $2,695,000. 

If II II 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR RELEASE 9:30 A.M. 
MONDAY, FEBRUARY 8, 1971 

REMARKS BY PROFESSOR HENRY c. WALLICH 
SENIOR CONSULTANT TO THE SECRETARY OF THE TREASURY 

AT THE 52ND MIDWINrER TRUST CONFERENCE, 
THE AMERICAN BANKERS ASSOCIATION 

WALDORF-ASTORIA, NEW YORK, NEW YORK 
MONDAY, FEBRUARY.8 r 1971 

THE ruTURE, THE PAST! AND THE INVESTMENT OFFICER 

In undertaking to discuss vith you the economic outlook, I am avare that 

the period over vhich one can hope to anticipate cyclical developments is only 

R fract~on of the time horizon that bank officers with your responsibilitiel 

must survey. Your investment Judgment, vhether it serves families, pension funds, 

or other institutions, must be valid over decades rather than ·years. The con-

sequences of your decisions in allocating the capital resources of this great 

econ~ will be felt also for long period.. Steel and concrete do not have the 

liquidity of most financial investments. But cyclical developments are also 

important to you, and it is the outlook for a year or tvo ahead that I would 

like to discuss with you. 

At this late date in the foreca.ting season, I am sure, you are all aatiated 

lith GNP foreca.te. Thank. to this surfeit, however, it become. po.sible to 

~eDeraliz • .ore usetully about the forecasters' underlying assumptions. Such 

l1Sh forec..,' ... vue •• de tb'ls year have ca.e. verY nred.ominantlva fram. 
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monetarists - toreeasters who believe that Federal Reserve poliey i. the ma1DU 

not the lole determinant ot eeonaade actlTity. roreca.t. in the lower~. 

$1040 • 1050 billion GBP in 1971 - predominantly vere made by tisealist., who 

are sometimes reterred to more or less invidiously, as Keynesian. These be11~ 

that the Federal budget plays an important role in addition to, it not in pl~. 

of, monetary policy. Last year, you may recall, the roles vere reversed. ~. 

monetarists predicted recesaion, the Keynesians moderate expansion. The rewU 

vas a standoft that each side nov seems to interpret as a victory. 

I would like to examine tirst what seem. to be eommon ground tor molt t~ 

casters at this time. There is general agreement that not much 1. to be ezpecttf 

trom businesa spending for inventories and certainly not for planl and equipleat. 

The surveys say that spending in dollar terms vill be up rllildly, 1n real til'll 

probably down. A look at prevailill8 excess capacity contirms thele eltt.,te., 

at least outside the utilities field. The recent sharp drop in inter.lt rat., 

hovever. the expected resurgence ot proti ta, and the imprOY_ent in deprec11tiGl 

rules might make 80ae difference on the upside. 

The Federal GoTernment, too, is generally not expected to lupply much 

OC8ph. Measured in terms of the full employment surplu., the new budget .ont 

in an expansionary direction by no .,re than $1.3 billion cClllpareci to fllcal 1gt! 



) 

- 3 -

ense, the chief Federal item in the goods and services category, is scheduled 

remain flat in terms of the national income accounts. The budgeted overall 

rease in Federal spending of $15.1 billion, in terMS of national income 

~unts, i~ less than 7 nercent over fi5cal 1971. 

Housing, everybody agrees, .... ill be very strong. Uncertainty and disagree-

t. relate principally to the consumer. How long can he hang on to his present 

re normal savings behavior? In 1966-68, he did it for something like six 

~essive quarters. So far, his selfrestraint has lasted only three quarters. 

long is it likely to continue? When .... ill the consumer's growing liquidity 

.n to burn holes in his pockets? 

The surveys point to continuing hesitancy. f~amination of consumer attitudes 

. continuous basis suggests that consumer morale is vulnerable to particular 

matic events, such as last year, the move into Camhodia, the events of 

State, and Penn Central. Furthermore, there is a plausihle theory that 

ests that cons~~er sentiment responds more to the direction of the economy 

to its level. This .... ould imnly that once the economy has ceased to de-

~, and even more after it has visibly turned up, the consumer tends to unfreeze. 

would account for the exnerience of rather positive consumer attitudes 
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during the early sixties, when unemployment vas high but falling, contrasted 

with his negative attitudes recently when unemployment vas still relatively low 

but rising. 

Still another line of thought, not in conflict with the tvo I have Just 

mentioned, attributes an important responsibility for consumer behavior to the 

stockmarket. A drop in the market, and particularly a continuation of a low 

level once reached, has been found by some econometricians to have a quite draatie 

impact on consumer spending. Trust officers may know more about this than 

econometricians and I wonder whether you agree. This approach is embodied in 

the so-called Federal Reserve - 4IT econometric model of the economy, which is 

reported to be one of the forecasting devices eMployed by the Federal Reserve. 

I need hardly mention to this group that most systematic forecasting today is 

done with the help of more or less complex ,models. The back of an envelope is 

still useful, but the computer has certain advantages. 

If these efforts to psychoanalyze the consumer are interpreted 1n the 

liCht of what has hap~ened recently in the economy and in the stockmarket, one 

arrives at fairly optimistic conclusions. On that basis, the consumer should 

lend strc~et~ to the economy in 1971. ~hc economy will need it, ~iv~n the 

ahsence 0: U strong ?u~h fro:rl tusiness spen1inp, and the only l'loderA.te ~xn~:'Isive· 

ness or ~hC federal sector. 
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Corporate profits are ~ matter of particular interest to this ~rou~. Several 

factors suegest a favorable outlook. In the recent decline, ~or~orate pro~its 

have contracted far more shar~ly than any other part of the economy. as they 

invariably do. The share of corporate profits in the GNP reached a lov of about 

eight and one ha.lf percent around the middle of 1978, as contrasted "'ith a 

normal relationship of perhans ten percent. !'or today' s trillion dollar economy. 

Jne hundred billion dollars of pretax profits would be about nar. ~here arc 

ractors that nake one Yonder how easily this "nornal" relationship can be 

~estored. One wonders particularly about the continuin~ pressure of abnormal 

{age increases, and the gro\lin~ costs of protectinG and i~nrovinp. the environ-

[ent. On the other h~nd. there is n prospect of rapidly ~rowi~g productivity 

'or at least a year. The very inadaquate productivity ~a!ns of 1970 should 

le made up eventually. r.:'~e relatively modest l~vel ;)f ncv 1'la:1s and cqui pn.ent 

;pendin~ suggests that business vill not be burdened unduly with the hi~h 3tart-

lp costs inherent in massive new installations. 
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In a climate of rapid rroductivity ~ains, inflationary pressures are llke~ 

to abate somcvhat. This depends very much, of course, on the policies folloved 

by the ~ederal Reserve. The Federal deficit projected in the budget, assuming 

it is soundly financed, does not seem to me to hold an inflationary threat, 

it \lould tend to vanjsh ...,hen full employment is reached, given the larger rev-

enues to be expected from a full employment tax base. It will be important, 

however, to avoid reneved overp.xpansion. Else any sub~idp.nce of inflation 

is likely to prove tem!lorary, fI.nd inflation may mount 'tgain when productivity 

~ains slo\l down to normal while excess demand pressures, now well under control, 

bep;in to revive. 

Investment in a Post-Inflationary Period 

Investment must be oriented tovard the future. That is why this talk 

began with the Review of the Lconomic Outlook. But sometimes it is useful also 

to look at the past, because the f'ast sOMetimes has a lesson. Frequently, no 

doubt, an invina1ion to learn frOM tt.e past is sin~l~ an invitation to fieht 

th~ l~st var over n~nin. Rut the nresent seeMS to he a particularly good mome~ 

for such a review. A whole cycie of investnent experience lies behind us. We 

rU"c .'1.,., t:.c s t.art of a nC'1 eye] E'. ':''1r. cld or.~ .las taUGht us that successful 

invf'!st::lent : S :'lore d: 1':-i LuI ~ ",har. '"1any ina~ined. \'lhat other lessons are there? 
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One set of lessons pertains to growth. We kno~ no~ that trees not only 

on't gro~ to the sky; some trees don't seem to ero~ at all. At a minimum ~e 

ave seen that growth is a very long run process that cannot be relied upon 

rom year to year. This conclusion, incidentally, ~e might have dra~n also 

rom~earlier experience, since it took the Dow Jones Average some 25 years, after 

~29, to pass its earlier peak. Investors who want to use capital gains for 

lrrent expenses had better salt some gains away first. 

Another lesson pertains to inflation. We all kno~ no~ that there is no 

~rfect hedge against inflation. The ~tocknarket has badly let down its supporters. 

le bond market has reminded investors that during an inflation they may lose 

)t only in terms of purchasing power, but also of market value. One of the 

!ast bad inflation hedges, curiously, has been cash or its equivalent. Short 

!rm interest rates have been high enough so that Treasury bills and other short 

!rm assets have about held their own against inflation, except where taxes 

,ve eaten into the inflation premium. 

To ~hat extent should investment policy take the nossibility of future 

flation to account? One answer is that, inasmuch as there have been no 
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really good hedges, the question is not relevant. That, surely, would be goi~ 

too far. There are i~portant decisions that hinge on one's expectations of 

future inflation. 

Let me say first of all that I think it is quite wrong to believe that 

"prices must always rise." At almost all times there are some prices that are 

falling. Prices are by no means tlinflexi ble downwards." \Vhat matters is the 

proportion. A wise economic policy can succeed in raising the proportion of 

prices that are falling and reduce the proportion that is rising. We can have 

stabili ty. 

What Do People Expect? 

I readily concede, ho ..... ever, that not many people today expect price stability. 

For the investor it then becomes important to clarify his own price expectations 

and also to understand those of others - of other investors, consumers, business 

executives. ~conomists routinely make estimates of the rate of inflation that 

people "expect. II They do this on the assumrtion that people are guided by past 

experience. ~stimates of this )~ind were made RS early as 1900, when it was 

found that it took investors something like 20 vears to make l1n their minds . . 

that L:ey '",ere ir: ar. inf':ati8nary or deflationn.r:1 neried. Investors vere rir,ht 

to reach conc:;'usions slovly in those day~, because there were prolonged periodS 
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declining prices. Today, similar calculations seem to show that investors 

.ke up their minds a great deal faster. These calculations also seem to show 

lat many people today have higher expectations of inflation than they did years 

:0. 

I feel confident that anyone expecting inflation to continue at its recent 

Ite will be pleasantly disanpointed. But even so, the fear at least of infla-

.on will remain high and will take time to he dispelled from people's minds. 

lch high inflationary expectations impose a penalty upon the capital markets. 

ley tend to raise interest rates, and therehy to depress both the bond and 

le stockmarkets. Because inflation is inherently an unstable condition, it 

.lls for a risk prenium. People expecting a hi~h rate of inflation will tend 

I add a premium for risk to all their decisions. 

Some theorists tell us that if investors correctly anticipate inflation, 

ey have nothing to fear fro~ it. Interest rates, so as the argument f,oes, 

11 be high and will protect the bond holder. Equities will benefit from more 

pidly rising earnings, since the latter can hardly help following the price 

end to some extent. But hieh interest rates will place n severe discount on 

ese earnings, and on balance equities will maintain just ahout that relation 

the price level that they would have had unrl.er stable condi tions. 
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On yay of interpreting this theory is to conclude that in an economy fu1~ 

attuned to inflation, there yould he no need to look for inflation hedges. be~. 

thing yill be a hedge of sorts, no asset vill gain or lose froe inflation. I 

cannot imagine that this analysis is adequate as a basis for responsible invest. 

ment policy. There are too many if's in the picture. The concept of a stable 

rate of inflation, correctly anticipated and discounted by the market, is almOlt 

a contradiction in terms. The investor no more than the businessman or the 

vage earner can live at peace vith inflation. The only good Yay of dealing 

Yith inflation is to end it. 

The New Look in Interest Rates. 

Interest rates have responded to inflation. A calculation made by the 

Horgan Guaranty Trust Company shoys that, if the rate of inflation is deducted 

from the long term interest rate, there remains a rather stable residual in 

the neighborhood of 3 ~ercent, Yhich May represent the so called real rate of 

interest, i.e. interest after inflation. ~ore cOM~licated estimates made by 

the Federal Reserve Bank of St. Louis likeYise seem to RhoY a rather stable 

reJll rate usually in t~e ranr;e of 3-h nercent. 

For the investor, this is a new ci.evelonMent. He have had high rl1tes of 

inflation before - in"1edintely ai'ter ',vorla \var II, cturine the Y.orean 'war, and 

to a lesser extent in the middle 50's. But interest rate3 never responded in 
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this way. Interest rates have behaved uniquely, too, vith respect to their 

timing. They continued to go up during much of 1970, long after the economy 

had turned dovn and long also after the Federal Reserve had shifted its policy 

toward ease. The significance of this behavior of rates remains to be explained. 

The recent experience indicates that on this one occasion at least interest 

rates have risen high enough to defend the investor against inflation. Previous-

1y it had been more or less taken for granted that the fixed interest investor 

was bound to be victimized by inflation. That had been one reason for the theory 

that stocks vere an inflation hedge. But interest rates have defended only the 

investor who held short term assets, and the buyer of nev bonds. Precisely be-

cause rates rose enough to protect these investors, their movement inflicted 

great damage on holders of outstandine bonds. One is bound to conclude, there-

fore, that even very high interest rates do not adequately protect long term 

investors except perhaps after many years. 

It is worth noting that high intere~t rates also have a neculiarly adverse 

effect upon growth stocks. Growth stocks are valued on the basis of the distant 

future. It is precisely that future that is discounted most severely by hi~h 

interest rates, as compared with the immpdiate future unon which the valuation 

of incomes stocks tends to rest. 
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Investment Experience. 

Finally, I vould like to venture upon an interpretation of the recent market 

experien:e that ~U5t necessarily be very tentative. Contrary to vhat one might 

fear, however, the conelusions arrive at an endorsement of vhat I believe to 

be the policies and procedures of most trust departments. Portune Magazine, 

cOmMenting on the recent Tventieth Century Fund Report on "t.futual Funds and Other 

Insti tutional Investors," by Irwin Friend, ~1arshall Blume and Jean Crocket, con-

eluded, "The continuin~ failu.re of Wall Street professionals to demonstrate 

that they have any edge at allover dart-throwing. • • • nay now be taken as an 

established fact." Fortune refers, of course, to the ever fascinatin~ theory 

variously known as the "Randor.l Walk" or "Dart Throwing." Events in the ntock-

market during the last few years throw ~ curious light on this theory. 

One of the obvious challenges to the theory thnt one cannot outsmart the 

market because the best brains have already put the market at the level where 

it belongs, was the spectacular success, during the middle 60's, of a small 

nunber of performance operators. It was r.ot easy, in the face of this kind of 

success, to ar~e that these were just lucky hits achieved with dart~ thrown 

at the Stock Harket page frOM a distance. Now that we have had the downward 

phase of the movement, however, the success of the performance operators no 

longer looks quite so challenging. They did not systematically outperfo~ tbe 
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market over the entire period. They may simply have taken higher risks, for 

which even the dart throwing theory expects investors to be rewarded, so that, 

on balance and on average, superior profits remain despite substantial losses. 

This would not be inconsistent with the theory. 

Another interpretation is possible. It may well be that the performance 

operators did develop something new, and that for a while they had 'a kind of 

monopoly on a technique that enabled them to beat the market. Random Walk theory, 

broadly interpreted, allows for this possibility. It simply asserts that if 

and when some means of beating the market is invented, the market will compete 

it away as soon as it becomes generally known. That may well be what happened 

as increasing numbers of investors got drawn into the performance game. Now 

that almost everybody knows how to play it, the game seems to be up. 

In another sense, however, recent experience is a challenge to the dart 

throwing theory. It is an experience that confirms the wisdom of traditional 

investment policies, as I believe these policies' are practiced by trust officers 

allover the country. If the record could be made known it would show, I believe, 

that most trust departments took little interest in the late lamented nerform-

ince stocks. If so, events so far have proved them right, of course. The 

:hallenge to which I refer is this. Recent extreme eyrations of some stocks, 

n my View, seriously question the assertion of the dart throwing theory that 



stocks always are valued at the price that the best analysis suggests. It 1s 

hard to believe that the stocks of which I .. speaking should have been corr~~ 

ly valued first, in the fall of 1968, and again in the summer of 1910. when t~ 

sold for small fractions of their earlier prices. On the contrary. such extr-. 

gyrations seem to show that these stocks were not correctly valued, and that t~ 

application of wisdom and good sense could discover this. 

This, I believe, is precisely what most trust officers did for their cu.t~ 

ers. Whatever the validity of the theory in other and broader contexts, recent 

performance seems to show that in some ways one could do better than by throvi~ 

darts, and that many investment officers did do better. In reviewing the diffl· 

culties of the past, and in facing the perplexities of the future, it is good 

to be able to say that some things were done right. 



FOR IMMEDIATE RELEASE February 8, 1971 

HAMPTON A. RABON. JR., RETIRES FROM TREASURY 

Hampton A. Rabon, Jr., Deputy Fiscal Assistant Secretary 
of the Treasury, retired on February 6 after almost thirty
eight years of public service. 

Mr. Rabon's expertise in banking and financial affairs 
enabled him to make exceptional contributions to Government 
operations worldwide. His contributions were honored by 
Secretary David M. Kennedy when he conferred on Mr. Rabon 
the Department's Exceptional Service Award. In making the 
award, Secretary Kennedy noted Mr. Rabon's significant 
role in the development of the Treasury tax and loan system 
to meet the enormous changes that occurred in Government 
operations during his stewardship and his role in developing 
the military banking program. For his role in the facility 
program, the Department of Defense in April 1969 awarded 
him the Secretary of Defense Meritorious Civilian Medal, 
the first civilian outside the Department of Defense to be 
so honored. 

Mr. Rabon's unique and distinguished career in 
Treasury began when he started as a file clerk with the 
Bureau of Internal Revenue Service in 1934 and progressed 
to the highest level open to career employees short of 
Assistant Secretary. 

A graduate of Camden High School, Camden, South Carolina, 
Mr. Rabon, 59, received BCS and MCS degrees from 
Benjamin Franklin University, Washington, D.C., in 1938 and 
1939, respectively. He is married to the former Ella Mae Clark 
of Jackson Springs, North Carolina. They live at 5501 
Nevada Avenue, N. W., Washington, D. C. 

000 
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~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

F~bruary 8, 1971 

FOR IMMEDIATE RELEASE 

SOME QUESTIons ON REVENUE SHl\RLJG 

1. Is there any "excess" revenue to share? 

The Administration is not talking about sendin~ back to 
~ ~ 

the states "excess" revenue. Rather, the .t..dmini:;tration 
wants to re-arrange existing federal priorities. To 
express it another way, Revenue Sharing will not ralse 
the existing federal tax burden, but will result ln 
making available to hard-pressed state and local govern
ments a portion of the automatic growth in federal 
revenues under existing tax rates. 

2. Will the amounts proposed under General Revenue Sharins 
be enough to do any good, particularly for the big citles? 

The amounts will be generous, reaching a $5 billion level 
in the first 12 months of operation. The formula pro
vides bigger amounts for the cities, with their heav:T 
responsibilities and high taxes, and smaller amounts to 
"tax havens" with fewer civic re3ponsibilities. In 
practice, nearly every large city will receive not just 
absolutely more money, but also more money per capita 
than its smaller neighbors. The large central cities 
will receive more revenue sharing money not just because 
they are bigger, but because they bear a larger fiscal 
burden. 

3. Why not leave the money in the states and cities where 
it originates -- why bother to arrange an expenSlve 
"round-trip" to Washington for tax dollars? 

Actually, the Depart~ent of the Treasury has lower tax
collection costs than any state or local government agency. 
Current collection costs are about 45 2cnts ~er 31J~ o~ 
income. Revenue Sharing will not require any new Federal 
agency or bur~au. All that will be needed is a check
writing procedure, so the round-trip should bo economical. 
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4. Are state and local iovernments competent to use Revenue 
Sharing money effectlvely? 

No one can guarantee that all tax money is always used 
wisely. No one can say that all Federal spending is 
alway~ wise. But the Revenue Sharing plan calls for 
regular accounting to the Treasury on the expenditure of 
Revenue Sharing funds, and gives the Treasury the 
authority to inspect the books and conduct the audits 
needed should questions arise. 

S. Does Revenue Sharing separate the responsibility for 
raising taxes from the act of spending tax revenue? 

The precedent for federal collection and local spending 
of funds already has been set -- through the present 
grants-in-aid system. Almost $30 billion a year now 
goes to state and local governments in the form of 
categorial grants. The real question is control over 
the funds. The law provides for proper accounting and 
for preservation of civil rights in any Revenue Sharing 
grants, as in the present system. Revenue Sharing adds 
an essential additional element -- recognition that 
problems vary from city to city and state to state across 
the country, so that local authorities need to have the 
power this act gives them, to use available funds where 
they are really needed to solve particular local problems. 

6. How will ~inorities be protected under Revenue Sharing? 

7 . 

Full civil rights protection will cover expenditures 
under General Revenue Sharing, including Title VI of 
the Civil Rights Act of 1964, which applies to grants
in-aid now. 

'vJhat will the controls be on local spending of federdl 
funds? 

The General Revenue Sharing law will require each state 
and local government receiving the funds to properly 
account for their use. Quarterly reports will be required 
to the Treasury to ensure that the f~nds have been used 
for a lavlful g?vernmental purpose. If any questions arise, 
the Treasury wlli hdve full access to the books and 
fina~cial records of the state and local governments and 
the ~ecretarv of the Treasury will have the power to sus
pend or cancel pay~ents ~hen he finds that the Federal 
law has not t~en co~plied with. 
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8. Will Revenue Sharing mean local tax cuts? 

Revenue Sharing certainly will reduce the upward pressure 
on state and local taxes, such as property taxes. Whether 
the money is used for tax reduction, debt reduction or 
expenditure increases will be decided by the local 
government involved. 

9. Will Revenue Sharing cut down on the amount of money 
available for federal grants-in-aid programs? 

The total amount of federal financial assistance to state 
and local governments will rise substantially. In Fiscal 
1970 the federal government paid out $24 billion in grants 
to states and localities. In Fiscal 1971 the estimate is 
$30 billion. The budget for Fiscal 1972 shows a combined 
total of $38 billion in grants-in-aid and Revenue Sharing, 
a more-than-25% increase over the 1971 level. The basic 
change that the Administration is making is to permit 
greater local responsibility for deciding how to spend 
that portion of the money which comes via the Revenue 
Sharing program. 

10. Is the Administration willing to accept Amendments to its 
bill? 

No one maintains the Administration bill is perfect, but 
it is based upon ideas that resulted from consultations 
with city, state and county leaders throughout the nation. 
It is an attempt to meet real problems. If anyone comes 
forward with a sensible change, the Administration 
obviously will be glad to consider it. 

11. How does the 1971 plan differ from last year's Revenue 
Sharing plan? 

There are three key modifications incorporated. 

First, the new plan calls for $5 billion in General Revenue 
Sharing in the first 12 months, whereas under last year's 
bill the $5 billion figure would not be reached until 
Fi seal 19 76 . 

Second, the 1971 bill calls for allocating a greater 
proportion of the funds to local communities (on the 
average 48 percent against last year's 30 percent). In 
addition the new bill is more flexible, allowing states 
and localities to set up their own formula for dividing 
the federal funds. 
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Third, the 1971 plan has a new element, the consolidated 
block-grant program called "Special Revenue Sharing." 
Under this Special Revenue Sharing plan, federal funds 
will be allocated in certain broad, general areas (su~ 
as "Education") rather than being provided for narrowly 
restricted programs (such as "School Cafeteria Equipment) 

12. Why aren't any strings attached? 

It is not correct to say there are no strings. .The fact 
is there are accounting and civil rights "strings." How
ever, the purpose for which the program was set up was 
to allow local decision-making on the expenditure of 
federal funds. That is the 'essential new element of the 
plan. Accountability remains. 

13. Why not just expand the present system of grants? 

Fundamentally because it is obvious that the present 
system of grants-in-aid is not working. Despite federal 
aid totaling some $ 30 billion this year, states and cities 
and counties find themselves in what they variously 
describe as a "squeeze" or a "crisis." 

The complaints about the present system basically include 
protests about lack of local decision-making on what to 
spend the money for -- all the decisions are made in 
Washington on a national basis, rather than attacking 
particular local problems in any area. There are other 
complaints about red tape, overlapping and confusion 
because some 500 programs are involved. 

One city may be spending money on libraries because 
federal funds are available for libraries. But at the 
same time what that city really may need is money for 
fire engines. Under Revenue Sharing, this sort of 
problem would be avoided. 

14. What is the Administration's stand on the proposed 
Constitutional Amendment to force Revenue Sharing? 

The Administration has made it clear that it believes 
that Congressional legislation is the appropriate route 
for obtaining Revenue Sharing. 
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15. Will Revenue Sharing result in a cut-off of some local 
programs now funded by federal grants? 

In the case of Special Revenue Sharing programs (where 
special grants in aid are being folded in), each state 
and local government will be assured that they will receive 
at least as much federal funding as they now do for the 
programs being consolidated. Hence, the state and local 
governments will be able to continue operating these pro
grams -- but only if they wish to do so. They will have 
the option under Special Revenue Sharing to use, say, 
Urban Development funds for whatever they consider to 
be high priority areas that will help develop their urban 
community. 

16. Why is Revenue Sharing needed now? 

The major cities all across the nation are In an increasing 
fiscal squeeze.' Many of the states are in a similar bind. 
Something must be done. The Administration, after long 
stud~ is convinced that the right answer is Revenue 
Sharing. 

17. Would the Administration agree to a Tax Credit System as 
an alternate way to solve the problem? 

The Administration believes that Revenue Sharing is a 
better way, because it makes funds directly available 
to hard-pressed states and localities. A federal tax 
credit for state and local income taxes would only help 
hard-pressed state and local governments to the extent 
that it encouraged them to raise their own tax rates 
further still. Revenue Sharing does not require any 
increase in axes but rather a re-allocation of existing 
revenues. 

18. If Congress rejects Revenue Sharing, will the programs 
involved in Special Revenue Sharing die? 

The Administration believes it is better to concentrate 
on the Revenue Sharing plan rather than debate all the 
potent ial "i fs . n 

19. Are you satisfied with the penalty provisions of the bill? 

Yes. The Administration believes they provide adequate 
safeguards to ensure honest expenditure of funds and 
ensure a non-discriminatory policy in expenditure of 
funds. 
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20. What is the Administration's 
ewer --

The Administration is committed to the concept of New 
Federalism -- meaning more regional and local decision
making and control, rather than more centralized, cumbe"o. 
control. 

21. Will Revenue Sharing mean scrapping of the Appalachian 
Commission? 

22. 

There is nothing in the act to prevent regional coopera
tion. But the act leaves it up to states and cities as 
to whether they want to remain in regional groupings. 
The plan calls for having the Appalachian Commission funds 
placed in the Special Revenue Sharing category. The states 
could decide to continue the program -- or change. 

The plan calls for assigning 1.3 percent of the federal 
income tax base to General Revenue Sharing on a permanent 
basis. This will be available every year without being 
subject to the uncertainties of the appropriation process. 
Funds for Special Revenue Sharing will be appropriated 
annually. 

23. Will Revenue Sharing ensure that local governments provide 
more of the services local people need? 

Revenue Sharing is not a cure-all. It is designed to 
turn the decis ion-making process back to cities and states. 
But decisions still will have to be made. 

24. What is to prevent states from taking all the federal 
funds and then just short-changing the cities? 

The system set up calls for a mandatory "pass-through" 
from the states to counties and localities. If a state 
government does not pay any local government its fair 
share as stipulated by the act, the law requires the 
Secretary 0 f the Treasury to cease making Revenue Sharing 
payments to that state. 
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25. Why did the 1970 bill fail to reach enactment? 

For one thing, no hearings were ever held. The bill was 
not reported to the floor for consideration. We do 
anticipate hearings this year. 

26. When does the Administration hope the bill will become law? 

The legislation proposes that the first payments cover 
the period beginning October 1, 1971. 

27. Why is the Administration Plan divided into two parts? 

Because the plan involves two concepts. 

First, there is General Revenue Sharing, under which money 
will flow to cities and states to spend as they deem fit, 
in any area and for any legal purpose. 

Second, there is Special Revenue Sharing under which some 
funds will be given to states and localities for use in 
special broad areas -- such as education, housing, urban 
development, law enforcement, etc. This second part of 
the program will ensure that funds are spent for broad 
national purposes -- but decision on exactly what part 
of education, etc., the money is to be spent on remains 
a local responsibility. 

28. When will the exact formulas for each type of R~venue 
Sharing be known? 

The formulas for General Revenue Sharing are spelled out 
in the Administration bill and accompanying section-by
section analysis. 

The formulas for Special Revenue Sharing are being 
developed. 

29. Do any foreign nations have Revenue Sharing? 

Canada, Australia, and others. 

30. Why did the Administration propose Revenue Sharing? 

Because we believe it is the most effective way to 
respond to the very real fiscal crises faced by the 
citizens of so many states and localities. 
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)epartment ot the TRfASU RY 
~GTON, D.C 20220 TELEPHONE W04-2041 

:NTION: FINANCIAL EDITOR 

RELEASE 6: 30 P.M., 

'.9', February 8, 1971 

RESULTS OF TREASURY'S WEEny BILL OFFERING 

The Treasury Department announced that the tenders for two series of Treasury 
s, one series to b~ an additional issue of the bills dated November 12, 1970 , and 
other series to be dated February 11, 1971 , which were offered on February 2, 1971, 
opened at the Federal Reserve Banks tod~. Tenders were invited for $2,000,000,000, 

hereabouts, of 91-day bills and for $1,400,000,000, or thereabouts, of 182-d~ 
s. The details of the two series are as follows: 

E OF ACCEPTED 
ETITIVE BIDS: 

High 
Low 
Average 

91-d~ Treasury bills 
maturing M~ 13, 1971 

Price 

99.037 
99.026 
99.028 

Approx. Equi v • 
;.;;Ann;=.u;.;..;al.~..;.;R;.;..;a..;.;te~ __ : 

3.810~ 
3.85~~ 
3.845i 

182-d~ Treasury bills 
maturing August 12 , 1971 

~ox. Equiv. 
Price Annual Rate 

98.069 
98.049 
98.059 

3.820~ 
3.859~ 
3.839~ !I 

70~ of the amount of 91-day bills bid for at the low price was accepted 
6~ of the amount of 182-d~ bills bid for at the low price was accepted 

I TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

itrict AEElied For AcceEted AE,Elied For Accepted 
Iton $ 26,545,000 $ 13,235,000 $ . 12,l!O,OOO $ 2,l!o,OOO 
r York 2,881,735 ,000 1,682,465,000 2,180,020,000 1,232,160,000 
,lad<:!iphia 39,880,000 19,880 ,000 10,650.,000 5,450,000 
'veland 42,035 ,000 27,050,000 35,935,000 :30 ,035,000 
mnond 18,450,000 14,845,000 13,025,000 5,025,000 
anta 48,585,000 21,750,000 32,895,000 14,325,000 
cago 266,570,000 94,010,000 199,095,000 59,940,000 
Louis 50,945,000 27,045,000 26,165,000 8,685,000 

neapolis 33,520,000 9,990,000 30,460,000 11,260,000 
sas City 43,345,000 24,065,000 26,145,000 . 9,645,000 
las 37,995,000 14,595,000 32,340,000 9,840,000 
Francisco 148 z 440 z 000 53z090 z000 102 2505 2°00 11z565 2OOO 

TOTALS $3,638 ,045,000 $2,002,020,000 ~ $2,701,365,000 $1,400,060,000 ~ 

~ludes $267,760,000 noncompetitive tenders accepted at the average price of 99.028 
~ludes $104,795,000 noncompetitive tenders accepted at the average price of 98.059 
~se rates are on a bank discount basis. 'lhe equivalent coupon issue yields are 
14~ for the 9l-day bills, and 3.97;' for the 182 -d8¥ bills. 



UtllTED STATES SAVltlGS BOtlDS ISSUED AND REDEEMED THROUGH January 31, 1971 
(Dollar amounts in million. - rounded and will not nec ... orUy odd to total.) 

DESCFUPTION 

tED 
es A-1935 thru D-1941 

es F and 0-1941 thru 1952 

es J and K-1952 thru 1957 

rURED 
es E.1I : 

1941 

1942 

1943 

1944 
1945 

1946 
1947 

1948 

1949 

1950 
1951 
1952 

1953 

1954 
1955 

1956 

195'1 
1958 

1959 
1960 
1961 

1962 
1963 
1964 

1965 
1966 
196'1 

1968 
1969 
1970 

Iclassified 

Ital Series E 

I H (1952 thru May, 1959)]1 

H (June, 1959 thru 19'10) 

tal Series H 

tal Series E and H 

{Total matured 
ries Total unmatured 

Grand Total 

cerued dl.eount. 

' •• 'on ".'u •. 

AMOUNT ISSUEDlI 

5,003 
29,521 
3,754 

1,898 
8,372 

13,464 
15,716 
12,361 

5,619 
5,341 
5,530 
5,473 
4,792 
4,142 
4,337 
4,958 
5,055 
5,267 
5,091 
4,797 
4,685 
4,393 
4,409 
4,476 
4,333 
4,858 
4,714 
4,610 
4,966 
4,917 
4,665 
4,375 
3,875 

546 

172,035 

5,485 
7,658 

13,142 

185,178 

38,277 
185,178 
223,455 

AMOUNT 
REDEEMEDlI 

AMOUNT 
OUTSTANDINGlI 

4,998 6 
29,491 30 
3,740 14 

1,697 200 
7,493 880 

12,084 1,380 
14,020 1,696 
10,870 1,491 
4,775 844 
4,396 945 
4,472 1,058 
4,351 1,122 
3,757 1,035 
3,244 898 
3,378 960 
3,782 1,175 
3,795 1,260 
3,907 1,361 
3,738 1,353 
3,467 1,330 
3,279 1,407 
3,027 1,366 
2,930 1,479 
2,833 1,643 
2,657 1,676 
2,745 2,112 
2,699 2,015 
2,616 1,994 
2,694 2,272 
2,594 2,323 
2,355 2,311 
1,970 2,405 
1,049 2,826 

461 85 

127,133 44,902 

3,737 1,747 
2,379 5,279 

6,116 7,027 

133,249 51,928 

38,228 49 
133,249 51,928 
171,477 51,978 

tI ..... , " .. d • ... " b. h.,d .,.d ",III •• m Inl., •• t 10' .ddilion., period. ,It., orl,l_' m.turlty thlt ••. 

% OUTSTANDING 
OF AMOUNT ISSUED 

.12 

.10 

.37 

10.54 
10.51 
10.25 
10.79 
12.06 
15.02 
17.69 
~9.13 
20.50 
21.60 
21.68 
22.14 
23.70 
24.93 
25.84 
26.58 
27.73 
30.03 
31.09 
33.55 
36.71 
38.68 
43.47 
42~75 
43.25 
45.75 
47.24 
49.54 
54.97 
72.93 
15.57 

26.10 

31.85 
68.93 

53.47 

28.04 

.13 
28.04 
23.26 



A BILL 

To restore balance in the Federal system of government in the 

United states, to provide both the flexibility and resources for 

State and local government officials to exercise leadership in 

solving their own problems; to'achieve a better allocation of total 

public resources; and to provide for the sharing with State and local 

governments of a portion of the tax revenue received by the United 

States. 

Be it enacted bl the Senate and House of Representatives of the 

United States of America in Congress assembled, 
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SHORT TITLE 

SEC. 101. This Act may be cited as the "General Revenue Sharing 

Act of 1971". 

DEFmrrrONS 

SEC. 201. (a) For purposes of this Act--

(1) except where otherwise indicated, the term "fiscal 

year" means the fiscal year of the Government of the United 

States; 

(2) the term "generaJ. revenue" means general revenue frc:m 

own sources, as defined and used by the Bureau of the Census, 

provided that in the case ot the District of Columbia it shall 

include the Federal payment authorized under 47 D.C. Code 

§ 250l(a) (81 Stat. 339); 

(3) the term "Governor" means the chief executive officer 

of each State or his delegate; 

( 4) the term "indi viduaJ. income tax returns" means the 

returns of tax required to be fUed on the income of ~di yidu&1.s 

under the internal revenue laws of the United States; 

(5) the term "local goverrnnent" means a municipa.li ty, 

county, or township, (but does not include independent school 

districts or special districts) as such terms are defined and 

used by the Bureau of the Census; 
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(6) the term "personaJ. income" means personal income as 

def;1.ned and used by the Off'icetC2:f'Business Economics of the 

Department of Commerce; 

(7) the term "population" means total. resident population 

as defined and use~ by the Bureau of the Census; 

(8) the term "Secretary" means the Secretary of the Treasury 

or his delegate; 

(9) the term "Attorney General" means the Attorney General 

of the United states or his delegate; 

(10) the te~ "State" mea.ns the several. States of the 

United States and the District of Columbia; 

(11) the term "Bureau of the Census" means the Bureau of 

the Census of the pepartment of Commerce; 

(~) the term "tJl.Xable income" means taxable income as 

defined by the internal revenue laws of the United St~tes; 

(13) the term "unit~ of government" means aJ.l \ll'li~s of 

local government (including independent school districts and 

special districts) as such ter.ms are defined and used by the 

Bureau of the C~nsus; 

(14) the tex-m "major municipality" means any municipal! ty 

with a population of 2,500 or more as reported by the Bureau of 

the Cens,+s; 
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(15) the term "major township" means any township--

(a) with a population of 2,500 or more as reported 

by the Bureau of the Census, and 

(b) the employment ratio for which is not less 

than one .. half of the average employment ratio of all 

major municipalities in such State; and 

(16) the term "employment ratio" means a fraction the numerator 

of which is the total number of employees of any major municipality 

or major township as reported by the Bureau of the Census and the 

denominator of which is the population of such governmental unit. 

(b) Where appropriate, the definitions in subsection (a) shall 

be based on the latest published reports of the Department of Commerce, 

and on the interna.l revenue:!.rAte in effect, on the date of enactment 

/ 
. C-. 

of this Act. The data used in applying these definitions shall be the latest 

published data referable to the same point or period in time. The Secretary 

may, by regulation, change or otherwise modify the definitions in 

subsection (a) in order to reflect any change or modification thereof 

made subsequent to such date by the Department of Commerce or by a 

revision of the internal revenue la.ws. 
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REVENUE SHARING APPROPRIATION 

SEC. 301, (a) There is hereby appropriated for general revenue 

sharing tor the fiscal year beginning July 1, 1971, and for each fiscal 

year thereafter, an amount, as determined by the Secretary, equal to 

the percentages provided in subsection (b) of this section multiplied 

by the total ta.xable income reported on Federal individual income tax 

returns tor the calendar year tor which the latest published statistical 

data are available tran the Department of' the Treasury at the beginning 

of luch fisoal year. 

(b) For the purposes of subseotion (a), the applicable percentage 

is 0.96 peroent tor the fiscal year beginning July 1, 1971, and 1.3 

percent for each fiscal year thereafter. 

(0) Amounts appropriated pursuant to this section shall remain 

available without fiscal year limitations for the expenditures 

autborized by this Aot. 
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PAYMENTS TO THE STATES 

SEC. 401. (a) For any fiscal year, each State is entitled to 

an amount as determined by the Secretary, equal to--

(1) (i) the amount appropriated for such year pursuant 

to section 301 plus any amount not distributed during 

the previous fiscal year pursuant to subsection (b), 

less 

(ii) an amount equal to 10 percent of the sum of the 

amounts described in subparagraph (i), and 

(2) multiplied by the factor for such State. 

(b) Except as provided in subsection (f), each state which has 

filed an alternative formula under section 501(c) shall receive an 

amount equal to the amount described in subparagraph (a)(l)(ii) 

multiplied by the factor for such state. 

(c) Each State's factor shall be obtained by--

(1) multiplying such State's population by its revenue 

effort, and 

(2) dividing the product obtained in paragraph (1) by 

the sum of such products for all States. 
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(d) For purposes of subsection (c), the revenue effort of each 

State for any fiscal year shall be obtained by dividing --

(1) the total general revenue derived by such State and 

all of its units of government by 

(2) the total personal income for such State. 

(e) The amount determined under subsection (a) of this section 

shall be paid by the Secretary to each State at such times as the 

Secretary may determine during any fiscal year, but not less often 

than once each calendar year quarter. A pro rata portion of the 

amount described in subsection (b) shall be paid by the Secretary for 

each calendar year quarter to which an alternative formula applies, 

at such times as the Secretary may determine during any fiscal year 

but not less often than once each such quarter. 

(f) The District of Columbia shall receive its share of the 

amount described in subsection (b) notwithstanding the requirements 

of section 50l(c). 

(g) All computations and dsterminations by the Secretary under 

sections 301 and 401 shall be final and conclusive. 

/ 
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PAYMENTS BY STATES TO LOCAL GOVERNMENTS 

SEC. 50l.(a) The local governments of each state shall be entitled 

to receive an amount equal to the payment to such State pursuant to 

section 401(a) multiplied by a fraction the numerator of which is 

the sum of the general revenues of a.l1 units of government of such 

state and the denominator of which is the sum of the general revenues 

of such State and all of its units of government. Such amounts shall 

be computed by the state on the basis of the latest data available 

from the Department of Commerce at the beginning of the fiscal year. 

(b) Within 30 days after receipt of a payment pursuant to sec

tion 40l(a), each State shall pay to each of its local governments 

an amount, computed on the basis of the statistical data used in 

SUbsection (a) of this section, equal to--

(1) the amount determined under subsection (a) of this 

section, multiplied by 

(2) the ratio of each such local government's general 

revenue to the total general revenue of all local governments 

in such State. 

(c) To encourage States to take the initiative in strengthen-

ing the fiscal position of their local governments and to maximize 

flexibility in the use of the payments authorized by this Act for meet

ing the particular needs of differing State and local fiscal systems, 

the Secretary shall accept an alternative formula for the allocation of 
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funds as required by subsection (a) of this section (and any modi

fication or termination of such formula) if requested by the state, 

provided such formula (or modification or termination of such formula) 

is--

(1) enacted by the state in the same manner as authorized 

in such state's constitution for the enactment of State laws, 

and 

(2) approved by a formal resolution by more than one-half 

of the governing bodies of each of the following classes of 

government in such State: 

(i) major municipalities, 

(ll) counties, and 

(~ major townships. 

L, ) 

In each such class of government, approval must be by governing bodies 

representing a majority of the population in such class. A statement 

of such formula indicating approval thereof in accordance with this 

paragraph (including a certification by the Bureau of the Census which 

enumerates major municipalities, counties, and major townships included 

in the classes referred to above) shall be filed by the Governor with 

the Secretary not later than 90 days preceding the first calendar year 

quarter to which such formula would be applicable. The provisions of 

such formula shall govern the use of funds allocated by this Act to 

local governments and shall apply for the next five fiscQl years or for 

any lesser period approved pursuant to this subsection. 
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(d) Except when a formula has been adopted pursuant to subsection 

(c), a State's aggregate payments to all of its local governments for 

such State's fiscal year (from all sources other than amounts received 

under this Act) shall be an amount which represents not less than the 

average proportion of such State's general revenues received by its local 

governments for the three fiscal years of such State next preceding 

the date of enactment of this Act, unless such State demonstrates to 

the satisfaction of the Secretary that there has been a transfer from 

local governments to the State of financial responsibility for the 

direct support of facilities or services previously the responsibility 

of local goverrunents. 
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QUALIFICATIONS 

SEC. 601. Participation by a State in the program established by this 

Act shall constitute a waiver by the state of its immunity from suit 

by its local governments pursuant to this Act. The 

Governor shall, on behalf of the State and any local government which 

may receive any payments pursuant to this Act, give to the Secretary such 

assurances as he m~ require that such State and its local governments 

will--

(a) use such payments for its governmental purposes; 

(b) use such fiscal and accounting procedures as may be 

necessary to assure (1) proper accounting for payments received 

by such state and its local governments, and (2) proper disburse

ment of amounts to which the local governments are entitled; 

(c) provide to the Secretary or his representatives, on 

reasonable notice, access to, and the right to examine, any books, 

documents, paper~ or records as he may reasonably require for the 

purposes of reviewing compliance with this Act; and 

(d) make such reports to the Secretary as he may reasonably 

require, including any computations made pursuant to section 501. 
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POWERS OF THE SECRETARY 

SEC. 701. (a) The Secretary is authorized to prescribe 

reasonable rules and regulations for carrying out the provisions 

of this Act and to request from any Federal agency statistical 

data and reports and such other information which he may deem 

necessary to carry out his functions under this Act, and each 

Federal agency is authorized to furnish such statistical data 

and reports and other information to the Secretary to the extent 

permitted by law. 

(b) If the Secretary determines that a State has failed to 

comply substantially with any provision of this Act, other than 

section 1101, or any rule or regulation issued pursuant thereto, 

(1) he may refer the matter to the Attorney 

General with a recommendation that an appropriate 

civil action be instituted; or 

(2) after giving reasonable notice and oppor-

tunity for a hearing to the Governor of such State, 

he shall notify the Governor that if such State 

fails to take corrective action within 60 days 

from the date of such notification, further 

payments to such State in excess of the amounts 

to which the local governments of such State 

are entitled under section 501 shall be withheld for 

L/"" , ,) 
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the remainder of the fiscal year and for any 

subsequent fiscal year until such time as the Secretary 

is satisfied that appropriate corrective action has 

been taken and that there will no longer be any 

failure to comply. Until he is satisfied, the 

Secretary shall make no 'further payments of such amounts. 

In the case of the failure of the State to comply, for a 

period in excess of 6 months after the expiration of the 

60-day notice, the Secretary shall forthwith cancel any 

payments withheld pursuant to this paragraph for the 

current and for any subsequent fiscal year and shall 

reapportion and pay such cancelled payments to all other 

States then entitled to receive payments under section 401 

in proportion to the original installments paid to such 

States for the fiscal year to which such cancelled payments 

pertain. Such payments to all other States shall be 

considered payments made pursuant to section 401. 

(c) If a payment to a State is withheld or cancelled pursuant 

to this section, the Secretary shall continue to pay to such State 

the amount to which the local governments of such state are entitled, as 

determined pursuant to section 501, and such State shall continue to 

distribute such amounts among its local governments pursuant to 

section 501. 
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(d) ~~en a matter is referred to the Attorney General pursuant 

to subsection (b)(l), the Attorney General may bring a civil action 

in any appropriate United States district court for such relief as 

may be appropriate, including injunctive relief. 
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(e) The Governor shall be responsible to the Secretary for 

determining that local governments within his State have complied 

with the provisions of this Act, other than section 1101, and 

the rules and regulations issued pursuant thereto. If, after 

giving reasonable notice and an opportunity for a hearing to the 

chief executive officer of a local government of such State, the 

Governor determines that such local government has failed to comply 

substantially with any provision of this Act, other than section 

1101, or any rule or regulation issued pursuant thereto, the 

Governor shall forthwith notify such local government that if it 

fails to take corrective action within 60 days from the date of such 

notification, further payments to it under this Act will be withheld 

for the remainder of the fiscal year and for any subsequent fiscal 

year until such time as he is satisfied that appropriate corrective 

action has been taken and that there will no longer be any failure 

to comply. The Governor shall forthwith notify the Secretary of his action. 

(f) In the event of a failure by such local government to comply 

for a period in excess of 6 months after the expiration of a 60-day 

notice issued by the Governor pursuant to a determination under subsection 

(e), the Governor shall forthwith cancel any payments withheld for 

the current and for any subsequent fiscal year and shall reapportion and 

pay such cancelled payments to all other local governments of such State 

then entitled to receive payments pursuant to section 501, in proportion 

to the original payments made to such local governments for the fiscal 

year to which the cancelled payments pertaino 
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JUD Ie IAL REVIEW 

SEC. 801. (a) Any state or local government which receives a 60-day 

notice under section 701 may, within 60 days after receiving such 

notice, file with the United states Court of Appeals for the circuit 

in which such state or local government is located, or in the United 

States Court of Appeals for the.District of Columbia, a petition for 

review of the Secretary's action. A copy of the petition shall forthwith 

be transmitted to the Secretary; a copy shall also forthwith be transmitted 

to the Attorney General, who shall represent the Secretary in any 

litigation. 

(b) The Secretary shall file in the court the record of the 

proceeding on which he based his action, as provided in section 2112 

of Title 28, United States Code. No objection to the action of the 

Secretary shall be considered by the court unless such objection has 

been urged before the Secretary. 

(c) The Court shall have jurisdiction to affir.m or modify the 

action of the Secretary or to set it aside in whole or in part. The 

findings of fact by the Secretary, if supported by substantial evidence, 

shall be conclusive. However, if any finding is not supported by 

substantial evidence, the Court may remand the case to the Secretary 

to take further evidence, and the Secretary may thereupon make new 

or modified findings of fact and may modify his previous actions. He 

shall certify to'; the Court the record of any further proceedings. Such 



new or modified findings of fact shall likewise be conclusive if 

supported by substantial evidence. 

(d) The judgment of the court shall be subject to review by the 

Supreme Court of the United States upon certiorari or certification, 

as provided in section 1254 of Title 28, United States Code. 

(e) In the event that judicial proceedings are instituted 

pursuant to this section, the Secretary shall after the expiration of 

the 6-month period provided in sections 701(b) or 701(f), or the point 

in time when any judicial decision becomes final and the time for 

appeal or rehearing has expired, whichever period is later, cancel, 

reapportion and pay any payments withheld pursuant to section 701 for 

the current and for any subsequent fiscal years. 

(f) For purposes of this section, the term "Secretary" means the 

Secretary of the Treasury or the Governor of a State, whichever is 

appropriate. 

REroRT BY THE SECRETARY 

SEC. 901. The Secretary shall report to the President of the United 

States and the Congress as soon as is practicable after the end of the 

fiscal year on the operation of this Act during the preceding fiscal 

year. 

ADM:lliISTRATIVE EXPENSE:> 

SEC. 1001. There is hereby authorized to be appropriated such sums as 

may be necessary for the administrative expenses required to carry out 

the functions of the Government of the United States under this Aot. 
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NONDISCRIMINATION PROVISION. 

SEC. 110l(a). No person in the United States shall on the ground of 

race, color or national origin be excluded from participation in, be 

denied the benefits of, or be subjected to discrimination under any 

program or activity funded in whole or in part with general revenue 

sharing funds. 

(b)( 1) Whenever the Secretary determines that any state has 

failed to comply with subsection (a) or an applicable regulation, he 

shall attempt to secure compliance by voluntary means. If the 

Secretary determines that compliance cannot be secured by voluntary 

means, he shall have the authority to (i) refer the matter to the 

Attorney General with a recommendation that an appropriate civil 

action be instituted; (ii) exercise the powers and functions provided 

by Title VI of the Civil Rights Act of 1964 (42 U.S.C.§2000d); or 

(iii) take such other action as may be provided by law. 

(2) Whenever the Secretary determines that a local goverrunent 

has failed to comply with subsection (a) or an applicable regulation, 

he shall notify the Governor of the State in which the local government 

is located of the noncompliance and shall request the Governor to secure 

compliance. If within a reasonable period of time the State fails or 

refuses to secure compliance, the Secretary shall have the authority 

to (i) refer the matter to the Attorney General with a recommendation 

that an appropriate civil action be instituted; (ii) exercise the 

powers and functions provided by Title VI of the Civil Rights Act of 

1964 (42 U.S.C.§2000d); or (iii) take such other action as may be 

provided by law. 
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(c) When a matter is referred to the Attorney General pursuant to 

subsection (b), or whenever he has reason to believe that a State 

or local government is engaged in a pattern or practice in violation of 

the proviSions of this section, the Attorney General may bring a civil 

action in any appropriate United States district court for such 

relief as may be appropriate, including injunctive relief. 

E~TIVE DATE. 

SEC. 1201. The effective date of this Act shall be the date of 

enactment; however, the first payment shall cover the period beginning 

October 1, 1971. 
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SECTION 10l--SHDRT TITLE 

(a) Short tit1e.--Subsection (a) of section 101 provides that 

the Act may be cited as the "General Revenue Sharing Act of 1971." 

SECTION 201--DEFINITIONS 

(a) In general.--Subsection (a) provides general definitions 

for purposes of the Act. 

Fiscal year. 

Paragraph (1) provides that the term "fiscal year" means the 

fiscal year of the Government of the United States. 

Gener&l revenue. 

Paragraph (2) provides that the term "genera.l revenue" of Sta.te 

and local governments means general revenue from their own resources, 

as defined by the Bureau of the Census of the Department of Commerce, 

provided that in the case of the District of Columbia it includes 

the Federal payment authorized under 47 D.C. Code section 250l(a.). 

Governor. 

Paragraph (3) provides that the term "Governor" means the chief 

executive officer of a State or his delegate. 
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Indi vidual income tax returns. 

Paragraph (4) provides that the term "individual income tax 

returns" means the returns of tax required to be filed on the income 

of individuaJ..s under the internal revenue laws of the United states. 

Local government. 

Paragraph (5) provides that the term "local government" means 

a municipality, county or township (but does not include independent 

school districts or special districts) as such terms are defined and 

used by the Bureau of the Census. 

Personal income. 

Paragraph (6) provides that the term "personal. income" means 

personal income as defined by the" Office of Business Economics of 

the Department of Commerce. 

Paragraph (7) provides that the term "population" means total 

resident population, as de~ined and used by the Bureau of the Census. 

Secretary. 

Paragraph (8) provides that the term "Secretary" means the 

secretary of the Treasury or his delegate. 

Attorney General. 

Paragraph (9) provides that the term "Attorney Genera.l" means 

the Attorney General of the United States, or his delegate. 
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State. 

Paragraph (10) provides that the term "State" means the 

several States of the United States and the District of Columbia. 

Bureau of the Census. 

Paragraph (11) provides that the term "Bureau of the Census" 

means the Bureau of the Census of the Department of Commerce. 

Taxable income. 

Paragraph (12) provides that the term "taxable income" means 

taxable income as defined by the internal revenue laws of the United States. 

Units of government. 

Paragraph (13) provides that the term "units of government" means 

all units of local government (including indepen.ent school districts 

and special districts) as defined by the Bureau of the Census. 

Major Municipality. 

Paragraph (14) provides that the term "major municipality" means 

any municipality with a population of more than 2,500 as reported by 

the Bureau of the Census. 

Major Township. 

Paragraph (15) provides that the term "major township" means 

any township with a population of more than 2,500 as reported by 

the Bureau of the Census if its employment ratio is not less than 

one-half of the average employment ratio for all major municipalities 

in such State. 

EmplOyment ratio. 

Paragraph (16) provides that the term "employment ratio" means 

a fraction the numerator of which is the total number of employees 

of any major municipality or major township and the denominator of 

which is the population of such governmental unit. 



- 4 -

(b) Changes and modifications in defin1t10ns.--Subsectlon 

(b) of section 201 provides that the definitions in subsection (a) 

shall be based on the latest published reports availabl.e and the 

internal revenue laws in ef'f'ect on the date of enactment. The 

data used in appl.:y1ng these defin1 tions shall be based. on the 

latest published data which are referable to the same point 

or period in time. The Secretary may, by regulation, change or 

otherwise modit,y the definitions in subsection (a) in order to 

reflect any change or modification thereof made subsequent to such 

date by the Bureau of the Census, or by a revision of the internaJ. 

revenue laws. 

SECTION 301--REVENUE SHARING APPROPRIATION 

<a> Appropriation.--Section 301 provides that for each 

fiscal year beginning on or after July I, 1971, there shall be 

appropriated an amount equal to the percentages specified in sub-

section <b) multiplied by taxable income reported on Federal 

individual income returns for the calendar year for which the latest 

published statistical data are available from the Department of the 

Treasury at the beginning of such fiscal year. 

(b) Subsection (b) provides that for the fiscal year 

beginning July 1, 1971, t~e applicable percentage is 0.96 and tbat 

it will be 1.3 percent for each fiscal year thereafter. 

(c) Fiscal year limitation.--Subsection (c) provides that 

amounts appropriated pursuant to this Act shall remain available 

without fiscal year limitation for the expenditures authorized by 

this Act. 

( f 

i 
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SECTION 4ol--PAYMENTS TO STATES 

(a) In general.--Subsection (a) provides that for any fiscal 

year each State is entitled to an amount, determined by the Secretary, 

equal to the amount appropriated for such year pursuant to section 

301 plus any undistributed amount of the prior year's incentive allo

cation (less 10 percent of the sum of such amounts) multiplied by 

the factor for such,State. 

(b ) Incentive p&l1JI1ent. --Subsection (b) provides that any State 

which together with its local governments adapts an alternative for-

mula for the distribution of funds among the State and its local 

governments shall. receive an amount equal to the 10 percent incentive 

allocation multiplied by the factor for such State. 

(c) State factor. --Paragraphs 1 and 2 of subsection (c) provide 

that each State t s factor shall be obtained by (1 ) multiplying such 

State's population by i ts ~venue effort, and (2) dividing the prod

uct obtained in paragraph 1 by the sum of such products for all 

States. 

(d) Revenue effort.--Subisection (d) provides that the revenue 

effort of each State for any fiscal ye&r is obtained by divid. 

ing the total general revenue derived by such State and all of its 

uni ts of government from their awn resources by the total. personal. 

income for such State. 

(e) Pa;yments. --Subsection (e) provides that the payments deter

mined under subsection (a) of this section shall be paid by the 

Secretary to the State at such times as the Secretary may determine 

during any fiscal. year, but not less often than once each calendar 
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year quarter. 

(f) District of Columbia payment.--Subsection (f) provides that 

the District of Columbia will receive the incentive payment notwith

standing the provisions of section 50l(c). 

(g) Final and conclusive determinations.--Subsection (g) provides 

that all determinations by the Secretary under sections 301 and 401 

sha.ll be final and conclusive. 

SECTION 50l--PAYMENTS BY STATES TO LOCAL GOVERNMENTS 

(a) Computation of pass-through amount.--Subsection (a) of sec

tion 501 provides that the local governments of each State are en

ti tled to an amount equal to the payment to such state pursuant to 

section 401 multiplied by a local distribution factor computed on 

the basis of the latest data available from the Department of Com

merce, referable to the same point or period of time. 

Numerator. 

The numerator of the local distribution factor is the total 

general revenue derived by all units of governments in such state 

from their own resources. 

Denominator. 

The denominator of the distribution fraction is the total general 

revenue derived by such state and all of its units of government 

fram their own resources. 

(b) Payment to each local government. --Subsection (b) provides 

that each State shall pay to each local government an amount equal to 

the amount determined under subsection (a) of section 501 multiplied 

by the ratio of such local government's general revenue fram its awn 
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resources to the general revenue of a.ll local. governments in such 

state fram their own resources. 

(c) Alternative distribution formula.--Subsection (c) of section 

501 provides that the Secretary shall accept an alternative formula 

for the distribution of funds, when filed by the State, provided 

such formula is approved by the State and by its general-purpose 

local governments. 

Approval. 

(1) State.--Paragraph (1) of SUbsection (c) provides that 

the alternative formula must be approved by the State in the 

same manner as authorized in such State's constitution for the 

enactment of its own laws. 

(2) General-purpose local govermnents.--Paragraph (2) of 

SUbsection (c) provides that the &lternative formula must be 

approved by a formal resolution by more than one-half of the 

governing bodies 'of each of the following classes of govern-

ment in such State: (a) major municipalities, (b) counties, 

and (c) major townships. In each such class of government, 

approval must be by governing bodies representing a majority 

of the population in such class. 
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Filing. 

The alternative formula must be filed not later than 90 days pre-

ceding the first calendar year quarter to which it would be applicable. 

Period of effectiveness. 

The provisions of the formula are effective for the period pro-

vided in such alternative formula or for a 5-year period, whichever 

is shorter. 

MOdification or termination of formula. 

The alternative formula may be modified or terminated if such 

modification or termination is approved by the state and its local 

governments in the same manner as provided for adopting such formula. 

(d) Maintenance of existing payments.--Subsection (d) of sec

tion 501 provides that, except when an alternative formula is adopted 

pursuant to section 501(c), a State's aggregate payments to all of 

its local governments for such State's fiscal year (from all sources 

other than amounts received under this Act) shall be an amount which 

represents not less than the average proportion of such State's 

general revenue received by its local governments for the three 

fiscal years of such State next preceding the date of enactment of 

this Act. A state may show to the satisfaction of the Secretary 

that it should not be required to meet this maintenance standard 

where there has been a transfer fro~ local governments to the State 

of financial responsibility for direct suppprt of facilities or 

services. 
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SECTION 60l--QUALIFICATIONS 

In general.--Section 601 provides that participation by 

any state in this Act is a waiver by any such State of its 

immunity from suit by its local governments pursuant to section 

801. The Governor must give the Secretary such other assurances 

as he may require that the State and its local governments will 

use and account for such revenue sharing funds in accordance with 

this Act. 

Governmental Purposes. 

Subsection (a) provides that payments received pursuant to 

this Act shall be used for a State or local government's governmental 

purposes. 

Accounting and disbursement. 

Subsection (b) provides that a State _nd its local governments) 

shall use procedures necessary to assure property accounting for pay-

ments received under this Act an~ proper disbursement of amounts to 

which the local governments are entitled. 

Compliance. 

Subsection (c) provides that a State and its local governments 

must provide the Secretary, on reasonable notice, access to, and 

the right to examine, any book, document, paper or record that 

he may reasonably require for the purpose of reviewing compliance 

with this Act. 
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Reports. 

Subsection (d) provides that a state and its local 

governments shall make such reports to the Secretary as he may 

reasonably require, including any computations made pursuant to 

section 501. 

SECTION 70l--POWERS OF THE SECRETARY 

(a) Regulations.-- Subsection (a) of section 701 provides 

that the Secretary is authorized to prescribe reasonable rules 

and regulations for carrying out the provisions of this Act and 

to request from any Federal agency statistical data, reports and 

such other information as he may deem necessary for the purpose of 

carrying out his functions under this Act. 

(b) Failure of Compliance by State Government. 

In general. Subsection (b) of section 701 provides that if, 

after giving reasonable notice and an opportunity for a hearing, 

the Secretary determines that a State has failed to comply with 

any provision of the Act (other than section 1101) or any rule or 

regulation issued pursuant thereto, he shall proceed as specified in this 
section. 

Referral. 

The Secretary may refer the matter to the Attorney General with 

a recommendation that appropriate action be taken. 

Notification. 

The Secretary may notify the Governor that if the State fails 

to take corrective action within 60 days from the date of a 

ngtification that it has failed to comply, turt·1ci ~~tnt8 ~ ~~h 

State in excess of the amounts to which the local 
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governments of .ueh State are entitled under section 501 will 

be withheld for the remainder of the fiscal year and for any sub

sequent fiscal year, until such time as the Secretary is satisfied 

that appropriate corrective action has been taken and that there 

will no longer be any failure to comply. Until he is satisfied, 

the Secretary shall make no further payments.of such amounts o 

Cancellation of payments. 

Section 701 also provides that if a State fails to comply 

for a period of six months after the expiration of a 6Q-day notice 

that its payments will be withheld, the Secretary shall cancel any 

payment withheld pursuant to subsection (b) for the current and 

for any subsequent fiscal year. 
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Reapportionment of ~ayments. The Secretary shall reapportion 

any cancelled payments to all other States then entitled to receive 

payments under section 401 of this Act, in proportion to the original 

installments paid to such States for the fiscal year to which such 

cancelled payments pertain. Amounts redistributed to States pursuant 

to section 701 are considered payments made pursuant to section 401. 

(c) Payments to local governments. Subsection (c) of section 701 

provides that if payments to a State are withheld or cancelled pur-

suant to this section, the Secretary shall continue to pay to such 

state the runount to which the local governments of such State are en-

titled under section 501 (computed as if the payment to such state had 

been made) and such State shall continue to distribute such amount 

among its local governments. 

(d) Power of the Attorney General. Subsection (d) provides 

that when a violation,is referred to the Attorney General under sec-

tion 701(b), he may bring a civil action in any appropriate United 

states district court for such relief as may be appropriate, includ-

ing injunctive relief. 

- I 
I 
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( e) Failure of complia.nce by local government. 

In general.--Subsection (e) of section 701 provides that the 

Governor shall be responsible for determining that local governments 

within his State have complied with the requirements of this Act 

~ther than section 1101) and the rules and regulations issued pur-

suant thereto. 
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Notice of failure of compliance. Subsection (e) also provides 

that if after giving reasonable notice and an opportunity for a 

hearing to the chief executive officer of a local government, a 

Governor determines that a local government within his state has 

failed to comply, he shall notify such local govern-

ment that if it fails to take corrective action within 60 days from 

the date of such notification, further payments to such local 

government will be withheld for the remainder of the fiscal year and 

for any subsequent fiscal year until such time as he is satis-

fied that appropriate corrective action has been taken. 

Notification to Secretary. The Governor shall notify the 

Secretary of his action. 

(~) Cancellation of payments.--Subsection (f) provides that if 

a local government fails to comply for a period of six months after 

the expiration of the 60-day notice, the Governor shall cancel any 

payments withheld for the current and for any subsequent fiscal year. 

Reapportionment. The Governor shall reapportion and pay any can-

celled payment to all other local governments of such State then en-

titled to receive payments pursuant to section 501, in proportion to 

the original payments made to such local governments for the fiscal 

year to which the cancelled payments pertain. 
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SECTION 801.--JUDICIAL REVIEW 

(a) Filing of a petition for review. Subsection (a) of section 801 

provides that any State or local government which receive. a 60-day notice 

under section 701 pursuant to a determination that payments 

to it will be withheld may, wi thin 60 days a.f'ter recei v1ng such notice, 

file with the United States Court of Appeals for the circuit in which 

such State or local government is located, or in the United States 

Court of Appeals for the District of Columbia, a petition for review 

of the Secretary's action. A copy of the petition shall be trans

mitted to the Secretary and the Attorney General. 

(b) Objections to Secretary's action.--Subsection (b) of section 

801 provides that no objection to the action of the Secretary shall 

be considered by the Court unless such objection has been urged be

fore the Secretary. 

(c) Jurisdiction of Court.-- Subsection (c) of section 801 pro

vides that the Court may affirm or modify the Secretary's action, or 

set it aside, in whole or in part. 

Findings of fact. 

The findings of fact by the Secretary, if supported by substan

tiaJ. evidence, shalJ. be conclusive. If any finding is not supported 

by substantial evidence, the Court may remand the case to the Secretary 

to take further evidence, and the Secretary may thereupon make new 

findings of fact and may modify his previous actions. 
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(d) Review.--Subsection (d) of section 801 provides that the 

~ud.gment of the Court shall be subject to review by the Supreme 

Court of the United States upon certiorari or certification, as pro

vided in section 1254 of Title 28 of the United States Code. 

(e) Cancellation of Payments.--Subsection (e) of section 801 

provides that, in the event that judicial proceedings are instituted 

pursuant to this section, the Secretary shall, after the expiration 

of the six months period provided in section 701 or the point at 

which any judicial decision becomes final, whichever is later, can

cel, reapportion, and pay any payments withheld pursuant to section 

701 for the current and any subsequent fiscal year. 

(f) The term nSecretary".--Subsection (f) of section 801 pro

vides that, for the purposes of section 801, the term "Secretarylf 

means the Secretary of the Treasury, or the Governor of a state, 

whichever is appropriate. 

SECTION 901.--REPORT BY THE SECRETARY 

In general.--Section 901 provides that the Secretary of the 

Treasury shall report to the President of the United states and the 

Congress, as soon as is practicable after the end of the fiscal year, 

on the operation of this Act during the preceding fiscal year. 

SECTION 100l.--ADMINISTRATIVE EXPENSES 

In general.--Section 1001 authorizes an appropriation for general 

administrative expenses required by this Act. 
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SECTION 1101. -- NONDISCRIMINATION PROVISIONS 

(a) In general. Subsection (a) of section 1101 provides 

that no person shall be excluded from participation in, be denied 

the benefits of, or be subjected to discrimination on the basis 

of race, color or national origin under any program or activity 

funded in whole or in part with general revenue sharing funds. 

(b) (1) Failure of Compliance by State 

When the Secretary determines that a State has 

failed to comply with this section, he shall attempt to secure 

compliance by voluntary means. 

If the Secretary determines that compliance cannot be secured by 

voluntary means, he may -- (1) refer the matter to the Attorney 

General with a recommendation that appropriate civil action be 

instituted, (2) exercise the powers and functions provided by 

Title VI of the Civil Rights Act of 1964 (42 u.s.c. §WOOd) , or 

(3) take any other action as may be provided by law. 

(2) Failure of compli@nce by local government. 

When the Secretary determines that a local government has failed 

to comply with this section, he shall notify the Governor of the 

State in which the local government is located that the local 

government is in violation of this section and he shall request 

the Governor to secure compliance. If the State is unable or 

refuses to secure compliance, the Secretary may--(l) refer the 
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matter to the Attorney General with a recommendation that 

appropriate action be instituted, (2) exercise the powers and 

functions provided by Title VI of the Civil Rights Act of 1964 

(42 U.S.C. §2000d), or (3) take such other action as ~ be pro

vided by law. 

( d) Power of the Attorney General. 

When a violation is referred to the Attorney General 

or whenever he has reason to believe that a state or local govern

ment is engaged in a pattern or practice in violation of provisions 

of this section, he may bring a civil action in any appropriate 

United states district court for such relief as may be appropriate, 

including injunctive relief. 

SECTION 1201. -- EFFECTIVE DATE. 

The effective date of this Act shall be the date of enactment. 

The first p~ent shall be for the period beginning October 1, 1971. 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 10, 1971 

COMMISSIONER THROWER RECEIVES TREASURY'S 
ALEXANDER HAMILTON AWARD 

Treasury Secretary David M. Kennedy today awarded 
IRS Commissioner Randolph W. Thrower the Alexander 
Hamilton Award, Treasury's highest service award. It 
was awarded for distinguished leadership, 

The presentation took place in Commissioner Thrower's 
office at the Internal Revenue Service. Mr. Thrower, who 
is returning to his law prac~ice in Atlanta, Georgia, 
will leave at the end of February. A successor has not yet 
been named 0 

In a letter dated January 26, 1971, President Nixon 
told Mr. Thrower that his "exceptionally dedicated 
service ..•. merits the gratitude of all our fellow 
citizens. " 

Mr. Thrower became IRS Commissioner on April 1, 1969. 

000 

K-581 



~epDrtmentofthe TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

MEMORANDUM TO CORRESPONDENTS: February 10, 1971 

The attached legislation on Environmental 

Financing Authority and letter of transmittal 

were sent today to the President of the Senate. 

A similar letter was sent to the Speaker of 

the House. 

Attachments 



THE SECRETARY OF THE TREASURY 

WASHINGTON, D. C. 20220 

fFL 

ar Mr. President: 

There is transmitted herewith a proposed bill, "To establish 
Environmental Financing Authority to assist in the financing 
waste treatment facilities, and for other purposes." 

In his Budget Message to Congress, the President stated that 
~gislation is again proposed to create the Environmental Financ-
5 Authority, which will assist communities that have difficulty 
borrowing at reasonable rates to meet their share of the cost 
water pollution control facilities." 

The proposed Authority would be authorized to purchase obli
tions issued by State or local public bodies to finance the 
l-Federal share of the cost of waste treatment construction pro
~ts eligible for Federal financial assistance under the Federal 
:er Pollution Control Act. No obligation would be purchased by 
~ Authority unless the public body is unable to obtain on reason
Le terms sufficient credit elsewhere to finance its needs. The 
:hority would be authorized to issue its own securities in the 
>ital market to finance its purchases of State and local obligations. 

To provide initial capital for the Authority, the Secretary 
the Treasury would be authorized to advance up to $100 million 
the Authority. In addition, the Secretary of the Treasury would 
authorized and directed to make annual payments to the Authority 
amounts necessary to cover the difference between the interest 

;ts on debt issued by the Authority and the interest receipts 
1m State and local governments on the obligations purchased. 

With the proposed Authority in operation, no municipality 
luld be prevented from participating in the Federal waste treat
It assistance program by its inability to finance on reasonable 
'ms its share of the program cost. 

The Department has been advised by the Office of Management 
Budget that enactment of the proposed legislation would be in 

ord with the program of the President. 

Honorable 
ro T. Agnew 
sident of the Ssnate 
ted States Senate 
:11ngton, D. C. 20510 

Losure 

Sincerely yours, 

eUvf!~~ 
Charls E. Walker 
Acting Secretary 



A BILL 

To establish an Environmental Financing Authority 
to assist in the financing of waste treatment 
facilities, and for other purposes. 

Be it enacted by th~ Senate and House of Representatives 

the united States of America in Congress assembled, That 

:; Act may be cited as the' "Environmental Financing J'l.ct of 1971". 

CREATION OF AUTHORITY 

SEC. 2. There is hereby created a body corporate to be known 

the Envirorunental Financing Authority, which shall have succession 

il dissolved by Act of Congress. The Authority shall be subject 

the general supervision and direction of the SecretClry of the 

asury.· The Authority shall be an instrumentality of the United 

tes Government and ~hall maintai~ s~ch offic~3 a6 may b~ necessary 

appropriate in the conduct of its business. 

PURPOSE 

SEC. 3. The purpose of this Act is to assure that inability 

borrow necessary funds on reasonable terms does not prevent any 

te or local public body from carrying out any project for construc-

1 of waste treatment works determined eligible for assistance 

suant to section 5 of this Act. 

BOARD OF DIRECTORS 

SEC. 4. Ca) The Authority shall have a Board of Directors 

;isting of five persons, one of whom shall be the Secretary of 

Treasury or his designee as Chairman of the Board, and four 

lhorn shall be appointed by the President from among the officers 



or employees of the Authority or of any dCpilrtrnent or agency of 

the United States Government. 

(b) The Board of Directors shall meet at the call of its 

Chairman. The Board shall determine the general policies which 

shall govern the operations of the Authority. The Chairman of 

the Board shall select and effect the appointment of qualified 

persons to fill the offices as may be provided for in the bYlaws, 

with such executive functions, powers, and duties as may be 

prescribed by the bylaws or by the Board of Directors, and su~ 

persons shall be the executive officers of the Authority and 

shall discharge all such executive functions, powers, and duties. 

The members of the Board, as such, shall not receive compensation 

for their services. 

FUNCTIONS 

SEC. 5. (a) The Authori ty is authorized to make commitments 

to purchase and to purchase on terms and conditions determined 

by the Authority, any obligation or participation therein whi~ 

is issued by a State or local public body to finance the non

Federal share of the cost of any project for the construction of 

waste treatment works which the Administrator of the Environmental 

Protection Agency has determined to be eligible for Federal 

financial assistance under the Federal Water Pollution Control~ 

(33 U.S.C. 466). 

(b) No commitment shall be entered into, and no purchase 

shall be made, unless the Administrator of the Environmental 

Protection Agency (l) has certified that the public body is 
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~able to obtain on reasonable terms sufficient credit to finance 

:s actual needs; (2) has approved the project as eligible under 

Ie Federal Water Pollution Control Act (33 U.S.C. 466); and (3) 

IS agreed to guarantee timely payment of principal and interest 

I the obligation. The Administrator is authorized to guarantee 

lch timely payments and to issue regulations as he deems necessary 

d proper to protect such guarantees. Appropriations arc hcrcby 

,thorized to be made to the Administrator in ~uch sums as arc 

cessary to make p'ayrnents under such guarantees, und such payments 

e authorized to be made from such appropriations or from any 

her available funds. 

(c) No purchase shall be made of obligations issued to 

nance projects, the permanent financing of which occurred prior 

the enactment of this Act. 

(d) Any purchase by the Authority shall be upon such terms 

~ conditions as to yield a return at a rate determined by the 

:retary of the Treasury taking into consideration (i) the current 

~rage yield on outstanding marketable obligations of the United 

~tes of comparable maturity or in its stead whenever the Authority 

; sufficient of its own long-term obligations outstanding, the 

~rent average yield on outstanding obligations of the Authority 

comparable maturity; and (ii} the market yields on municipal 

Ids. 

(e) The Authority is authorized to charge fees for its 

rnitments and other services adequate to cover all expenses 

to provide for the accumulation of reasonable contingency 
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reserves and such fees shall be included in the aggregate project 

costs. 

INITIAL CAPITAL 

SEC. 6. To provide initial capital to the Authority, the 

secretary of the Treasury is authorized to advance the funds 

necessary for this purpose. Each such advance shall be upon such 

terms and condi tions as to yield a return at a rate not less than 

a rate determined by the Secretary of the Treasury taking into 

consideration the current average yield on outstanding r:tarkctable 

obligZltions of the United States of cO::1parable f:1aturities. Inter. 

payments on such advances may be deferred, at the discretion of 

the Sccr~tary, but any such defer~ed pay~ents shall themselves 

bear i~tc~est at th~ rate spccifi~d in this sectio~. There is 

authorized to be appropriated not to exceed $100,000,000, whi~ 

shall be available for the purposes of this section without 

fiscal year limitation. 

OBLIGATIONS 01' THE l-\UTHORITY 

SEC. 7. (a) The Authority 1S authorized, with the approval 

of the Secretary of the Treasury, to issue and have outstanding 

obligations having such maturities and bearing such rate or ra~ 

of interest as may be determined by the Authority. Such obligatiC 

may be redeemable at the option of the Authority before maturi~ 

in such manner as may be stipulated therein. 

(b) As authorized in appropriation Acts, and such authoriza~ 

may be without fiscal year limitation, the Secretary of the T~~ 

may In his discretion purchase or agree to purchase any obli9d~ 
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led pursuant to subsection (a) of this section, and "~")r such 

lose the Secretary of the Treasury is authorized to use as 

lblic debt transaction the proceeds of the sale of any securities 

:after issued under the Second Liberty Bond Act, as now or 

:after in force, and the purposes for which securities may be 

led under the Second Liberty Bond Act as now or hereafter in 

!e, are extended to include such purchDscs. Each purchase of 

gations by the Secretary of the Treasury under this subsection 

.1 be upon such terms and conditions as to yield a return at 

.te not less than a rate determined by the Secretary of the 

.sury taking into consideration the current average yield on 

tanding marketable obligations of the United States of comparable 

rities. The Secretary of the Treasury may sell, upon such 

s and conditions and at such price or prices as he shall 

rrnine, any of the obligations acquired by him under this 

ection. All purchases, and sales by the Secretary of the 

sury of such obligations under this subsection shall be treated 

ublic debt transactions of the United States. 

FEDERAL PAYMENT TO THE AUTHORITY 

SEC. 8. The Secretary of the Treasury is authorized and 

cted to make annual payments to the Authority in such amounts 

re necessary to equal the amount by which the dollar amount 

lterest expense accrued by the Authority on account of its 

lations exceeds the dollar amount of interest income accrued 

le Authority on account of obligations purchased by it 

lant to section 5 of this Act. 
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GENeRAL POWERS 

SEC. 9. The Authority shall have power-

(a) to sue ana be sued, complain and defend, in its 

corporate name; 

(b) to adopt, alter, and use a corporate seal, which 

shall be judicially noticed; 

(c) to adopt, amend, and repeal byla\"'s, rules, and 

regul~tions as may be necessary for the conduct of its 

business; 

(d) to conduct its business, carryon its operations, 

and have offices and exercise the powers granted by this 

Act in any State without regard to any qualification or 

similar statute in any State; 

(e) to lease, purchase, or othen·1ise acquire, o\om, 

hold, improve, use, or other\.;ise deal in and \'/1 th any 

property I real, personal, or mixed, or any interest there

in,wherever situated; 

(f) to accept gifts or donations of services, or of 

property, real, personal, or mixed, tangible or intangible, 

in aid of any of the purposes of the Authority; 

(g) to sell, convey, mortgage, pledge, lease, exchange, 

and other'vlise dispose of its property and assets; 

(h) to appoint such officers, attorneys, employees, 

and agents as may be required, to define their duties, to 

fix and to pay such compensation for their services as 

may be determined, subject to the civil service and cla~S];" 

fication laws, to require bonds for them and pay the pr~-



thereof; and 

(i) to enter into contracts, to execute instruments, 

to incur liabiLities, and to do all things as are necessary 

or incidental to the proper management of its affairs and 

the proper conduct of its business. 

TAX EXEl·!p'frON 

SEC. 10. The Authority, its property, its franchise, capi

reserves, surplus, security holdings, and other funds, and 

income shall be exempt from all taxation now or hereafter 

csed by the United States or by any State or local taxing 

horitYi except that (1) any real property and any tangible 

sonal property of the Authority shall be subject to rederal, 

te, and l.ocal taxation to the same extent according to its 

ue as other such property is taxed, and (2) any and all obligations 

ued by the Authority shall be subject both as to principal and 

erest to Federal,State, and local taxation to the same extent 

the obligations of private corporations are taxed. 

OBLIGATION AS LAWFUL I NVESTHEN'l'S, ACCEPTANCE AS SECURITY 

SEC. 11. All obligations issued by the Authority shall be 

ful investments, and may be accepted as security for all 

uciary, trust, and public funds, the investment or deposit 

~hich shall be under authority or control of the United States 

'f any officer or officers thereof. All obligations issued 

;he Authority pursuant to this Act shall be deemed to be 
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exempt securities within the meaning of laws administered by 

the Securities and Exchange Commission, to the same ~xtent as 

securities which are issued by the United states. 

PREPARATION OF OBLIGATIONS 

SEC. 12. In order to furnish obligations for delivery by 

the Authority, the Secretary of the Treasury is authorized to 

prepare such obligations in such form as the Authority may approve, 

such obligations when prepared to be held in the Treasury subject 

to delivery upon order by the Authority. The engraved plates, 

dies, bed pieces, and so forth, executed in connection therewith 

shall remain in the custody of the Secretary of the Treasury. ~e 

Authority shall reimburse the Secretary of the Treasury for any 

expenditures 11ilde in the preparation, custody, and delivery 

of such obligations. 

ANNUAL REPORT 

SEC. 13. The Authority shall, as soon as practicable after 

the end of each fiscal year, transmit to the President and the 

Congress an annual report of its operations and activities. 

OBLIGATIONS ELIGIBLE FOR PURCHASE BY NATIONAL BANKS 

SEC. 14. The sixth sentence of the seventh paragraph of 

section 5136 of the Revised Statutes, as amended (12 U.S.C. 24), 

is amended by inserting "or obligations of the Environmental 

Financing Authority" irrunediately after "or obligations, participat~ 

or other instruments of or issued by the Federal National Mortgage 

Association or the Government National J.1ortgage Association. 1I 
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GOVERNHENT CORPORATION CONTROL ACT 

SEC. 15. The budget and ~dit provisions of the Government 

:orporation Control Act (31 U.S.C. 846) shall be applicable to 

:he Environmental Financing Authority in the same manner as 

:hey are applied to the wholly o\·mcd Government corporations. 

PERHANENT APPROPRIATION FOR FEDER1\L PAYMENT 

TO AUTHOrUTY 

SEC. 16. Section 3689 of the Revised Statutes, as amended 

31 U.S.C. 711), is further amended by adding a new paragraph 

ollowing the last paragraph appropriating moneys for the purposes 

Inder the Treasury Department to read as follows: 

"Payment to the Environmental Financing Authority: 

or payment to the Environmental Financing Authority under 

ection 8 of the Environmental Financing Act of 1971." 

SEPARABILITY 

SEC. 17. If any provision of this Act or the application 

hereof to any person or circums tancc" is held inval id, the 

alidity of the remainder of the Act, and the application of 

uch provisions to other persons ,or circumstances, shall not 

2 affected. 



FOR RELEASE UPON DELIVERY 
(EXPECTED AT 8:45 P.M., EST) 
WEDNESDAY, FEBRUARY 10, 1971 

EXCERPTS FROM AN ADDRESS BY 
SECRETARY-DESIGNATE JOHN B. CONNALLY 

BEFORE 
THE BUSINESS COUNCIL, WASHINGTON, D. C. 

FEBRUARY 10, 1971 

Governor Connally devoted his remarks to revenue sharing 
and to governmental reorganization. 

Highpoints of his discussion of revenue sharing were: 

It would provide immediate help in relieving 
the fiscal crisis of state and local governments and 
reduce the pressure for increasing local property taxes. 

The proposal would put the money where the need is, 
with state and local governments, and places the funds 
where government can be most effective and responsive 
to needs because: 

Money and power are moved closer to the people, 

~- Red tape and duplicating programs can be 
eliminated, 

It recognizes that the conditions in each 
city or state are different, 

And it combines resources and responsibility 
at the appropriate state, local or federal 
levels. 
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These include: fostering human resources, 
improving the quality of city and rural 
communities as places for people to work and 
live, developing and strengthening the economy 
in its domestic and international aspects and 
formulating policies for managing the nation's 
land and other natural resources in the 
enlightened best interest of the present and 
future generations. 

Growth in size of the federal establishment 
is not the problem. Nor is the problem the 
purposes of government. The problem is the way 
government has been organized in a hodge-podge of 
overlapping departments and agencies. 

The present structure makes it difficult for 
local governments to deal with the federal 
government, it diffuses accountability of 
officials to the people and it focuses on 
processes rather than results. 

The broad proposals for government 
reorganization put forth in the President's state of 
the union message attack boldly the major 
problems instead of resorting to piece-meal 
patches as has been past parti.ciple. 

000 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

JR IMMEDIATE RELEASE February 11, 1971 

TREASURY OFFERS $1.2 BILLION STRIP OF WEEKLY BILLS 

The Treasury Department, by this public notice, invites tenders for additional 
nounts of six series of Treasury bills to the aggregate amount of $1,200,000,000 
r thereabouts, for cash. The additional bills will be issued February 26, 1971, 
ill be in the amounts, and will be in addition to the bills originally issued and 
~turing, as follows: 

Amount 
lt of Original Maturity Days from Currently 
tional Issue Dates Dates CUSIP February 26, 1971 Outstanding 
sue 1970 1971 Nos. to Maturit;t: $in millions2 
,000,000 November 27 Ma..v 27 912793 KKl 90 1,400 
,000,000 December 3 Ju,ne 3 912793 KL9 97 1,399 
,000,000 December 10 June 10 912793 KM7 104 1,401 
,000,000 December 17 June 17 912793 KN5 III 1,400 
,000,000 December 24 June 24 912793 KPO 118 1,404 
2°0°2°00 December 31 July 1 912793 KQ8 125 1,402 
,000,000 Average .... 107.5 

dditional and original bills will be freely interchangeable. 

Each tender submitted must be in the minimum amount of $60,000 Tenders 
$60,000 must be in multiples of $30,000. One-sixth of the amount tendered 
be applied to .each of the above series of bills. 

The bills offered hereunder will be issued on a discount basis under competitive 
oncompetitive bidding as hereinafter provided, and at maturity their face amount 
be payable without interest. They will be issued in bearer form only, and in 
inations of $10,000, $15,000, $50,000, $100,000, $500,000 and $1,000,000 (maturity 
) . 
renders will be received at Federal Reserve Banks and Branches up to the closing 
one-thirty p.m., Eastern Standard time, Thursday, February 18, 1971. Tenders 

lot be received at the Treasury Department, Washington. In the case of competitive 
~s the price offered must be expressed on the basis of 100, with not more than 
deCimals, e.g., 99.925. Fractions may not be used. A single price must be 

;ted for each tender. It is urged that tenders be made on the printed forms 
lrwarded in the special envelopes which will be supplied by Federal Reserve Banks 
nches on application therefor. 
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Banking institutions generally may submit tenders for account of customers 
provided the names of the customers are set forth in such tenders. Others than 
banking institutions will not be permitted to submit tenders except for their on 
account. Tenders will be received without deposit from incorporated banks and 
trust companies and from responsible and recognized dealers in investment securities. 
Tenders from others must be accompanied by p~ent of 2 percent of the face ammmt 
.)f Treasury bills applied for, unless the tenders are accompanied by an express 
gt<arant~/ of payment by an incorporated bank or trust company. 

All bidders are required to agree not to purchase or to sell, or to make 
any agreements with respect to the purchase or sale or other disposition of ~ 
bills of these additional issues at a specific rate or price, until after one-thuq 
p.m., Eastern Standard time, Thursday, February 18, 1971. 

Immediately after the closing hour, tenders will be opened at the Federal 
Reserve Banks and Branches, following which public announcement will be made by 
the Treasury Department of the amount and price range of accepted bids. Only 
those submitting competitive tenders will be advised of the acceptance or rejection 
thereof. The Secretary of the Treasury expressly reserves the right to accept or 
reject any or all tenders, in whole or in part, and his action in any such respect 
shall be final. Subject to these reservations, noncompetitive tenders for $240,000 
or less (in amounts as set forth in the second paragraph) without stated price fioo 
any one bidder will be accepted in full at the average price (in three decimals) of 
accepted competitive bids. Settlement for accepted tenders in accordance with ~e 
bids must be made or completed at the Federal Reserve Bank in cash or other immed1at~ 
available funds on February 26, 1971. Any qualified depositary will be permitted 
to make settlement by credit in its Treasury tax and loan account for Treasury bills 
allotted to it for itself and its customers. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code of 1954 the 
amount of discount at which bills issued hereunder are sold is considered to accrue 
when the bills are sold, redeemed or otherwise disposed of, and the bills are exclude 
from consider~tion as capital assets. Accordingly, the owner of Treasury bills 
(other thar. l~fe insurance companies) issued hereunder must include in his income 
-::ax return, as urdinary gain or loss, the difference between the price paid for the 
bills, whether un original issue or on subsequent purchase, and the amount actual.ly 
received eith('r upon sale or redemption at maturity during the taxable year for 
~"hich the return is made. Purchasers of a strip of the bills offered here1.Ulder 
should, for te..x purposes, take such bills on to their books on the basis of their 
purcha~e price pro~ated to each of the six outstanding issues using as a basis for 
proratlon the closlng market prices for each of the issues on February 26 1971. 
(Federal Reser-;e Banks will ~ave available a list of these market prices ~ based on 
the mean beb;ecl1 the bid and asked quotations :furnished by the Federal R;serve Bank 
of New York. ) 

TreaSLLr;\' Department Circular No. 418 (current revision) and this notice, 
:;,yescribe the r:e~ of the 'Treasury bills and govern the conditions of their issue. 
Copies of the circular may be obtained from any Federal Reserve Bank or Branch. 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

'ION: FINANCIAl, F.DT1'ilR 

LEASE 6:30 P.M., 

lay, February 11, 1971. 

RESULTS OF TREASURY I S WEEKLY BILL OFFERING 

he Treasury Department announced that the tenders for two series of Treasury 
one series to be an additional issue of the bills dated November 19,1970 ,and 

her series to be dated February 18, 1971 ,which were offered on February 5, 1971, 
pened at the Federal Reserve Banks today. Tenders were invited for $2,000,000,000, 
reabouts, of 91-day bills and for $1,400,000,000, or thereabouts, of 182-day 

The details of the two series are as follows: 

:>F ACCEPTED 
ITIVE BIDS: 

91-day Treasury bills 
maturing M~ 20, 1971 

182-day Treasury bills 
maturing AU6l;lSt 19 2 1971 

Approx. Equiv. Approx. Equi v . 
Price Annual Rate Price Annual Rate 

19h 99.090 3.600% 98.159 3.642% 
)W 99.072 3.671% 98.133 ?,.69vt, 
lerage 99.080 3.640% Y 98.140 .• ( ; "l'J'I) y 

L% of the amount of 91-day bills bid for at the low price was accepted 
'% of the amount of 182-d~ bills bid for at the low price was accepted 

['ENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

'iet AEElied For AcceEted AEElied For Acce:eted 
)0 $ 2 6 , 265 , 000 $ 16,115,000 $ 12,395,000 $ 2,085,000 
~ork 2,388,065,000 1,476,965,000 2,201,180,000 1,182,380,000 
\delphia 46,385,000 16,935,000 19,905,000 4,570,000 
!land 36,495,000 31,715,000 40,900,000 20,680,000 
IOnd 11,140,000 11,140,000 14,610,000 9,285,000 
ta 44,900,000 36,900,000 32,865,000 15,545,000 
go 189,815,000 171,365,000 159,015,000 21,015,000 
ouis 49,690,000 37,160,000 33,020,000 14,220,000 
apolis 35,815,000 35,815,000 45,370,000 30,370,000 
s City 27,405,000 25,825,000 12,705,000 7,605,000 
9 35,500,000 19,610,000 29,105,000 7,105,000 
rancisco 168 l 070,000 120,970,000 142,S85,OOO 85,235,000 

TOTALS $3,059,545,000 $2,000,515,000 ~ $ 2 , 743 , 655 , 000 $1,400,095,000 £I 

mes $201,395,000 noncompetitive tenders accepted at the average price of 99.080 
~es $ 83,385,000 noncompetitive tenders accepted at the average price of 98.140 
! rates are on a bank discount basis. The equivalent coupon issue yields are 
; for the 91-day bills, and 3.8~ for the 182-day bills. 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 12, 1971 

SIDNEY s. SOKOL NAMED 
DEPUTY FISCAL ASSISTANT SECRETARY OF THE TREASURY 

Secretary of the Treasury John B. Connally today announced 
approval of the appointment of Sidney S. Sokol, a Treasury career 
official, as DeVlty Fiscal Assistant Secretary of the Treasury, 
effective February 22, 1971. He succeeds Hampton A. Rabon, Jr., 
w~o retired on February 6. 

Mr. Sokol, as Commissioner, Bureau of Accounts, has served 
under Fiscal Assistant Secretary. John K. Carlock since February 1, 
1965. He was Deputy Commissioner of Accounts beginning in 
January 1961 and has been in the Federal career service since 1935, 
all with the Department of the Treasury except for four years with 
the Department of the Army. 

Mr. Sokol is a native of Ng'.T York City and a graduate of the 
College of the City of New York where he received the BS and MBA 
degrees and also did graduate work at Columbia University. He is 
also a Certified Public Accountant in New York State. 

Mr. Sokol has been the recipient of the Department of the Army's 
Meritorious Civilian Service Award and the Treasury's Meritorious 
Service and Exceptional Service Awards. 

Mr, and Mrs. Sokol reside at 623 Warfield Drive, Rockville, Md. 
They have two daughters and one granddaughter, Jennifer Kate, all of 
New York City. 

-000-
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~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

IMMEDIATE RELEASE February 16, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by this public notice, invites tenders 
two series of Treasury bills to the aggregate amount of 

300,000,000, or thereabouts, for cash and in exchange for Treasury 
is maturing February 25, 1971, in the amount of $3,303,285,000, 
follows: 

91-day bills (to maturity date) to be issued February 25, 1971, 
the amount of $1,900,000,000, or thereabouts, representing an 
itional amount of bills dated November 27, 1970, and to mature 
27, 1971 (CUSIP No.912793 KK1 ) originally issued in 
amount of $1,400,490,000, the additional and original bills to be 

~lv interchangeable. 

182- d,IV hills, for $1,400,000,000, or thereabouts, to be dated 
ruary 25, 1971, and to mature August 26, 1971 
~I!J .:.,.912793 LF1). 

'11)(' \)ills of hath series will be issued on a discount basis under 
ll'titiv(' <1nd noncompetive bidding as hereinafter provided, and at 
IriL,' their face .1.mount will be payable without interest. They will 
l !" ~ l H' d i 11 h (> [l '" e r for man 1 y, and i n den om ina t ion s 0 f $1 ° , ° ° ° , 
,(,Ol), -:;50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tpndpr~ will be received at Federal Reserve Banks and Branches up 
:he cl0sing hour, one-thirty·p.m., Eastern Standard 
?, Monday, February 22, 1971. Tenders will not be received 
:hl) Treasury Department, Washington. Each tender must be for a 
~mum of $10,000. Tenders over $10,000 must be in multiples of 
)00 .. In the case of competitive tenders the price offered must be 
'essed on the basis of 100, with not more than three decimals, 
, 99.925. Fractions may not be used. It is urged that tenders be 

. on the printed forms and forwarded in the special envelopes which 
be supplied by Federal Reserve Banks or Branches on application 

e f l) r . 

Banking institutions ~enerally may submit tenders for account of 
omers providpd the names of the customers are set forth in such 
ers. Others than banking institutions will not he permitted to 
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submit tenders except for their own account. Tenders will be received 
without deposit from incorporated banks and trust companies and frOOI 
responsible and recognized dealers in investment securities. Ten~~ 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accompa~i 
by an express guaranty of payment by an incorporated bank or trust 
company. 

Immediately after the closing hour, tenders will be opened at the 
Fede r al Rese rve Banks and Branches, foIl mving which publ ic announcemenl 
will be made by the Treasury Department of the amount and price range 
of accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or rejection thereof. The Secretary of t~ 
Treasury expressly reserves the right to accept or re;ect any or all 
tenders, in ~.Jhole or in part, and his action in any such respect shall 
be final. Subj ect to these reservations. noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder ~.Jill be accepted in full at the average price (in three decimal 
of accepted competitive bids for the respective issues. Settlementfu 
accepted tenders in accordance with the bids must be made or completed 
at the Federal Reserve Bank on February 25, 1971, 
in cash or other immediately available funds or in a like face amount 
Treasury bills maturing February 25, 1971. Cash and exchange tende 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

L'r.der Sections 454 (b) and 1221 (5) of the Internal Revenue Code 
of 1954 the .1mount of discount at \vhich bills issued hereunder are sol 
is considered to accrue when the bills are sold, redeemed or otherwise 
disposed of, dnd the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or loss, the difference between the price pai 
for the bills, \vhether on original issue or on subsequent purchase, a~ 
the amount actually received either upon sale or redemption at maturit 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained frt 
any Federal Reserve Bank or Branch. 

000 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

~DIATE RELEASE. February 16, 1971 

REVISED FIGURES FOR FEBRUARY 15 REFUNDING 

The Treasury said today that retabulation of subscriptions received in its 
1t refunding indicate that $207 million more of the eligible issues were exchanged 
was announced January 29. 

Of the $5.0 billion of securities held by the general public maturing 
~ary 15, 1971, $4.2 billion were exchanged, leaving $0.8 billion, or 15.8% 
~hanged. The Federal Reserve Banks and Government accounts exchanged $0.3 
ion of the $0.4 billion of these securities held by them. A total of $0.9 
ion was paid off in cash. 

In the prerefunding, $6.8 billion of the $14.5 billion of eligible issues 
by the general public and $4.8 billion of the $9.7 billion held by the 
ral Reserve Banks and Government accounts were exchanged. 

The following is a sum~ary of the exchanges (dollar amounts in millions): 

ELIGIBLE FOR EXCHANGE 

Description Amount 

By the general public 

5-3/8% notes 2/15/71 $ 2,285 
7-3/4% notes 2/15/71 _ 2,728 

Subtotal 5,013 

PREREFUNDING 

2-1/2% bonds 3/15/71 
5-3/8% notes 11/15/71 
7-3/4% notes 11/15/71 
3-7/8% bonds 11/15/71 
4-3/4% notes 2/15/72 
7-1/2% notes 2/15/72 
4% bonds 2/15/72 

Subtotal 

Total 

1,011 
1,441 
3,101 
2,230 
1,561 
3,131 
2,2021 

14,496 

19,509 

TO 

5-7/8% 
Notes 
8/15/75 

$ 1,036 
1 2°22 
2,058 

314 
332 
289 
818 
528 
390 
632 

3,303 

5~361 

(OVER) 

BE ISSUED 

6-1/4% 
Notes 
2/15/78 Total 

$ 963 $ 1,999 
1 2198 2 2220 
2,161 4,219 

464 778 
407 739 
531 820 
704 1,522 
443 971 
303 693 
648 1 2280 

3 2500 62 803 

5 2661 11,2022 
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ELIGIBLE FOR EXCHANGE TO BE ISSUED -
5-7/8% 6-1/4% 
Notes Notes 

Descri;Etion Amount 8/15/75 2L15L78 Total 

Bl Federal Reserve Banks and Government accounts 

5-3/8% notes ?/15/71 $ 224 $ 28 $ 129 $ 157 
7-3/4% notes 2/15/71 196 1 127 128 

Subtotal 420 29 256 285 

PREREFUNDING 

2-1/2% bonds 3/15/71 208 0 170 170 
5-3/8% notes 11/15/71 293 0 25 25 
7-3/4% notes 11/15/71 7,642 2,146 1,948 4,094 
3-7/8% bonds 11/15/71 530 73 77 150 
4-3/4% notes 2/15/72 445 69 165 234 
7-1/2% notes 2/15/72 244 0 0 0 
4% bonds 2/15/72 323 2 81 83 

Subtotal 9,685 2,290 2,466 4,756 

Total 10,105 2 2319 2z722 52041 



Statement by Former Secretaries of the Treasury: 

'~s men who have served as Secretary of the 
Treasury over a period of more than twenty years 
and in widely varying economic and financial 
circumstances, we join in supporting the request 
of Secretary Connally that the 4-1/4 percent 
interest rate ceiling on Treasury bonds be re
moved. This action is essential to continued 
orderly management of the Government debt. 
Failure to remove this outmoded ceiling, with the 
consequence of fo~cing disproportionate short
term financing, can become a disruptive influence 
in credit markets." 

David M. Kennedy 

Joseph W. Barr 

Henry Ho Fowler 

Douglas Dillon 

Robert B. Anderson 

John W. Snyder 

February 16, 1971 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 17, 1971 

TREASURY TO HIRE RECENT LAW GRADUATES 

Samuel R. Pierce, Jr., General Counsel of the United 
States Treasury today announced the Department's intention 
to hire recent law school graduates to participate in a 
three-year honors program. 

The lawyers, who must be in the top third of their 
class or members of law review, will have an opportunity 
to be trained in such Treasury agencies as the Internal 
Revenue Service, the Bureaus of Customs and Public Debt 
and the Office of the Comptroller of the Currency. 

It is anticipated that at the end of the 
certain number of the lawyers would remain in 
in either a legal or administrative capacity. 
some 800 lawyers, the Treasury Department has 
government's second largest legal division. 

program, a 
the Treasury 

Employing 
the Federal 

Announcements of this new program will be sent to 
accredited law schools throughout the country. Schools 
interested in the program should write to: Treasury 
Department, Office of the General Counsel, Washington,D.C. 
20220 0 

000 

C-3 



~eportmentol the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

1MEDIATE RELEASE February 17, 1971 

TREASURY'S MONTHLY BILL OFFERING 

The Treasury Departmen~, by this public notice, invites tenders for 
eries of Treasury bills to the aggregate amount of Sl,700,000,000, 
ereabouts, for cash and in exchange for Treasury bills 
ing February 28,1971, in the amount of $1,700,107,000, 
llows: 

27~day bills (to maturity date) to be issued March 1, 1971, 
e amount of S 500,000,000, or thereabouts, representing an 
ional amount of bills dated November 30,1970, and to mature 
~ber 30,1971 (CUSIP No.912793 KU9 ) originally issued in the 
t of $1,200,505,000, the additional and original bills to be 
y interchangeable. 

366-U3y bills, [or S 1,200,000,000, or thereabouts, to be dated 
ary 28, 1971, and to mature February 29, 1972 
P No. 912793 LYO). 

The bills of both series will be issued on a discount hasis under 
titive and noncompetitive bidding as hereinafter provided, and at 
ity their face amount will be payable without interest. They wilt 
sued in bearer form only, and in denominations of S10,000, $15,000, 
00, $100,000, 5500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
Ie closing hour, one-thirty p.m., Eastern Standard 

Tuesday, February 23, 1971. Tenders will not be received 
le Treasury Department, Washington. Each tender must be for R 

lum of $16,000. Tenders over $10,000 must be in mUltiples of 
10. In the case of competitive tenders the price offered must 
:pressed on the basis of 100, with not more than three decimals, 
99.925. Fractions may not be used. (Notwithstanding the fact 
the one-year bills will run for 366 days, the discount rate will 
mputed on a bank discount basis of 360 days, as is currently the 
ice on all issues of Treasury bills.) It is urgeJ that tenders be 
on the printed forms and forwarded in the special envelopes which 
be supplied by Federal Reserve Banks or Branches on application 
for. 
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Banking institutions generally may submit tenders for aCCOunt of 
customers provided the names of the customers are set forth in such 
tenders. Others than banking ins ti tutions will not be permitted to 
submit tenders except for their own account. Tenders will be received 
without deposit from incorporated banks and trust companies and from 
responsible and recognized dealers in invest!ment securities. Tenders 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are 
accompanied by an express guaranty of payment by an incorporated bank 
trust company. 

Immediately after the closing hour, tenders will be opened at the 
Federal Reserve Banks and Branches, following which public announcemer.t 
will be made by the Treasury Department of the amount and price range:1 
accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or reiection thereof. The Secretary of t~ 
Treasury expressly reserves the right to accept or reject any or all 
tenders, in whole or in part, and his action in any such respect shall 
be final. Subject to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone bidcel 
will be accepted in full at the average price (in three decimals) of 
accepted competitive bids for the respective issues. Settlement for 
accepted tenders in accordance wi th the bids mus t be made or complete~ 
at the Federal Reserve Bank on March 1, 1971, 
in cash or other immediately available funds or in a like face amount 01 

Treasury bills maturing February 28, 1971. 
Cash C?nd exchange tenders will receive equal treatment. Cash adjustmenl 
will be made for differences between the par value of maturing bills 
accepted in exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code G 

1954 the amount of discount at which bills issued hereunder are sold is 
considered to accrue when the bills are sold, redeemed or otherwise 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or loss, the difference between the pricepaio 

for the bills, whether on original issue or on subsequent purchase, ~na 
the amount actually received either upon sale or redemption at matuptJ 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and thiS 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained fr:l 
any Federal Reserve Bank or Branch. 

000 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR RELEASE UPON DELIVERY, 
EXPECTED' AT ABOUT 10:00 A.M., EST 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE 
THE HOUSE COMMITTEE ON WAYS AND MEANS 

ON THE LIMIT ON THE PUBLIC DEBT AND THE 4-1/4 PERCENT 
INTEREST RATE CEILING ON 

WEDNE-50AY, FEBRUARY 17, 1971, AT 10:00 A. M. 

lam sure the'members of this Committee are familiar 
with the general outline of the President IS Budget. As you 
know, .~~ anticipates, :00 the unified budgetary basis, a 
defi~it of $18.6 billion in the current fiscal year and 
$11.6 billion in fiscal 1972. 

These are very sizeable figures. As the economy expands 
and reaches full prosperity, it is vitally important that our 
deficits be reduced in size and eliminated. However, in 
existing econo~ic circumstances, with too much unemployment 
and unus~d capacity, the anticipated deficits seem to me 
fully consistent with sou~d and prudent financial planning. 
Proposed expenditures have been kept within the revenue
generalingcapacity of our tax system at full employment 
lev~ls of income,' As we achieve that goal, a balance or 
surplus' can and should be restored. In the meantime, our 
willingness to accept deficits, to the extent they reflect 
a sluggishhess iN the economy and thus in revenue collections, 
will help speed the desired expansion. 

C-2 
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I firmly believe the anticipated deficits can be fi~~ 
in a manner consistent with orderly expansion of the econ_, 
and without building into the economy a renewed inflationary 
potential, provided the Treasury is armed with needed 
flexibility in shaping its financing program. Specifically, 
I request your Committee and the Congress act, as a matter of 
urgency, to provide us with essential financing leeway in two 
areas: first, an increase in the statutory debt limit now set 
at $395 billion, and, second, elimation of the 4-1/4 percent 
ceiling on interest paid on Treasury bonds. 

The Debt Limit 

You will recall that the present statutory debt limit 
was set by the Congress last June in the light of official 
projections of a unified budget deficit of only $1.3 billion. 
That projection turned out to be very wide of the mark. In 
addition to estimating error, the business slowdown has 
contributed to a short-fall in revenues of some $10 billion 
from the projection of last spring. A combination of 
increases in such "uncontrollable" items as social security 
and interest payments and higher appropriations by the 
Congress account for an $7 billion increase in estimated 
expenditures. 

As a result of the larger deficit, our indebtedness is 
now running higher than anticipated, and the margin for 
contingencies provided under the present debt limit has 
already been pretty well exhausted. Present projections 
suggest that the debt will rise to within $1 billion of the 
present $395 billion limit late this month, before 
temporarily dropping again. By the second hal f of March, the 
debt will be bumping against the limit persistently, and we 
will have no alternative but to draw down our cash balances 
to abnormally low levels. The debt will rise further in 
April and reach a temporary peak in mid-June. (This trend 
is reflected in Table I, which assumes a constant 
$6 billion cash balance.) 

Consequently, in a matter of weeks, failure to obtain 
a higher debt ceiling will force us to turn to uneconomic 
and costly expedients to maintain an orderly flow of 
expendi tures in accordance wi th Congress ional authorizations. 
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The margin for contingencies will be exhausted. For an 
indefinite period, the Treasury will have no room for meeting 
unexpected cash drains. A variety of contingencies -- a 
sizeable short-fall from revenue estimates, an unanticipated 
bunching of expenditures or tax refunds, disturbances in the 
mail -- could create most serious operating difficulties. As 
the Secretary of the Treasury, I could not contemplate 
operating prudently on that basis. 

Consequently, I believe it essential that the Congress 
take action to lift the debt limit by the middle of March. 
I also believe that it would be appropriate at the same time 
to look further ahead and provide a limit adequate to meet the 
need for fiscal 1972. 

In appraising the size of this need, I would point out 
that the present concept of the debt limit covers the 
aggregate of Treasury debt, including the debt held by the 
Federal trust funds and other agencies. During a period like 
the present, when the trust funds are in substantial surplus 
and thus acquiring Treasury debt, the necessary increase in 
the limit must be far in excess of the size of the deficit, 
measured on the unified budget basis, which includes the 
operations of the trust funds. 

As the Budget document shows, the so-called Federal 
funds part of the unified budget -- which excludes the 
operations of the trust funds -- is now estimated to be in 
deficit by $25.5 billion for fiscal 1971. (Table III shows 
a reconciliation of the Unified and Federal Funds Budgets). 
The presently projected Fiscal 1971 Federal Funds 
deficit is $15 billion more than anticipated when the present 
limit was set. In addition, a deficit on the Federal funds 
basis of $23.1 billion is anticipated in fiscal 1972. 
Thus, for debt limit purposes, we must deal with some $38 billion 
of deficit beyond that provided for in the present limit. 

The anticipated deficits are expected to bring the 
Federal debt subject to limit close to $420 billion at the 
end of fiscal 1972. Temporary seasonal requirements will 
lead to a substantially higher debt at certain periods during 
the late winter and spring of 1972. As you can see in 
rable II, with allowance for an average l~vel of cash of some 
$6 billion, the debt would fluctuate between $425 billion and 
$430 billion at midmonth dates from March through May, reaching 
a peak of $431 billion on June 15th. 
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It has been the custom of this Committee to provide a 
margin for contingencies above these estimates of 
approximately $3 billion. In· view of the fact that the peak 
debt will not be reached for some sixteen months, and in view 
of the uncertainties that must be associated with any 
projections that far ahead, I propose to the Committee that 
a new temporary debt limit be set at $435 billion for the 
period through June 30th, 1972. 

In requesting this debt limit, I am conscious of the 
uncertainties that exist and are, indeed, an inescapable part 
of the budgetary process. While we are proposing only limited 
tax changes, revenues are sensitive to economic developments. 
The expenditure projections reflect the President's program, 
before the process of Congressional authorizations and 
appropriations. 

I believe, however, that the President's Budget 
represents appropriate and desirable assumptions for planning 
purposes. I believe the limit I have proposed will provide 
the necessary leeway to assure flexible and responsible 
financing in foreseeable circumstances. 

The 4-1/4 Percent Interest Rate Ceiling 

Since 1918, the Treasury has financed within a general 
limitation that it may provide an interest rate of no more 
than 4-1/4 percent on Treasury bonds. That rate was chosen, 
as I understand it, simply because it was the rate necessary 
to sell bonds in the closing months of World War I. In 
practice, this ceiling now controls only the interest rate 
that the Treasury may place on securities maturing in more 
than seven years, since Treasury bills and certificates 
(instruments that mature within a year) and notes 
(instruments that may mature in one to seven years) can 
be sold without limitation as to interest rate. 

For many years, the limitation of interest on Treasury 
bonds did not represent a serious impediment to Treasury 
financing. While long-term market yields for Treasury 
securities did move above 4-1/4 percent from time to time 
in the 1920's and in the late 1950's, these periods were of 
limited duration and, by and large, did not coincide with 
heavy Treasury borrowing requirements. 
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In the past five years, how~ver, the situation has been 
rery different. Because of the interest rate ceiling, the 
~reasury has been unable to sell a security maturing in more 
:han seven years since mid-1965. The result has been a 
:ubstantial and serious piling up of the debt in the short
:erm area. 

The results are reflected in a series of charts attached 
:0 my statement. The average maturity of the debt has declined 
luring this period from five years and nine months in June, 
.965, to three years and four months at the end of January 
)f this year (Chart 1). The volume of maturing notes and 
londs that we need to refinance each year rose from 1965 to the 
leginning of this year by more than half, or from $13.3 billion 
:0 $22.9 billion (Chart 2). As a counterpart, the amount of 
'reasury debt of more than seven years maturity outstanding 
las declined precipitously, from $43-1/2 billion to 
;17-1/2 billion (see Chart 5). 

As a simple matter of prudent financing, this is not a 
lealthy situation. We are faced with large refundings, 
uarter after quarter. Concentration of these financings in 
. limited sector of the market creates unnecessary congestion 
.nd limits our flexibility in arranging prior or subsequent 
ash financings. While the absorptive capacity of the short
erm market is normally large, in this uncertain world it is 
.ardly appropriate to test the limits of that capacity 
nnecessarily. At best, we are vulnerable to any recurrence 
f high rates and tight money; at worst, the heavy volume of 
~turities can jeopardize our ability to finance in an orderly 
~nner. 

I believe the present situation is equally bad as a 
atter of broader economic policy. In 1969 and 1970, the 
orced concentration on short-term financing helped aggravate 
ompetitive pressures on thrift institutions and thus played 
part in impairing the flow of funds into the housing 

arkets. Over time, the build-up of short-term Treasury debt 
ends to increase the liquidity of the economy in a manner 
ot easily subject to control by the monetary authorities. 
t, therefore, undermines the task of economic management and 
articularly risks a refueling of inflationary pressures when 
emand pressures are strong. The large financings imposed by 
~e present debt structure also complicate the task of the 
~deral Reserve in carrying out its open market 
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operations or making policy changes at critical times because 
of the need to avoid disturbing the process of market 
reception or digestion of such large new issues by the Trea~~. 

The interest rate limitation on long-term bonds is 
somet imes defended as a device to achieve a saving in interest 
cost. However, recent experience provides ample illustration 
of the point that, in a period of inflation and heavy credit 
demands, a legislated ceiling rate on Treasury bonds cannot 
prevent yields from rising sharply throughout credit markets. 
Ceiling or not, the Treasury did need to finance in the 
market in heavy volume, and the concentration of that financmg 
in the short-term area at times helped to push those rates 
well above prevailing yields for longer issues (Chart 6). 

At this point, it seems clear that the sizeable volume 
of longer-term financing accomplished by the Treasury during 
the early 1960 I s will afford sizeable direct interest savings. 
In the absence of that long-term financing, the Treasury would 
have had to sell still more securities at the unprecedentedly 
high levels of recent years. 

Happily, the entire structure of interest rates has 
declined sharply from the peaks of 1969 and 1970. Medium and 
longer-term Treasury issues are now trading in a narrow range 
aroung 6 percent, as much as 2 percent below peak levels. 
At the same time, these yields are still far above levels that 
would make financing at 4-1/4 percent a practicable or 
foreseeable proposition. 

I will not attempt to forecast interest rates. But I 
must express my conviction that it would be imprudent to 
refrain entirely from medium or long-term financing in the hope 
that market rates will soon decline to a level that would ma~ 
such financing practicable within the current ceiling. The 
,possibility of increases, as well as the hope of declines, 
much be considered in appraising possible costs. 

More basically, we cannot afford to arrange the financing 
program of the Government on the basis of uncertain expectations 
as to the future level of interest rates. I do not want to 
contemplate the effects on future Treasury financing and on the 
structure of our debt should the ceiling remain in force and 
prohibit longer-term financing for a further extended period. 
The pile-up of short-term securities would continue. The 
risks of disrupting capital markets at a critical juncture w~ld 
increase. The threat of renewed pressure on thrift institutlOOS 

would need to be considered. 
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I believe the importance of lifting this ceiling is 
widely appreciated. Every man living who has served as 
Secretary of the Treasury joins me in supporting the removal 

~ 
/ 

of this ceiling now. There is strong support among professional 
economists -- including those prominent in the counsels of 
both political parties and otherwise divided on many policy 
issues. Organizations concerned with the health of our 
financial institutions, with the mortgage market, and with home 
building have publicly expressed their conviction that the 
ceiling should be relaxed. Impartial investigations -- including 
the inquiry of more than a decade ago of the Commission on 
Money and Credit and the Commission on Mortgage Interest Rates 
appointed in 1968 by President Johnson -- have made similar 
recommendations. 

I can assure the Committee that the Treasury has no 
plans for pressing massive sales of long-term bonds on a 
reluctant market. We do need, however, additional scope for 
selling securities beyond the seven-year area of the market, 
and we do need the capacity to sell longer-term bonds from 
time to time, as market conditions permit, to maintain an 
orderly and prudent financing pattern. Carefully managed, I 
am convinced that such debt can be placed without undesirably 
impinging upon competing demands for credit. 

A reading of financial history as recently as the 
early 1960's demonstrates effectively the means by which we 
could, over time, achieve a more balanced and prudent debt 
structure, consistent with the needs of other borrowers and 
stable market conditions. The alternative is to see the 
debt become still shorter and less manageable, at substantial 
risk to the orderly operation of financial markets. That 
alternative must be rejected. 

I urge that you provide the Treasury with the 
authority essential to plan an orderly financing program by 
removing the 4-1/4 percent ceiling. 

Attachments 



1970 

June 30 

July 15 
July 31 

August 17 
August 31 

September 15 
September 30 

October 15 
October 30 

November 16 
November 30 

December 15 
December 31 

1971 

January 15 
January 29 
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PUBLIC DEBT SUBJECT TO LIMIIATION 

FISCAL YEAR 1971 
(In billions) 

Operating 
Cash Balance 

(excluding free gold) 

$7.9 

5.5 
7.3 

6.4 
7.2 

3.3 
8.7 

4.2 
6.3 

4.1 
5.8 

3.7 
8.0 

4.0 
9.5 

ACTUAL 

TABLE t 

Public Debt 
Subject to 
Limitation 

$373.4 

377.7 
379.1 

383.5 
383.4 

383.1 
381.2 

382.2 
382.7 

385.4 
386.1 

389.5 
391.6 

392.1 
390.8 

EST I MAT E D 

(Based on constant minimLUn operating cash balance of $6.0 billion) 

February 16 
February 26 

March 15 
March 31 

April 15 
April 30 

May 17 
May 31 

June 15 
June 30 

6.0 
6.0 

6.0 
6.0 

6.0 
6.0 

6.0 
6.0 

6.0 
6.0 

391.9 
391.0 

398.0 
396.0 

401.5 
392.7 

398.0 
400.0 

404.7 
396.5 
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ESTIMATED PUBLIC DEBT SUBJECT TO LIMITATION 

1971 

le 30 

Ly 15 
Ly 30 

~ust 16 
~ust 31 

?tember 15 
?tember 30 

tober 15 
tober 29 

V'ember 15 
V'ember 30 

cember 15 
cember 31 

1972 

nuary 17 
nuary 31 

bruary 15 
bruary 29 

rch 15 
rch 31 

ril 17 
ril 28 

y 15 
y 31 

ne 15 
ne 30 

FISCAL YEAR 1972 
(In billions) 

Debt with 
$6.0 cash balance 

$396.5 

403.1 
403.9 

409.3 
409.4 

413.0 
405.3 

410.8 
409.1 

413.0 
413.7 

418.4 
416.1 

422.5 
414.6 

418.8 
419.4 

426.0 
423.8 

429.7 
419.1 

424.6 
425.9 

430.6 
420.0 

With $3.0 margin 
for contingencies 

$399.5 

406.1 
406.9 

412.3 
412.4 

416.0 
408.3 

413.8 
412.1 

416.0 
416.7 

421.4 
419.1 

425.5 
417.6 

421.8 
422.4 

429.0 
426.8 

432.7 
422.1 

427.6 
428.9 

433.6 
423.0 

February 17, 1971 
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Table III 

Reconciliation of Unified and Federal Funds Budget 

Expenditure Account 

Receipts 

Total Unified 

Federal Funds 

Trust Funds 

Less: Intragovernrnental Transactions 

Outlays 

Total Unified 

Federal Funds 

Trust Funds 

Less: Intragovernmental Transactions 

Budget Surplus or Deficit (-) 

Unified 

Federal Funds 

Trust Funds 

*Figures are estimated. Totals may not 
add due to rounding. 

Fiscal Years. 

1971 
($ 

194.2 

139.1 

66.2 

-11.1 

212.7 

164.7 

59.2 

-11.1 

-18.6 

-25.6 

7.0 

1972 
billionsr 

217.6 ... 
153.1 

75.5 

-11.6 

228.3 

175.9 

64.0 

-11.6 

-11.6 

-22.2 

1l.S 



Chart 1 I 

--AVERAGE LENGTH OF THE MARKETABLE DEBT--~ 
Privately Held 

Yea 

512 

May 
1960 

5 

31960 1961 1962 1963 1964 1965 1966 1967 1968 1969 1970 

Office 01 the Secretary of the Treasury 
Office 01 Debt Analysis February 8,1971-1 

,'\ 

-.J 



Chart 2 

--SEMI-ANNUAL TREASURY ISSUE MATURITIES--, 

$ Bil. 

10 

5 

o 
I II 

1965 

Office 01 the Secrelliry 01 the Treasury 
0111ce 01 Debl Analvsis 

Private Holdings, Excluding Bills and Exchange Notes 

Pre-Refunded 
February 1971 

I II 
1966 

I II 
1967 

I II 

1968 
I II 

1969 
Calendar Years 

I II 

1970 

~i--i 
I 
• • • • • • 3: 

I II I 

• • • • 

1971 1972 

February 10, 1971-1 

~ 



Chart 3 

--UNDER 1-YEAR TREASURY MARKETABLE 
DEBT BY TYPE 

$Bil. 

80 

40 

20 

Bills: 

Regular 

Tax 
Anticipation ~ 

0""'-------

Office 01 the Secretary 01 the Treasury 
Olliee 01 Debt Analysis 

Privately Held 

65.1 

1965 
January 31 

84.4 

1971 

February 10,1971-6 



Chart 4 

----1 TO 7 YEAR TREASURY----.. 
MARKETABLE DEBT 

$Bil. 

75 

50 

25 

3 to 7 Year 
Maturities ~ 

2 to 3 Year~ 
Maturities 

1 to 2 Year,. 
Maturities 

o~-------

Office of the Secreury 01 the Treasury 
Office of Debt Analysis 

Privately Held 

58.5 

1965 
January 31 

66.7 

February 10, 1971-5 

r 



Chart 5 

...----OVER 7 YEAR MATURITIES-----, 

$Bil. 

40 

30 

20 

10 

o "-" ______ KIIIliIIlIIII 

Office 01 HIe Secretary 01 the Treuury 
Office 01 Dellt Analysis 

Privately Held 

1965 
January 31 

Febnwy 10,19114 



Chart 6 

,---------TREASURy MARKET yIELDS--------, 

$Bil. 

8 

7 

6 

5 

1965 

Ollice ollhe Secretary ollhe Treasury 
Ofltce 01 Debt AnalysIs 

January 1965 to Date 

Monthly Averages 

1966 1967 1968 

z • : • 
:~ 
• • • • .... r---: .'" . .•. ",.' 

"- 20 Years 

1969 1970 

FeIJnJaoy 10, 19nJ 

I" 

(,~ 



~eportmentofthe TREASURY 
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FOR RELEASE UPON DELIVERY 

STATEMENT BY THE HONORABLE JOHN R. PETTY 
ASSISTANT SECRETARY OF THE TREASURY 

FOR INTERNATIONAL AFFAIRS 
BEFORE THE 

SUBCOMMITTEE ON INTER-AMERICAN AFFAIRS OF 
THE HOUSE FOREIGN AFFAIRS COMMITTEE 

THURSDAY, FEBRUARY 18, 1971, 10:00 A.M., EST 

Mr. Chairman and Members of the Subcommittee on Inter-

American Affairs, let me thank you for providing this welcome 

opportunity to review again -- from my perspective in the 

Administration at the Treasury Department -- certain aspects 

of U. S. participation in the Inter-American Development Bank. 

My statement will focus first, on the evolution of the 

Inter-American Development Bank over the last year, second, 

on the efforts and progress toward strengthening the Bank's 

operational capability, and third, on the Inter-American 

Development Bank as an instrument through which the United States 

is forging a mature partnership concept with Latin America. 

In preparing these remarks, I was impressed with how 

closely my own appraisal of economic development in the 

hemisphere coincides with the appraisal of broader hemispheric 

(' 4 
-.J -
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relationships contained in the statement of the Chairman of 

this Subcommittee before the Inter-American Conference of the 

Partners of the Americas in Costa Rica on January 25. I 

agree with you, Mr. Chairman, that Latin America is beginning 

to move ahead and that with appropriate additional inputs -

some local and some foreign -- its goals of further progress 

can be achieved. Movements are underway in Latin America 

from which human skills are broadening, developmental institutions 

are emerging and economic infrastructures so critical to 

accelerated development are expanding. The Inter-American 

Development Bank plays no small part in stimulating within 

the hemisphere the will and the means by which these 

fundamental objectives are realized. The Bank's own skills 

and its contribution to Latin development have paralleled the 

progress which the Chairman identified. 

Major IDB Developments During the Past Year 

Since I was l~st before this Committee in June two 

important events rec;lrred: first, the election of a new Bank 

President and second, the replenishment of the Bank's resources 

and U. S. Congressional action thereon. 

In October of last year, Dr. Felipe Herrera submitted 

his resignation from the Presidency of the Bank, which he 

had occupied since its inception in 1959. His contribution 

to the establishment of an institution which has responded in 
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I creative 'way to the development needs and aspirations of 

~atin America cannot be underestUmated; nor can the esteem 

iith which he is regarded throughout the hemisphere for his 

levotion to the cause of inter-American progress. During his 

:enure, the Bank was transformed from a distant hope into a 

Tita1 and effective reality. Under his leadership this past 

lecade, an institution has been shaped which is now the 

)rincipal vehicle through which we seek to define together 

~r hemispheric development partnership. This has been no 

~an achievement. 

In November, the Board of Governors of the Bank elected 

In eminent successor to the Presidency of the Bank. Dr. Antonio 

)rtiz Mena served for twelve years with great distinction as 

1exico's Secretary of the Treasury and is regarded as one of 

:he chief architects of Mexico's outstanding economic progress. 

'rior to that major responsibility he managed his country's 

locia1 welfare system; earlier still he managed Mexico's 

)ub1ic works bank. Dr. Ortiz Mena will formally take office 

)n March 1. He brings to his new office proven financial and 

Idministrative capacities, as well as an established reputation 

lot only in the official but in the private international 

:inancia1 circles on which the Bank must rely for an important 

.art of its financing. 
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At Punta del Este last April, agreement was reached 

by the several member governmen ts on a substantial increase 

in the Ordinary Capital resources of the Bank as well as in the 

Fund for Special Operations. The details -- including the , 
increase in the Latin share of the contribution -- were 

covered in our last appearance before this Subcommittee. 

A second maj or event of last year was the. approval which 

Congress gave to the full U. S. participation in the Ordinary 

Capital aspects of the replenishment even though, because 

of the parliamentary situation in the Senate at the close 

of the last Congress, only $100 million of the House-approved 

U. S. participation of $1 billion in the Fund for Special 

Operations increase was actually authorized. The President 

has already requested the 92nd Congress to complete this 

unfinished business and draft legislation has been introduced. 

Our undertakings at Punta del Este to replenish the Bank's 

resources were received by the Latin Americans as tangible 

evidence of our interest in their progress and I am hopeful 

the Congress will promptly pass legislation authorizing the 

remaining $900 million of our pledge to the Fund for Special 

Operations. 

Continued financial support for the IDB is of special 
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significance because the upward trend in our support permitted 

the Inter-American Committee for the Alliance for Progress 

(ClAP) to conclude, in its recent review of the United States, 

that this country had amply met the assistance targets set at 

the outset of the nineteen sixties. The authorization now 

pending before the Congress is a key element in the judgment 

of CIAP and of Latin America in general as to the future 

intentions of the United States toward Latin American 

development. 

As for the Bank's operations during 1970 and early in 

1971, lending levels increased substantially. The cumulative 

total of loans from the Bank's own resources as of December 31, 

1970, was $3,508 million, an increase of $637 million over 

the preceding year end. The Bank's volume of lending places 

it second to the World Bank in Latin America and very substantially 

above U. S. bilateral lending in the region. 

Resources directly appropriated by the member countries 

were supplemented by borrowings in the private market which 

now total $ 915.1 million, of which 38.7 percent has been 

borrowed abroad. The Bank successfully returned to the U. S. 

capital market in October after an absence of more than two 

years, with a $100 million issue. At the same time, the Bank's 

intensive efforts to raise funds outside the United States 
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resulted in its obtaining a gross amount of $91 million of 

Ordinary Capital resources through placements abroad during 

1970. Since the turn of the year, the Bank has arranged 

further placements outside the United States amounting to 

$32 million and 'additional issues are in negotiation. 

Progress in Strengthening the Bank I s Operational Capabilities 

I would like to turn now to the area that proved to be 

a major focus of our discussions last year; that is, the 

effectiveness of the Bank in carrying out its assigned tasks, 

including aspects of the way in which the Treasury is 

discharging its responsibilities for U. S. participation in 

the Bank. Subsequent to the Hearings before this SubcoDlI1ittee, 

both the House Banking and Currency Committee and the Senate 

Foreign Relations Committee examined our participation in 

this Bank and then recommended U. S. increased contributions to 

its capital. 

As the representative of the U. S. Governor of this Bank 

and of the executive department responsible for the administratil 

of forty-two percent of the shares of this institution -

shares constituting a major investment of U. S. tax payers' 

money -- I do wish to deal directly with the progress we have 

registered toward strengthening the Bank' s abilities to carry 

out its mission and our own abilities to participate more 
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effectively in its work. 

In doing so, I want to make clear my belief that this 

strengthening process begins from an already high level of 

achievement by the Bank in the field of Latin American 

de~elopment. It has made significant contributions to economic 

and social advance in the hemisphere, and has thereby served 

well the goals and objectives of the United States. I would 

not of course contend that all of the Bank's many pioneering 

efforts have been free of false starts or that everything the 

Bank did in the last ten years would be done exactly the same 

way were the opportunity re-presented. But operations and 

procedures have been changed and improved in the past, and I 

am sure more changes and improvements are ahead. 

Change and improvement are characteristic of any dynamic 

institution. The nature of this bank, the lack of experience 

of many of its borrowers, the evolution in standards and 

objectives which is a feature of a new enterprise -- all of 

these lead us to evolutionary and beneficial changes. In 

evaluating whether or not more problems should have been 

foreseen (or why stricter standards had to be introduced 

progressively), consider the enormity of the vision: the 

development of a continent, the drawing together of over 20 
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countries, the creation of connnon habits of appraisal, planning 

operating and decision making. Too quickly now we lose s~~ 

of the hardships overcome. Some still lie ahead. But 

standards must be further improved -- and that is exactly 

what is underway. 
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As agreed in early 1970, when the current increase in 

the Bank's resources was in its earliest planning stages, the 

Executive Board of the Bank has undertaken a study of the Bank's 

operationa~ ability to handle the intended expansion. ~hi~ 

matter has been pursued steadily and is the genesis of a 

recently concluded contract with an independent management 

consultant firm for a comprehensive review of the organization 

of the Bank's total lending process, and of certain other 

aspects of its organization and operating procedures, including 

functions carried out in Washington and in the field. The 

u.s. Governor has on several occasions strongly encouraged 

this development. 

The Bank is entering a period of consolidation. The 

achievements of the past must be secured, the road to the 

future carefully planned. This need coincides with the 
• 

arrival of the new President, who is both an experienced 

administrator, and a man dedicated to the development of 

Latin America. The results of the management study due 

this spring should be of considerable help to Dr. Ortiz Mena in 

forming his own recommendations about the Bank's internal 

organization. 

Progress is also being registered in the work of the 

so-called "group of controllers", the independent evaluation 
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and audit mechanism established in the Bank on the initiative 

of the United States pursuant to the Selden Amendment to o~ 

IDB legislation. The new U.S. member of this group cormnenced 

his duties in August 1970. This multilateral program review 

mechanism has now produced its third study, which is the 

second one dealing with Bank operatjons in a particular 

country. This is now under consideration by the Board of 

Executive Directors. The audit group is now turning its 

attention to other functiona 1 aspects of the Bank's operations 

8nd the prospects are bright that its work will result in an 

in increasing flow of actionaoriented recommendations for 

operationa 1 improvement. I might note here t}J at the General 

Accounting Office is now completing its examination of the 

scope of the audit group I s reports and they will be submitting 

their comments to Congress before long. 

This now brings me to an issue difficult to relate: 

what is the best way to evaluate a completed project? Not 

only how do you evaluate past experiences but how do yo~ 

translate lessons on old projects into new procedures? There 

is no accepted set of criteria for this kind of analysis a~ 

there is perhaps as much art and feel in arriving at proper 

conclusions as there is science. Yet it is exactly the ki~ 

of analysis that mu~t be engaged in if we are to achieve t~ 
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aximum effectiveness for a development dollar. 

An illustr~tion of a simple project will pose the 

uestion more clearly. A 100 mile road is built through a 

,ountain range to open new areas for development. Forecasts 

re made of the tr,affic the road wi 11 carryover each ·of a 

,umber of sqbsequent years. It was this forecast which 

upported a particular cost/benefit performance. The evaluation 

- 5 years after the .road was finished -- measured the actual 

raffic against the forecasted traffic. 

This is a hard test -- checking upon a predict 1 0n -- but 

t is a necessary test. These evaluations provide the 

iscipline necessary in any financial enterprise. They should 

Ie approached with the attitude "what did we learn from this 

~xperience that will permit us to do better next time" 

Two other elements are needed besides this operations 

~valuation attitude: 

an experienced and serious evaluation team; and 

a management and board attitude keen on capitalizing 

on lessons revealed. 

What I have just been saying has considerable relevance 

o recent press articles on the Bank's early irrigation loans 

o Mexico. 
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I would simply like to comment on what is !!5?! involved here' , 
the 

there is no question about the soundness of/Bank's 

assets -- they are fully guaranteed by the Government 

of Mexico;· there is no question about the accomplishment 

of the physical works called for in the loan agreements •• 

these were long since completed (although with variations 

from targets in some cases); and there is no question 

about whether production increases were achieved in 

the areas covered by the loans, since tle se were realized 

in all cases. 

What is involved is not whether Mexico is better 

off for having received the loans (it clearly is) but 

rather if still more could have been achieved if certain 

things had been done differently or the funds alternately 

employed. Most of the factors affecting the size of the 

gains realized depend on collateral and follow-througn 

actions by the host government Bnd not by the Bank. Mr. 

Costanzo, our Executive Director, is prepared to comment 

further on this subject if the Subcommittee desires. 

Let me turn now to developments in the conduct of 

U. S. participation in the IDB, as distinct from the 
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aspect. of the IDB 's own operations which I have been 

describing. Members of this Committee will recall that 

last year the Treasury was discussing with the Gener81 

Accounting.Office an appropriate form of GAO review of 

U. S. participation in multilateral institutions-- 8 

review that would develop all the information necessary 

while respecting the international nature of such 

institutions. A GAO team commenced its review several 

months ago in Treasury. This is both an instructive and 

constructive give and take and r ~ sure the government 

i8 gaininguaeful experience from the exercise. 

r should also inform the Committee that last fall we carried 

out within the Treasury an extensive reorganization of 

the international affairs function that falls within my awn 

area of responsibility. As part of this reorganization, there 

is now a division for Development Finance headed by Deputy 

Assistant Secretary Hennessy. All of the Treasury's 

responsibilities toward the multilaterpl lending institutions 

have been combined within a program office reporting to me 

through the Deputy Assistant Secretary for Development 

Finance. The result of this new arrangement is that the 

Inter-American Development Bank's programs and performance 

can more easily be appraised in relation to the programs 
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and performance of other worldwide and regional multil.tU.l 

institutions. Moreover, the Secretary of the Trea.ury 

created a new post last fall, the Inspector General for 

International Finance -- a post filled by one of our molt 

able and experienced career financial officials, Mr. R.lph 

Hirschtritt. The Secretary and I rely heavily on the 

judgment of this man and his duties give him a free hand 

to pursue areas which his hard nose and long experience 

select. 

lOB and a Mature U. S.-Latin American Partnership 

President Nixon's message on economic assistance of 

last September charts a new and significant course for 

U. S. development aid in Latin America and around the 

world. Like the Peterson Report on which it relies heavily, 

the President's message looks to multilateral institutions 

8S incre8singly important channels for U. S. development 

lending sssistance. 
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One r,sult of the new thrust in assistance policy 

is that the Inter-American Development Bank will increasingly 

occupy the center of the stage in the hemispheric development 

field, along with the Latin American operations of the World 

Bank. Such a development is in line with the President's 

concept of a more mature U.S.-Latin American relationship, 

since both the decision making and funding aspects of the 

Inter-American Bank are carried out on a shared, cooperative 

basis. We cannot expect, in a true partnership, that every 

decision will be taken exactly as we would wish; correspondingly, 

our Latin American associates in this joint enterprise cannot, 

and I believe will not, be insensitive to the various factors 

that impinge on and help determine our ability to provide con

tinuing financial support to the Bank. Indeed, these countries 

are agreeing to give the poorer nations among them greater 

access to the soft loan resources. This indicates that 

the roles of individual Latin American members of the Bank 

are beginning to differentiate, with some beginning to assume 

donor country responsibilities and others, the Bank's 

least developed members, being the principal recipients of its 

concessional loan financing. This is one aspect of an emerging 

mature partnership. Increasingly, the Bank is serving as a 

leading edge of a heightened sense of sharing and common purpose 

in the development tasks of the hemisphere. 
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One key feature of the President's new structure f~ 

bilateral assistance is that our development aid shouldh," 

development effectiveness as its basic criteria. This 

principle has even greater application to the multi

lateral financial institutions. These institutions serve 

well our broad foreign policy goals, but they should not and 

cannot be asked to serve particular short term foreign 

policy interests. To try would be to jeopardize their 

multilateral status and the gains that we are trying 

to achieve through use of their facilities. New habits 

of mind frca:those we brought to bear on our bilateral 

program will often be required of us. Correspondingly, 

our Latin American partners will have a responsibility to 

regard issues raised by us on serious economic grounds ,8 

in fact economic issues t and avoid the easy temptation to ••• 11 

a political bias behind economic rigor. The credibility 

of our commitment to a mature partnership with Latin 

America 8S expressed through our participation in the Inter

American Bank may well reside squarely in the degree to which 

U. S. Executive and Legislative Branches are prepared to 

proceed with finanCing projects that make sense t while .t the 



" / / 
- 17 -

same time working out through other means the short term 

bilateral difficulties that are bound to arise in day-to-day 

relations of sovereign states. 

There can be,of course,points where even our broad 

and long term national interests are not served and then our 

relations with the institution are bound to reflect that 

situation. This 'requires careful consideration on our part. 

One other subject is relevant to this discussion of 

a mature relationship with Latin America through the 

Inter-American Development Bank, and it involves a new 

institutional initiative that we touched on briefly at these 

hearings last year -- the possibility of closer relationships 

between the Bank and developed countries other than the 

United States. I have never felt that the special relationship 
which 

we now have with Latin America, and~s now reflected in the 

present membership of the Bank, need be an exclusive relation-

ship. Because we have concluded that opening the Bank to some 

form of membership by other developed countries would bring 

with it a more assured flow of resources for the Bank, and 

because we do not believe that alternative mechanisms are 

likely to yield comparable results, we have been urging other 

Bank members to consider admitting Canada and other donors as 

full -- if minority -- members. Others have suggested a form of 

"associate membership" for new donors and we can explore that too. 
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The vehicle for negotiating on this subject is a 

Special Committee of the IDB Governors, which met 

earlier this month in Caracas and which I will asain 

attend at the end of the month in Buenos Aires. In my 

discussions in that group, I have made clear that it i. 

not our intention to alter the basic Latin American dh'l~tft 

of the IDB, and I am satisfied that an appropriate structure 

is feasible that will safeguard that character. Although 

Latin American thinking on this subject is evolving slowly, 

there are still misgivings about allowing other developed 

countries -- ap.rt from Canada, which is regarded as a sped.l 

case -- a voice in the normal operations of the BMlk cODIDenlurll 

with the minority share-holding position those countries 

might assume. Because of the importance of this subject to 

future burden-shsring among the developed countries, I intend 

to continue our effort within the Special Committee of 

Governors. The outcome of these discussions could have 

importsnt implications for future cspits1 resources avail.ble 

to the Bank. 
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* * * * 
Mr. Chairman, I hope this review has been a helpful 

one for this Committee. I personally regard these sessions 

as a welcome additional avenue of communication between 

the legislative and the executive branch and to the 

taxpayer -- individuals who are not at all ~nonymous 

to us at Treasury. Your Subcommittee brings new points 

of view to bear on the Treasury's administration of U. S. 

participation in the Bank and we are stimulated by those 

perspectives. 
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artment of the TREASURY 
~. D.C. 20220 TELEPHONE W04-2041 

E:LEASE 6:30 p.m., 
iay, February 18, 1971. 

RESULTS OF OFFERING OF $1. 2 BILLION STRIP OF TREASURY BILLS 

The Treasury Department announced that tenders for additional amounts of six 
s of Treasury bills to an aggregate amount of $1,200,000,000, or thereabouts, 
issued February 36, 1971, which were offered on February 11, 1971, were opened 

e Federal Reserve Banks today. The amount of accepted tenders will be equally 
ed among the six issues of outstanding Treasury bills maturing May 27, June 3, 
10, June 17, June 24 and July 1, 1971. The details of the offering are as 
ws: 

Total. applied for - $ 4,060,690,000 
Total. accepted - $ 1,200,480,000 (includes $ 196,800,000 entered on a non

competitive basis and accepted in full at 
the average price shown below) 

, OF ACCEPTED 
:TITIVE BIDS: Price 

High 
Low 
Average 

99.059 
99.011 
99.020 

Approximate equivalent annual rate of discount based 
on 107.5 d§Ys (average number of days to maturity) 

3.151 
3.312 
3.282 11 

of the amount bid for at the low price was accepted 

I TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

ict Applied For AcceEted 
n $ 145,290,000 $ 120,900,000 
ork 1,882,380,000 291,150,000 
delphia 147,930,000 14,010,000 
land 225,150,000 140,850,000 
.ond 54,000,000 42,000,000 
ta 49,780,000 34,470,000 
go 588,570,000 128,250,000 
ouis 103,590,000 29,520,000 
apolis 417,810,000 285,030,000 
,s City 138,870,000 97,980,000 
,S 156,120,000 8,520,000 
rancisco 151,200 ,000 7,800,000 

TOTALS $4,060,690,000 $1,200,480,000 

his rate is on a bank discount basis. The equivalent coupon issue yield is3.36%. 
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NGTON. D.C. 20220 TElEPHONE W04-2041 

OR RELEASE UPON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE THE SENATE COMMITTEE ON APPROPRIATIONS 
FRIDAY, FEBRUARY 19, 1971, AT 2:30 P.M. 

Mr. Chairman and members of the Committee, I am pleased 
.0 appear before you today to discuss Treasury operations as 
'elated to the budget, with particular reference to our revenue 
~stimates . 

The table appended to my statement presents the revenue 
tide of the Federal Budget in considerable detail, but I will 
:ouch on a few of the highlights. Unified budget receipts in 
~iscal 1972 are estimated at $217.6 billion, an increase of 
;23.8 billion over fiscal 1971. (Federal fund receipts -
~xcluding trust fund operations -- are estimated at $153.7 
,illion in fiscal 1972, an increase of $14.6 billion over 1971). 
~hese estimates are based on the expectation that the GNP in 
:alendar 1971 will total $1065 billion, an increase of $88 
,illion over calendar 1970. This contrasts with a GNP increase 
,f $45 billion in calendar 1970 over 1969. Corporate profits 
,efore tax in 1971 are estimated to be $98 billion - an increase 
,f $16 billion over 1970. 

The rise in budget receipts from fiscal year 1971 to 1972 
rill result mainly frum the growth in economic activity expected 
.n the next year and a half. The changes in tax receipts also 
'ef1ect administrative and legislative actions. The adminis
:rative change accelerating payments of the individual income 
:ax, the social security tax, and excise tax payments adds 
;1.2 billion in receipts in fiscal 1971. This one-shot gain 
.n 1971 is not repeated in 1972. It should be noted that the 
lcce1eration of these taxes did not add to tax liabilities but 
lerely shortened the pipeline time in the payment reaching 
:he Treasury. 

A second administrative change is the depreciation reform 
'ecently announced by the President. This reduces receipts by 
;0.7 billion in fiscal 1971 and by $2.7 billion in 1972. New 

c-s 
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.egislation proposed in the Budget will increase 1972 total 
~eceipts over 1971 by $2.8 billion. Almost all of this comes 
crom the proposed increase in the social security tax base 
:rom $7,800 to $9,000 effective January 1, 1971, which is 
reflected only in the unified budget. 

Although the projected Federal Budget will require 
somewhat less borrowing in fiscal 1972 as compared with the 
:urrent year, we will require an increase in the debt limit. 
In adjusting the debt limit I hope the Congress will grant an 
increase which will be adequate to meet our needs at least 
through fiscal 1972. 

In meeting our borrowing needs we are looking forward 
to more favorable market conditions in the coming year than 
we have enjoyed for a number of years. In this context it 
would be in the public interest if we could do some financing 
in the long term area where the 4-1/4 percent statutory ceiling 
has blocked the issuance of any new obligations since 1965. 

I have urged the Congress to remove this archaic re
striction, and I am pleased to report that yesterday the House 
Ways and Means Committee voted some relaxation of the ceiling. 

I shall be pleased to respond to your questions. 

000 
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Budget Receipts 
Under Legislation Proposed in Fiscal 1972 Budget Document 

Fiscal years. In billions of dollars. 

:ltegory 

ldividual income tax 
)rporation income tax 
nployment taxes and contributions 
rremployment insurance 
)ntributions for other Insurance 
and retirement 

lCcise taxes 
state and gift taxes 
Llstoms duties 
iscellaneous receipts 
Unified budget receipts 

educt: 
Trust funds, etc. 

Federal funds receipts 

Actual 
1970 

90.4 
32. 8 
39.1 

3.5 

2 . 7 
15.7 

3.6 
2.4 
3.4 

193.7 

50.6 
143.2 

Estimated 
1971 1972 

88.3 
30.1 
42.3 
3.6 

3.1 
16.8 

3 • 7 
2 . 5 
3.8 

194.2 

55.1 
139.1 

93.7 
36. 7 
50.2 
4.2 

3 • 2 
1 7 . 5 

5. 3 
2.7 
4.1 

217.6 

63.8 
153.7 

Underlying Economic Assumptions - Calendar Years 

NP 
ersonal income 
orporate profits before tax 

ffice of the Secretary of the Treasury 
Office of Tax Analysis 

1969 

931 
749 

91 

1970 

977 
801 

82 

1971 

1065 
868 

98 

ote: Figures do not necessarily add to totals due to rounding. 
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NGTON. D.C. 20220 TElEPHONE W04-2041 

~OR RELEASE UPON DELIVERY 

STATEMENT OF THE HONORABLE MURRAY L. WEIDENBAUM 
ASSISTANT SECRETARY OF THE TREASURY FOR ECONOMIC POLICY 

BEFORE THE JOINT ECONOMIC COMMITTEE OF THE U. S. CONGRESS 
WASHINGTON D.C. 

MONDAY, FEBRUARY 22, 1971, 10 A.M. EST 

WHY REVENUE SHARING? 

It is always a pleasure to appear before the Joint 
~conomic Committee and to participate in what must be one 
)f the longest and most productive continuing economic 
;eminars of modern times. It is in that spirit that I have 
Irepared this statement on revenue sharing. 

To begin with, we are all trying to deal with some 
'ery basic and difficult problems facing the American economy 
lnd the American society. The financial crisis now confronting 
o many of our cities and other state and local governments 
.s very real. I use the term crisis both reluctantly and 
:dvisedly. One has only to read the recent testimony before 
his Committee by some of the mayors of our largest cities 
.0 realize the depth and dimension of the almost overwhelming 
conomic, financial, social, and political problems that 
hreaten the vitality if not the very existence of major 
ortions of our Federal system. 

I would like to recall just a brief excerpt of the 
traightforward but inherently dramatic account of Newark's 
inancial condition by Mayor Gibson: 

C-6 

"Upon taking office in July 1970, I found 
an estimated deficit for 1971 of over 70 
million dollars, or over 40% of the budget. 
The budget crisis was brought on by a 10% 
decrease in city revenues and an increase 
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of $50 million in expenditures ... largely 
the result of mandated appropriationb for 
essential municipal services. To fill this 
gap through increased property taxes, we 
would have had to raise the present rate, 
already one of the highest in the nation, by 
SO percent... After months of study and 
consultation, we finally opted for a series 
of taxes on Newark's businesses and consumers ... 
We arc aware that these are highly discriminatory 
and regn~ssive taxes ... but we had no alternative." 

Of course, there is a real and effective alternative 
and I will be presenting it. However, we must realize the 
inad~quacy and often the perversity of the many prior 
attempts by the Federal Government to solve or even ameliorate 
the kinds of problems faced by Newark and other state and loc~ 
governments. 

This is not an after-the-fact rationalization on my part 
of our specific recommendation. On the contrary, that was t~ 
conclusion of many years of prior study and experience on the 
part of those of us who have been most active in designing ~e 
revenue sharing approach. 

In my own case, I arrived at such findings in the resear~ 
that I did while still in the pl'ivate sector. I would like to 
quote briefly from l le volume that sums up that work: 

"The question arises inevitably as to the 
exteil'l. the grant-in-aid system is converting 
the st:'tes into veritable agents of the 
Federal Go¥~rnment. Is there the possibility 
that the states may become the civilian counter
parts t~ the arsenal-like, government-oriented 
corporations in the military sphere? The 
actual extent to which Federal control and in
fluence are exercised varies substantially 
both by program and region, but the cumulative 
effect is quite substantial." 1/ 

1/ M. L. Weidenbaum, The Modern Public Sector, New York, 
Basic Books, Inc.,1969, p. IS. 
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Indeed, my conclusion was hardly unique and is 
generally shared by those who have worked with or studied 
grant-in-aid programs. The real challenge, of course, is 
to come up with alternatives superior to the status quo. And 
here I must frankly state that most of the alternatives to 
revenue sharing that have been suggested recently are not 
new; In fact, they are precisely the ones that we had con
sidered and, after careful examination, had to reject. 

It was clear to us that further direct Federal assumption 
of local program responsibility or greater expansion of the 
categorical grant-in-aid system would fundamentally be futile 
in dealing with the underlying problems facing our state and 
local governments. To pump substantially more Federal dollars 
into the proliferating maze of narrow programs represents 
merely a'reecho of that tired and ineffective response. 

Furthermore, this extremely expensive suggestion is now 
being made by those who have questioned where we will get the 
money for revenue sharing; the inconsistency in their argument 
is striking, even though perhaps unintentional. Let us not 
forget that the overwhelming need is to strengthen, and not 
to weaken further, the ability of state and local governments 
to respond effectively to the urgent needs of our times. 

Similarly, Federal tax credits for state and local income 
tax payments may seem like an easy response to this difficult 
question, but they do not hold up under examination as an 
effective device for bolstering the financial resources of 
state and local government. Although no Federal funds would 
go directly to state or local governments, Federal revenues 
would be reduced immediately. 

Incidentally, I find that there is great ignorance as 
to how a tax credit works. Nobody is suggesting a 100 percent 
credit for state and local income taxes against a person's 
Federal tax liability -- for that would almost amount to a 
blank check on the Treasury. On the other hand, those who 
suggest a credit as low as 10 percent, apparently do not 
understand the Federal tax system. Many taxpayers would be 
better off by merely taking the existing deduction for 
state and local taxes. 

In any event, our hard pressed states and localities 
would only benefit to the extent that a credit toward the 
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Federal income tax softens taxpayer resistance and thus 
enables state and local governments to institute or raise 
income taxes above the levels otherwise politically 
acceptable. Let me be clear. I do not consider tax credits 
to be an evil thing. Rather, dollar for dollar, I believe 
that revenue sharing will be more effective in channeling 
financial resources to our states, cities, and counties. 
Clearly, a Federal credit for state and local income 
taxes will do little to help local governments who derive 
the bulk of their revenues from the property tax. At best, 
the benefits would be distributed in an uneven, hit-and-miss 
fashion. 

I make no claim that our revenue sharing proposal is 
even close to·perfect. I do state that it was very pains
takingly developed. Many, many man-months of time and effort 
went into its design. The details were carefully worked out 
with knowledgeable representatives of Federal, state, and 
local governments, with private citizens, and with Democrats. 
Republicans, and Independents. In both concept and detail, 
I believe that you will find it truly a thoughtful and non
partisan plan offered in good faith. 

Hence, I have been very pleased at the overall favorable 
and often enthusiastic response to our revenue sharing pro
posal. Yet, I must confess a sense of dismay at the nature 
of some of the specific reactions. I am deeply concerned 
over the kind of intellectual environment in which there is 
a ready desire to believe the worst and a strong reluctance 
to accept facts demonstrating the contrary. My case in 
point is the role of the central cities in revenue sharing. 

We have repeatedly shown that the central city tends to 
get a larger share -- not just a larger total share but a 
larger per capita share -- than suburban communities. That 
is tru~ in ~ach a~d everyone of the 25 largest metropolitan 
areas In thIS NatIon. Yet, I still see or hear the inaccuraU 
charge that the Administration's revenue sharing proposal 
funnels the bulk of the money away from the central cities. 
There seems almost to be a Gresham's law operating here -
bad information drives out good. 

Let me try to explain this point as objectively as I 
can. The factor determining the allocation of general reven~ 
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aring among the cities and counties of a given state is 
e respective jurisdiction's share of the revenues raised 
all cities and counties in the state. As it turns out, 

me and time again, the larger the city, the larger the 
r capita revenues it raises, and hence, the larger the 
r capita share of revenue sharing that it will receive. 

This should not be surprising in view of the valiant 
forts made by so many of this Nation'S localities to deal 
th the problems facing them. The reductions in Federal 
come taxes that we have been experiencing are in striking 
ntrast to the many, many increases of state and local 
,come, sales and property taxes that have occurred in 
cent years. 

Again, I urge the members of this distinguished 
,mmittee to examine the question of revenue sharing from 
.e point of view of how to best alleviate the financial 
'isis now facing so many of our state and local govern
~nts. As you may have heard, some have suggested that they 
luld like to respond to this real problem but they are 
:luctant to breach the alleged principle of avoiding the 
:paration of the taxing power from the spending power. 

Now I thought that I was the college professor who would 
Ime up with the theoretical arguments instead of the other 
y around. Certainly, it is an interesting juxtaposition of 
lese In any event, the $30 billion of Federal grants-in-
d this year surely represent a massive breach of that 
inciple -- a principle which, by the way, I do not recall 
any political science treatise. 

Of course, what we are really talking about -- the 
,gnificant distinction between revenue sharing and the 
lrrent aid system -- is the delegation of power and decision 
lking. Given the gravity of the situation, I do not hesi
lte to approach what is certainly the most powerful 
gislative body in the world and suggest that $S billion out 

a $229 billion Federal budget be allocated for state and 
cal decision making. Perhaps I need to cite that earlier 
inciple -- noblesse oblige. 

For the use of this committee, I have attached to my 
rmal statement a detailed description of the general 
venue sharing proposal. I would now just like to emphasize 
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a few basic points. 

1. We propose that a modest portion of the annual 
growth in Federal revenues be earmarked for general aid 
to state and local governments. These funds would come 
from the automatic expansion in budget receipts as the 
economy grows. Contrary to many inaccurate reports, the 
$5 billion program of general revenue sharing would neither 
require a rise in tax rates nor a reduction in any existing 
government programs. 

2. The revenue sharing money would be distributed 
to each state, city and county in as fair and equitable 
manner as we have been able to devise. The allocation 
would be made according to the precise formulas contained 
in the F~deral statute rather than be subject to the dis
cretion of any Executive Branch official. As the money 
would be in addi tion to exis ting programs, each state, city 
and county would benefit directly; each would receive re~n~ 
sharing money in addi tion to any benefi ts, services or money 
it is now obtaining from the Federal Government. 

3. The states, cities, and counties receiving the rnoo~ 
would make the decisions as to which purposes the funds shaul 
be directed. The Federal Government would not second-guess 
the local determination of local priori ties. Financial rep or 
to the Treasury would be required simply to assure that the 
money was spent for a lawful governmental purpose and in a no 
discriminatory manner. The local voters, rather than any 
Federal official, would review the wisdom and effectiveness 0 

the expenditures. 

There is another, perhaps more fundamental reason for 
my concentrating on the basic structure of our general ren~ 
sharing proposal, rather than on the specific details. In. 
the two years that the Administration has been working on thl 
program, we have been meeting with a great number of people a 
all levels of government and throughout the private sector~ 
well. The general revenue sharing bill that has been introdu 
this month reflects in good measure many of the suggestions 
and ideas that we have received. 

Surely, any comparison of the current bill with the oM 
introduced in the previous Congress will demonstrate not 
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~erely our intent to listen but our willingness to take 
account of the suggestions and constructive criticism that 
~e have received. It is in that spirit that I urge the 
members of this Committee to examine the plan for sharing 
a portion of Federal revenues with state and local govern
ments. 

May I also urge that we not overlook the very broad 
and substantial area of agreement that has been achieved. 
For example, I am delighted to point out that the revenue 
sharing bill introduced by my distinguished fellow panelists 
Senator Humphrey and Congressman Reuss -- is consistent with 
our bill in so many important and fundamental particulars. 

To sum up, after the most careful examination, we believe 
that revenue sharing is a constructive, highly desirable 
method for strengthening our hard-pressed state and local 
governments and that it is the most appropriate mechanism 
available. This Administration has been and will continue 
to make a high priority effort in its behalf. We hope that 
you will join us in that bi-partisan, high-purpose venture. 



artment of the TREASURY 
N, D.C. 20220 TELEPHONE W04-2041 

FOR RELEASE_ ON DELIVERY 
EXPECTED \ AT ABOUT'l 0: 00 A'. M. '! (EST) 

STATEMENT BY THE HONORABLE PAUL A. VOLCKER 
uNDER-SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS 

BEFORE 
THE :;'HOUSE COMMITI'EE ON WAYS AND MEANS 

ON THE EXTENSION OF THE INTEREST EQUALIZATION TAX 
'ON MONDAY,: FEBRUARY 22,' 1971 

AT 10:00 A.M. (EST) 

Mr. Chairman, Members of the Committee: 

IaJjpreeiate 'this op~portunity to appear before your 

CODIDittee' to 'Urge a two--year extension, of the In'tereat, 

Ec{ualization Tax. As you will-recall, this tax was first 

passed,in 1964,as·a means for:reduc.£ng,the outflow of 

portfolio capital from'the'Uriited States to developed 

countries. - Since " ,that time, the law. has been extended, on 

three'occasions, with some small D;lodifications. 

The ,Int~_rest Equalization Tax applies, -to the 

acquisitiQn'of foreign securi'ties by U. ,S. persons. ,The 

basic purpose is to-raise tl)e cost to foreigners in 

developed countries of borrowing or raising equity in the 

C-7 
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United States. It therefore provide. ~pGrtant Support 

for our balance of payments position, particularly during 

a period when interest rates are relatively low in the 

U. S. as compared to most other countries. That is, of 

course, the case at present. 

In its present form, the Interest Equalization Tax 

Act gives the President authorl'ty to vary the effective 

rate of tax between zero and the equivalent of 1.1/2 

percent per annum on purchases of se~urities subject to 

the tax. At present, the President has set the level of 

the tax at 3/4 percent. 

During the period this tax has been in force, the 

U. S. has also resorted to mandatory and voluntary 

restraints in two other broad areas of eapltal outflows 

- - the Commerce Departmen t pr~ ram des igned to 1 imi t the 

balance of payments cost of direct investment abroad, 

and the Federal Reserve programdesi~ned to limit out-

f 10\-Is of funds from banks and otherf inane ial ins ti tu

tions. The three programs arc broadly complementary and 

mutually reinforcing in holding in check the voltane of 

dollars that can move Into foreign hands through outflows 
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of u. S. capital. Without the Interest Equalization Tax, 

the remaining programs would be substantially weakened. 

As you know, the President has stated his intention 

to relax these programs as soon as the balance of payments 

situation permits. I wish I could report to you today 

that the need for these restraints was no longer necessary. 

However, after full review within the Administration, the 

conclusion was reached that these programs must be main

tained for a further period with little change. 

The reason for that decision is readily apparent. 

The press has reported our balance of payments results for 

1970. While no single figure can fairly reflect the 

complexities of the U. S. international position, the 

data, read as a whole, are plainly not satisfactory. 

On the official settlements basis, our deficit reached 

almost $10 billion (even after allowing for our allocation 

of Special Drawing Rights). That figure was heavily 

influenced by the relative easing of monetary conditions 

last year in the United States. That easing, after a 

period of extremely tight money, gave rise to an enormous 

reversal in flows of interest-sensitive short-term capital. 
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As a result, the very large official settlements deficit 

is not a fair reflection of our underlying position. 

On the other hand, the welcome ~provement in our 

trade and in our total current account last year must 

also be placed in perspective. Cyclical conditions, with 

most foreign markets booming, were exceptionally favor

able for our exports. Even so, as Table I shows, the 

improvement in the current account left us well short of 

the levels recorded earlier in the 1960' s, and the current 

account surplus failed to cover exports of long-term capital 

and aid flows by a large margin. As a consequence, our 

"basic balance" on trade, other current items, and long

term capital was in deficit -- somewhat more than in 1969. 

Plainly, we continue to face a major challenge in 

bringing our position into sustainable equilibrium -- an 

equilibrium conducive to international monetary stability 

and free flows of trade and investment. 

Dealing with that challenge in a responsible way will 

require persistent effort over a long period. In some 

fmportant areas, progress has been slower than we had 

hoped. By the same token, we have been unable to move as 
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rapidly as we wished to relax and dismantle the limita-

tions imposed on capital outflows, including the Interest 

Equalization Tax. 

Within the lLmitations imposed by our balance of 

payments position, action has been taken from time to 

time to ease the administration of these programs and the 

difficulties of businesses in complying. We do not 

believe, in the light of the present balance of payments 

circumstances, further relaxation can be justified at 

this time. 

Experience has shown that the lET has been effective 

in substantially reducing the volume of securities 

)ffered in the United States by countries subject to the 

tax. Since 1963, offerings of developed countries --

ipart from Canada, for which there is a special exemption 

-- have run at low levels, as may be seen in Table II. 

;imilarly, there is evidence to indicate that the tax is 

l substantial inhibition on U. S. purchases of outstand-

~ng foreign securities (see Table III). As a result, 

ruch of the burden of foreign financing has properly 

:hifted to other countries in a stronger balance of 
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payments position. 

While maintaining such special measures of restra~t 

as the Interest Equalization Tax, our basic approach 

toward strengthening our international financial position 

must be along different lines. Most fundamentally, we 

must restore a healthy economic climate at home. Orderly 

growth, increasing productivity, and price stability must 

be sought hand in hand. 

Even if it were acceptable on domestic grounds, I 

see no salvation for our balance of payments in a sluggish 

domestic economy. Such an economy would be prone to 

export capital and unable to attract large volumes of 

capital from abroad. Temptations to embark on self

defeating protectionist measures would be stronger. 

What is essential is that, as economic growth resumes 

with more vigor, we continue and build upon the progress 

already made against inflation. The stability of the 

dollar at home is fundamental to its stability inter

nationally, and to the stability of the world monetary 

system. 

We must be active in promoting basic improvement in 
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other directions as well. Over time, our trade and 

/ 'J cl 
j I 

current account position should be rebuilt to the point 

that it can fully support our responsibilities for aid, 

for defense, and for unrestricted flows of private 

investment to a capital-short world. That is why we have 

given much attention in the past year to bringing our 

export credit facilities more in line with those of other 

countries, and why we have sought changes in our tax 

structure that would permit our own manufacturers to 

compete more fairly and vigorously abroad from U. S.-based 

plants. In that connection, I hope this Committee will 

continue its support for the concept of a Domestic 

International Sales Corporation. 

At the same time, we need to continue efforts to 

break down artificial restrictions on the access of our 

industry to foreign markets. Members of this Committee 

are aware of the difficulties and frustrations in that 

process -- but of the ~portance as well. 

We have all been living with our balance of payments 

problem long enough to know that there are no quick or 

easy answers. The domestic inflation and overheating of 

the late 1960's set back our efforts. Now we are still 



- 8 -

struggling with the distortions and imbalances that 

developed as a consequence of that period. 

r believe we are on the path toward successfully 

coping with those problems. So long as that is the case, 

r also believe we can legitimately expect the understand

ing and cooperation of our major trading partners as we 

restore our position. 

The crucial need is that we not neglect our own 

external responsibilities. By far, the most fundamental 

of those responsibilities -- at home and externally -

is orderly growth with price stability. But, for the 

foreseeable period ahead, with our payments in sharp 

imbalance, our responsibilities also require more 

specialized efforts to restrain capital outflows. In 

that context, I believe we must not fail to extend the 

Interest Equalization Tax for another two years. 

Attachments 



Merchandise trade balance 
Exports 
Imports 

5.4 
23.0 

-17.6 

Investment income balance 3.5 
Receipts from u.s. investments abroad 4.9 
Payments on foreign inve.tment. in u.s. -1.3 

Balance on other service. -2.5 

BALAtICE ON COODS , SERVICES 6.5 

Unilateral transfers, 
excludin~ ~ov·t. grants -0.8 

BALANCE ON CURRENT ACCOUNT, 
--e'iClUaliiq goy-'t7qrants 5.7 

O.S. COy't. economic grants and credit. !I -3.7 

Balance on private direct investment -2.2 

Balance on securities transactions -0.8 

Balance on various other long-term capital 
transactions ~/ -0.5 

B.~IJ\NCE O~ CURRF.tlT At.'D LONC;-TERM 
-- £J\PIw.x;-~CCOUII'1'.! £i----- -1.4 

Balance on various other capital transactions: 
Short-term, other than liquid liabilities, 
long-term bank liabilities to foreign Official 
agencies; non-marketable U.S. Cov't. liabiliti •• , 
unscheduled debt payments on U.S. Cov't. credit., 
and Cov't. sal •• of foreign obligation. 
to foreigners. 

Errors and omission. 

Allocation of Special Drawing Rights 

Dl'L.'''Cr. ON LIC'UI.,ITY BASIS 
less 

Certain non-liquid liabilities to 
foreign official agencies 

plus 
Liquid liabilities to private 

foreigners and international 
organizations 

BALAtlCE ON OFFICI1\L ~EMENTS BASIS 

------
!/ Net of scheduled repaymenta. 

-0.9 

-2.3 

0.1 

0.7 

-1.8 

3.9 
29.4 

-25.5 

4.1 
6.3 

-2.1 

-2.7 

5.3 

-0.9 

4.4 

-3.9 

-3.6 

0.4 

0.6 

-2.0 

1.2 

-0.5 

-1.4 

0.8 

2.4 

0.3 

3.9 
30.7 

-26.8 

4.5 
6.9 

-2.4 

-3.2 

5.2 

-1.2 

4.0 

-4.2 

-2.9 

-0.3 

0.2 

-3.1 

0.6 

-1.1 

-3.5 

1.3 

1.5 

-3.4 

0.6 
33.6 

-33.0 

4.8 
7.7 

-2.9 

-2.9 

2.5 

-1.1 

1.4 

-4.2 

-2.9 

3.1 

0.9 

-1.7 

2.3 

-0.5 

0.2 

2.3 

3.8 

1.6 

0.6 
36.5 

-35.8 

4.4 
8.8 

-4.5 

-3.1 

1.9 

-1.2 

0.8 

-3.7 

-2.2 

1.6 

0.7 

-2.8 

-1.3 

-2.8 

-7.0 

-1.0 

8.7 

2.7 

2.7 
42.1 

-39.4 

4.3 
9.6 

-5.3 

-3.1 

3.9 

-1.3 

, 2.6 

-3.4 

-3.8 

1.0 

0.3 

-3.3 

0.1 

-2.0 

0.9 

-4.4 

-0.2 

-4.5 

-8.7 

(2.2) 
(42.0) 

(-39.9' 

(1.3) 

(0.9) 

(-3.9) 

(-0.3) 

(-6.2) 

(-9.8) 

~/ Excluding changes in long-term bank liabilities to foreiqn of(icial agencies and in non-marketable U.S. COy't. liabi1itie •• 

sI One version of the so-called "basic balance-. 

NOTE: Details will not necessarily add to total. due to rounding. 

-~ 

i'---......-' 
/' 

J 



1963* 
F ...... --Ir-s-t- Secona 

1962 Half Half 1964 1965 1966 1967 1968 1969 1970EI 

All Areas 1,076 1,000 250 1,063 1,206 1,210 1,619 ~703 !,667 1,457 

lET Countries, Total 356 343 110 35 147 19 14 45 23 130 

West. Europe incl. U.K. 
Japan 
Other 1/ 

Of which: 
exempt from lET 2/ 
subject to lET 

Other Countries, Total 

Canada 
Latin America 4/ 
Other Countries 
International 

Institutions 

'---Not--seasonally adjusted. 

195 
101 

60 

722 

458 
119 

61 

84 

219 
107 

17 

656 

608 
13 
35 

1/ Australia, New Zealand, South Africa. 

53 
57 

110 3/ 

141 

85 
23 
33 

-----
35 

20 
15 

95 
52 

52 
95 

15 
4 

10 
9 

1,027 1,058 1,191 

700 709 922 
208 36 68 
115 134 121 

4 179 80 

14 

14 

1,605 

1,007 
140 
212 

246 

2/ Related to the export, the direct investment, and the Japanese exemptions. 

-"'42 
3 

3 
42 

1,659 

949 
144 
176 

390 

3/ Represents commitments made prior to 7/18/63, the date of inception of the lET. 
4/ Includes Inter-American Development Bank issues. 

Source: Department of Commerce, Office of Business Economics. 

14 
9 

9 
14 

1,645 

1,270 
32 

179 

164 

U.S. Department of Treasury 
February 16, 1971 

130 

130 

1,327 

776 
120 
190 

241 

-'-

~ 



1963* 
=F ....... ir-s-t.,...· Second 

1962 Half Half 1964 1965 1966 1967 1968 1969 1970EI 

All Areas 1,076 1,000 250 1,063 1,206 1,210 1,619 ~703 1,667 1,457 

lET Countries, Total 356 343 110 35 147. 19 14 45 23 130 

West. Europe incl. U.K. 
Japan 
Other 1/ 

Of which: 
exempt from lET 2/ 
subject to lET 

Other Countries, Total 

Canada 
Latin America 4/ 
Other Countries 
International 

Institutions 

'---Not-seasonally adjusted. 

195 
101 

60 

722 

458 
119 

61 

84 

219 
107 

17 

53 
57 

110 3/ 

656 141 

608 85 
13 23 
35 33 

1/ Australia, New Zealand, South Africa. 

--
35 

20 
15 

95 
52 

52 
95 

15 
4 

10 
9 

1,027 1,058 1,191 

700 709 922 
208 36 68 
115 134 121 

4 179 80 

14 

14 

1,605 

1,007 
140 
212 

246 

2/ Related to the export, the direct investment, and the Japanese exemptions. 

-~42 

3 

3 
42 

1,659 

949 
144 
176 

390 

3/ Represents commitments made prior to 7/18/63, the date of inception of the lET. 
4/ Includes Inter-American Development Bank issues. 

Source: Department of Commerce, Office of Business Economics. 

14 
9 

9 
14 

1,645 

1,270 
32 

179 

164 

U.S. Department of Treasury 
February 16, 1971 

130 

130 

1,327 

776 
120 
190 

241 

""-
10 
o 



All Areas 

lET Countries, Total 

U.K. 
West Europe 
Japan 
Canada 3/ 
Other 17 

Other Countries, Total 

Latin America 2/ 
Other Countries 

1962 

-96 

15 

31 
-47 
-23 

79 
-25 

-13 

-25 
12 

International Institution -98 

'--Not-S;easona11y adj~sted. 

1963 
First Second 
Ha1f* Ha1f* 1964 

-151 

- 85 

17 
- 69 
- 25 

7 
- 15 

6 

3 
3 

- 60 

102 

85 

23 
31 

- 4 
30 

5 

10 

1 
9 

6 

194 

181 

49 
103 

17 
12 

2 

-13 
15 

11 

1/ Australia, New Zealand, South Africa. 

1965 

225 

234 

9 
110 

6 
147 
-38 

- 8 

-13 
5 

- 3 

1966 

300 

222 

- 7 
156 

10 
68 

- 5 

26 

2 
24 

51 

1967 

-135 

-111 

- 71 
- 25 

5 
8 
2 

- 36 

- 13 
- 23 

13 

2/ Includes Latin American Development Bank issue of $145 million in 1964. 

1968 

-61 

- 3 

-54 
21 

6 
33 

- 9 

-75 

-73 
- 2 

15 

1969 

-305 

-285 

-173 
263 

-294 
- 82 

1 

- 51 

- 65 
14 

31 

1970 

186 

n.a. 

n.a. 
n.a. 
n.a. 
n.a. 
n.a. 

n.a. 

n.a. 
n.a. 

n.a. 

3/ Excludes Canadian repurchases, undertaken in '66, '67 and '68 for reserve management purposes. 
NOTE: These data reflect residence of seller rather than the original country of issue of the 

security - the basis on which the lET applies. Also, the above data show net purchases 
(ur aaltis) wnereas the lET app1ie~ to gross purchases. 

SOURCE: Department of Commerce, Office of Business Economics. 

U. S. Department of Treasury "" 
February 16, 1971 \~ 
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artment of the TRfASU RY 
N. D.C. 20220 TELEPHONE W04-2041 

RELEASE ON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE 
THE HOUSE COMMITTEE ON BANKING AND CURRENCY 

ON H.R. 4246 
TUESDAY, FEBRUARY 23, 1971, AT 10:00 A. M. 

Chairman and Members of the Committee: 

I am pleased to appear before you today in support of 
t. 4246, introduced by you and sixteen other members of the 
lmittee. The legislation would extend until March 31, 1973, 
~tain temporary interest-rate control powers exercised by 
~ Federal banking agencies. It would also continue the 
:hority for the President to etablish mandatory controls 
~r prices, rents, wages, and salaries at levels not less 
1n those prevailing on May 25, 1970. 

Mr. Chairman, we recommend enactment of your bill without 
endment. 

The temporary powers over interest rates paid by banks and 
lings and loan associations, originally enacted in 
)tember 1966, have served a useful purpose. They are admittedly 
:op-gap" in nature, and do little to solve the fundamental 
)blem of competitive equality among thrift institutions. Nor 
1 they be administered in such manner as to insulate banks and 
lings and loan associations from the impact of disintermediation 
a tight money period. 

We believe, however, that a two-year extension of the 
~hority makes sense. A Presidential Commission on Financial 
~ucture and Regulation, which is scheduled to report before 
~ end of this year, is intensively studying the interest-
:e control problem. If the temporary authority is extended 
~ two years, sufficient time will be available to permit 
:eipt of the Commission's report, followed by enactment of 
Itever legislation may be necessary to deal with the 
ldamental problem. 

/ 
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In addition, a lapsing of the temporary authority would 
bring the permanent, underlying statute into effect. This 
statute provides for inequitable rate regulation, since it 
applies to banks and not to savings and loan associations. 

For these reasons, therefore, we support a simple, 
two-year extension of the interest rate authority. 

We also accept section 2 of H.R. 4246, which extends the 
President's standby authority to set up wage-price controls. 
I must point out, however, that we do not believe that a 
network of general wage-price controls is needed at this 
time, nor do we believe that the American people would long 
stand for such regimentation, under present circumstances. 

Consequently, in accepting this section, we do so with 
the advance statement that we do not contemplate any 
circumstances -- short of an all out national emergency --
in which the President would establish general wage-price 
controls without a further specific mandate from the 
Congress. This would provide evidence that a majority of . 
the people favored such controls and would support ~/~. 

I shall be pleased to respond to your questions. 

000 



'ortment of the TREASURY 
N. D.C. 20220 TELEPHONE W04-2041 

~DIATE RELEASE February 23, 1971 

TREASURY'S WEEKLY BILL OFFERING 

~e Treasury Department, by 
~o series of Treasury bills 
0,000,000, or thereabouts, 
maturing March 4, 1971, 

110ws: 

this public notice, invites tenders 
to the aggregate amount of 
for cash and in exchange for Treasury 

in the amount of $3,303,790,000, 

91 -day bills (to maturity date) to be issued March 4, 1971, 
e amount of $1,900,000,000, or thereabouts, representing an 
ional amount of bills dated December 3,1970, and to mature 
~, 1971 (CUSIP No.912793 KL9 ) originally issued in 
mount of $1.,398,61 o,ooa~ (an additional am~unt of approximately 
000,000 will be issued on February 26), the. additional and 
nal bills to be freely interchangeable. 

~2 - day bills, for $ 1,400,000,000, or thereabouts, to be dated 
4, 1971, and to mature September 2, 1971 

• No. 912793 LG9). 

~e bills of both series will be issued on a discount basis under 
itive and noncompetive bidding as hereinafter provided, and at 
ty their face amount will be payable without interest. They will 
ued in bearer form only, and in denominations of $10,000, 
10, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

'enders will be received at Federal Reserve Banks and Branches up 
closing hour, one-thirty p.m., Eastern Standard 
Monday, March 1, 1971. Tenders will not be received 

, Treasury Department, Washington. Each tender must be for a 
Im'of $10,000. Tenders over $10,000 must be in multiples of 
I In the case of competitive tenders the price offered must be 
sed on the basis of 100, with not more than three decimals, 
99.925. Fractions may not be used. It is urged that tenders be 
n the printed forms and forwarded in the special envelopes which 
e supplied by Federal Reserve Banks or Branches on application 
or. 

,anking institutions generally may submit tenders for account of 
~rs provided the names of the customers are set forth in such 
s. Others than banking institutions will not be oermit ed 0 
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submit tenders except for their own account. Tenders will be recej 
without deposit from incorporated banks and trust companies and fr,
responsible and recognized dealers in investment securities. Tende~ 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accoutpl 
by an express guaranty of payment by an incorporated bank or trust 
company. 

Immediately after the closing hour, tenders will be opened at the 
Federal Reserve Banks and Branches, following which public announcerne~ 
will be made by the Treasury Department of the amount and price range 
of accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or rejection thereof. The Secretary of the 
Treasury expressly reserves the right to accept or reiect any or all 
tenders, in whole or in part, and his action in any such respect shall 
be final. Subj ect to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three decimal 
of accepted competitive bids for the respective issues. Settlement fa 
accepted tende rs in accordance wi th the bids mus t be made or completed 
at the Federal Reserve Bank on March 4, 1971, 
in cash or other immediately available funds or in a like face amount 
Treasury bills maturing March 4, 1971. Cash and exchange tende 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue C~ 
of 1954 the amount of discount at which bills issued hereunder ares~ 
is considered to accrue when the bills are sold, redeemed or otherwisl 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or loss, the difference between the prke~ 
for the bills, whether on original issue or on subsequent purchase, al 

the amount actually received either upon sale or redemption at maturi 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained frt 
any Federal Reserve Bank or Branch. 

000 



rtment of the TRfASU RY 
D.C. 20220 TELEPHONE W04-2041 

IR RELEASE UPON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE THE HOUSE COMMITTEE ON APPROPRIATIONS 
WEDNESDAY, FEBRUARY 24, 1971, AT 1:30 P. M. 

Mr. Chairman and members of the Committee, I am pleased 
I appear before you today to discuss Treasury operations as 
~lated to the budget, with particular reference to our revenue 
,timates. 

The table appended to my statement presents the revenue 
,de of the Federal Budget in considerable detail, but I will 
luch on a few of the highlights. Unified budget receipts i~
,scal 1972 are estimated at $217.6 billion, an increase of 
:3.8 billion over fiscal 1971. (Federal fund receipts -- , 
:cluding trust fund operations - - are estimated at $153.7 '. J, 

,Ilion in fiscal 1972, an increase of $14.6 billion ove~ 1971) 
lese estimates are based on the expectation that the GNP in 
.lendar 1971 will total $1065 billion, an increase' of $88 
.Ilion over calendar 1970. This contrasts with a GNP increase 
. $45 billion in calendar 1970 over 1969. Corporate profits 
!fore tax in 1971 are estimated to be $98 billion - an increase 

$16 billion over 1970. 

The rise in budget receipts from fiscal year 1971 to 1972 
11 result mainly from the growth in economic activity expected 

I the next year and a half. The changes in tax receipts also 
~flect administrative and legislative actions. The adminis
'ative change accelerating payments of the individual income 
.x, the social security tax, and excise tax payments adds 

2 billion in receipts in fiscal 1971. This one-shot gain 
1971 is not repeated in 1972. It should be noted that the 

celeration of these taxes did not add to tax liabilities but 
rely shortened the pipeline time in the payment reaching 
e Treasury. 

A second administrative ch~nge is the depreciation reform 
cently announced by the President. This reduces receipts by 

7 billion in fiscal 1971 and by $2.7 billion in 1972. New 
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legislation proposed in the Budget will increase 1972 total 
receipts over 1971 by $2.8 b~llion. Almost all of this comes 
from the proposed increase in the social security tax base 
from $7,800 to $9,000 effective January 1, 1971, which is 
reflected only in the unified budget. 

Although the projected Federal Budget will require 
somewhat less borrowing in fiscal 1972 as compared with the 
curtent year, we will require an increase in the debt limit. 
In adjusting the debt limit I hope the Congress will grant an 
increase which will be adequate to meet our needs at least 
through fiscal 1972. 

In meeting our borrowing needs we are looking forward 
to more favorable market conditions in the coming year than 
we have enjoyed for a number of years. In this context it 
would be in the public interest if we could do some financing 
in the long term area where the 4-1/4 percent statutory ceili~ 
has blocked the issuance of any new obligations since 1965. 

I have urged the Congress to remove this archaic re
striction, and I am pleased to report that yesterday the House 
Ways and Means Committee voted some relaxation of the ceiling. 

I shall be pleased to respond to your questions. 

000 
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Budget Receipts 
Under Legislation Proposed in Fiscal 1972 Budget Document 

Fiscal years. In billions of dollars. 

:egory 

Ii vidual income tax 
'porat ion income tax 
)loyment taxes and contributions 
~mployment insurance 
ltributions for other insurance 
md retirement 
:ise taxes 
:ate and gift taxes 
itoms duties 
icellaneous receipts 
Jnified budget receipts 

luct: 
trust funds, etc. 

Federal funds receipts 

Actual 
1970 

90.4 
32.8 
39.1 

3. 5 

2 . 7 
15.7 

3.6 
2.4 
3.4 

193.7 

50.6 
143.2 

Estimated 
1971 1972 

88.3 
30.1 
42.3 
3.6 

3.1 
16.8 

3.7 
2 • 5 
3.8 

194.2 

55.1 
139.1 

93.7 
36.7 
50.2 

4. 2 

3. 2 
17.5 

5.3 
2. 7 
4.1 

217.6 

63.8 
153.7 

Underlying Economic Assumptions - Calendar Years 

) 

~sonal income 
~porate profits before tax 

:ice of the Secretary of the Treasury 
)ffice of Tax Analysis 

1969 

931 
749 

91 

1970 

977 
801 

82 

1971 

1065 
868 

98 

te: Figures do not necessarily add to totals due to rounding. 



rtment of the TRfASU RY 
D.C. 20220 TELEPHONE W04-2041 

N: FINANCIAL EDITOR 

J\SE 6:30 P.M., EST 

, February 23, 1971 

RESULTS OF TREASURY'S MONTHLY BILL OFFERING 

Treasury Department announced that the tenders for two series of Treasury 
ne series to be an additional issue of the bills dated November 30, 1970 ,and 
r series to be dated February 28, 1971 , which were offered on February 17, 1971, 
ned at the Federal Reserve Banks today. Tenders were invited for $500,000,000 
abouts, of 274..day bills and for $1,200,000,000 or thereabouts, of 366 -da.y 
The details of the two series are as follows: 

ACCEPTED 274-day Treasury bills 366-day Treasury bills 
'lVE BIDS: maturins November 30 z 1971 maturing February 29 2 1972 

Approx. Equiv. Approx. Equiv. 
Price Annual Rate Price Annual Rate 

h 97.214 !:/ 3.660% 96.299 EI 3.640% 
97.184 3.700% 96.243 3.695% 

rage 97.191 3.691% !/ 96.264 3.675% 1/ :::;;; 

cepting 2 tenders totaling $500,000; EI Excepting 1 tender of $50,000 
of the amount of 274-day bills bid for at the low price was accepted 
of the amount of 366-day bills bid for at the low price was accepted 

NDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

ct AEElied For AcceEted AEElied For AcceEted 
$ 170,000 $ 170,000: $ 21,090,000 $ 20,790 ,000 

rk 1,152,655,000 347,475,000: 1,621,950,000 875,750,000 
elphia 915,000 915,000: 610,000 610,000 
and 15,660 ,000 10,210,000: 44,925,000 29,925,000 
nd 3,275,000 1,275,000: 11,290,000 4,290 ,000 
a 14,345,000 6,345,000: 17,215,000 5,215,000 
::> 105 , 935 ,000 81,935,000: 259,190,000 169,170,000 
llis 16,415,000 7,415,000: 22,905,000 11,235 ,000 
polis 19,790 ,000 2,700,000: 24,595 ,000 4,585,000 
City 7,130,000 2,130,000: 6,835,000 1,835,000 

24,120,000 3,440,000: 24,030,000 1,530,000 
!U1cisco 81,400,000 37,130,000: 138,790,000 75,100,000 

roms $1,441,810,000 $501,140,000 .£! $2,193,425,000 $1,200,035,000 ~ 

les $17,480,000 noncompetitive tenders accepted at the average price of 97.191 
les $26,145,000 noncompetitive tenders accepted at the average price of 96.264 
rates are on a bank discount basis. The equivalent coupon issue yields are 
for the 274;day bills, and 3.84% for the 366-day bills. 



artmentofthe TREASURY· 
~. D.C. 20220 TELEPHONE W04-2041 

~OR IMMEDIATE Rf;LEASE February 2~~ 1971 

TREASURY SECRETARY CONNALLY NAMES CHARLES D. MAYNARD 
AS NEW STATE SAVINGS BONDS CHAIRMAN FOR ARKANSAS 

Char les D. Maynard, ~anage,r of Industrial Development, 
rkansas Louis1ana 9asCo. (Arkla), Little Rock', is appointed 
)lunteer State. Chai:r~an 'for the U. S. Sayings Bpnds Pr,ogram 
1 Arkansas by Secretaxy of .the Treasurv John B. Connally, 
Efective inunediately-. 

He succeeds the late W. W. C,ampbell, Chairm~n of the 
)ard~ F.irst National Bank o~ Eastern Arkc';lnsas, Forrest City, 
10 had served as State Chairman since August 1941.. 

Maynard will head a connnittee of State business, financial, 
~bor, media, and government leaders which -- working with the 
, S. Savings Bonds Division -- assists in promoting the sales 
: Savings Bonds. 

At Arkla he is responsible for industrial development 
1roughout the five-state area served by the company. He 
) also involved in corporate planning, public affairs, and 
) an adviser to the Chairman of the Board on subsidiary 
)erat ions. 

Before joining Arkla in 1965, Maynard -- then a colonel 
is District Engineer, Little Rock District, U. S. Army Corps 
: Engineers. During the three years he held this post, he 
is responsible for planning, design, and construction of the 
~kansas River Navigat ion Proj ec t. 

Maynard is a Registered Professional Engineer in Arkansas. 
is on the Executive Board of Water Resources Associated of 

lerica and is Vice President of the Pu laski County Flood 
ISOC iat ion. 

( over ) 
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He is first Vice President of the Little Rock Chamber ~ 
Commerce. In 1970 he was Vice Chairman of a "Blue Panel" 
Committee of 100, appointed by the Arkansas Legislature to 
study tax equities for the state. He is a Director, Arkansas' 
Chapter, National Conference of Christians and Jews, Director 
at Large, Arkansas Basin Association, and Chairman, President's 
Council, Subiaco Academy. 

The Fort Sill, Okla., native was graduated from the U. S. 
Military Academy at West Point in 1941 with a B. S. Degree in 
Ci vi 1 Engineering. He rec eived Mas ter' s Degrees in Engineering 
from Harvard University, Cambridge, Mass.; in Mathematics 
from Rensselaer Polytechnic Institute, Troy, N.Y., and in 
International Affairs from George Washington University, 
Washington, D. C. 

He and his wife, the former Angela Jane Curry, have four 
children -- Angela Jane, Charles D., Jr., Elyse T., and 
Thomas C. The Maynards reside in Little Rock. 

000 
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TREASURY SECRETARY CONNALLY NAMES WILLIAM H. KENDALL 
AS NEW STATE SAVINGS BONDS CHAIRMAN FOR KENTUCKY 

William H. Kendall, PreSident, Louisville & Nashville 
ai1road Co. ( L&N ), Louisville, is appointed volunteer 
tate Chairman for the U. S. Savings Bonds Program in 
entucky by Secretary of the Treasury John B. Connally, 
ffective immediately. 

He succeeds Albert M. Brinkley, Jr., former Chairman 
f the Board, Citizens Fidelity Bank & Trust Co., Louisville, 
ho had served as State Chairman since January 1967. 

Kendall will head a committee of State business, financial., 
abor, media, and government leaders which -- working with the 
• S. Savings Bonds Division -- assists in promoting the sales 
f Savings Bonds. 

Kendall was elected President of L&N in April 1959, 
.aving served as Vice President and General Manager since 
anuary 1957. He was appointed to the Board of Directors in 
Ictober 1957. 

His career began in 1933 with the Pennsylvania Railroad, 
nd he moved to positions of increasing responsibility with 
hat company, the Atlantic Coast Line and Seaboard Coast Line 
.ai1roads, through the years, until he joined L&N as Assistant 
.0 the President in December 1954. 

He is a director of the A&WP Rail Road, Western Railway 
If Alabama, Association of American Railroads, Association of 
:outheastern Railroads, Transportation Assoc ia tion of America, 
:itizens Fidelity Bank & Trust Co., Louisville; Third National 
I~k of Nashville, Tenn.; Commonwealth Life Insurance Co Q , 

:ercu1es Inc 0, Hi11erich and Bradsby Co., and is a member of 
he Executive Committees of both the Clinchfield and the 
·eorgia Rai 1roads • 
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Kendall is on the Board of Directors, Methodist Evangelical 
Hospital and the Louisville Automobile Club and is a member of 
the Board of Overseers, University of Louisville. 

In 1965, he served as a member of the U. S. Industrial 
Payroll Savings Connnittee. He was Chairman of the U. S. Savings 
Bonds Committee of the Louisville Chamber of Commerce in 1964. 

The Sonnnervi11e, Mass., native is a graduate of the Thayer 
School of Engineering, Dartmouth College, Hanover, N. H. 

He and Mrs. Kendall, the former Lucile Hayworth of Bristol, 
Va., have two children -- Roberta Ann ( Mrs. Douglas Woodward), 
and William Thomas. 

000 
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)R IMMEDIATE RELEASE 

Mrs. Mary Brooks, Director of the Mint, today issued the 

Howing statement after the House -Senate Conferees' approval of the 

)inage amendments authorizing the Mint to produce Eisenhower dollar 

)ins in silver and in cupro-nickel, and half-dollars in cupro-nickel: 

It is too early for the public to start ordering the new Eisenhower 

lver dollars, although yesterday's Congressional action brings the date 

r minting these coins much closer. Both the Senate and House still must 

ve final approval, and then the bill must go to President Nixon for 

.gnature before the Mint can finalize plans for distribution. Mrs. Brooks 

ided that these plans will assure the widest possible distribution of these 

)ins. 

Any orders received prior to approval of the legislation and the 

:int's announcement of ordering plans, will be returned to the sender 

~omptly, Mrs. Brooks emphasized. 

The coinage legislation, which was attached to the One-Bank-Holding 

ompany Act, will also authorize the production of cupro -nickel dollar 

ld half-dollar coins for general circulation, and for the one-time special 

tie by the General Services Administration of 2. 9 million rare silver 

)l1ars which have been held in the Treasury for many years. 

-000-
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FOR RELEASE UPON DELIVERY 

REMARKS OF ROBERT T. COLE 
INTERNATIONAL TAX COUNSEL 

UNITED STATES TREASURY DEPARTMENT 
BEFORE THE 

34TH MID-AMERICA WORLD TRADE CONFERENCE 
LaSALLE HOTEL, CHICAGO, ILLINOIS 

WEDNESDAY, FEBRUARY 24, 1971, 9:00 A.M. CST 

SIMPLIFYING THE OPERATION OF SECTION 367 OF THE 
INTERNAL REVENUE CODE 

It is indeed an honor for me to participate in this 

Illinois State Bar Association Session of the. Mid-America 

World Trade Conference. 

I am especially delighted to be in Chicago. I have 

fond memories of visiting my law school roommate, who lived 

1n a nearby town, Fox River Grove, and becoming acquainted 

with your city and your countryside. 

It 1S important, I feel, for government officials to 

get out of Washington and to meet with the people in every 

part of the country who are affected by the laws they are. 

developing and administering. In the case of the taxation 

of foreign source income, the "constituency" may be rela-

tively small. But wherever taxpayers with foreign income 

exist, those of us doing international work at the Treasury 

would like to meet with them and discuss problems of mutual 

interest. 
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since this Administration took office two years ago 

there has been a great deal of work done to improve Our 

tax system, much of it embodied in the Tax Reform Act of 

1969, and the detailed regulations being issued. Most of 

the focus has been on the taxation of domestic source income. 

Some of the changes, however, have been in the foreign area 

such as the addition of a provision dealing wi th continental 

shelf; a limitation on the foreign tax credit with respect 

to mineral income; the extension from 1972 to 1975 of the 

exemption for interest paid by U. S. banks to foreigners; 

and the extension of the foreign tax credit to taxes paid 

by third-tier foreign subsidiaries. 

But we are considering much more in the foreign area. 

The keynote for the Administration was set by Assistant 

Secretary Cohen in November 1969 at the 56th National 

Foreign Trade Convention in New York. I would commend that 

speech to you for an overall indication of our directions. 

That speech included the first public announcement of 

the Treasury proposal for the DISC which, as you know, 

would permit u. S. exporters to defer U. S. tax on export 

income in much the same way that deferral can now be achieved 

through the use of foreign subsidiaries. The DISC proposal 

was passed by the House as part of the Trade bill in the 

9lst Congress, but DISC was put aside by the Senate Finance 
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committee for further consideration this year. The Trade 

bill has been reintroduced by Representatives Mills and 

Byrnes and others as H. R. 20 in this session and again 

includes the DISC. It is important to note that in his 

confirmation hearings, Secretary Connally expressed strong 

support for DISC. We would hope that Congress will enact 

the proposal in this session. 

We have also been working on the other subjects re

ferred to by Assistant Secretary Cohen. As he indicated, 

one of our important themes has been simplification of what 

is probably the "most complex part of the Internal Revenue 

Code -- the provisions for the taxation of foreign source 

income. 

High on the list for simplification are the rules for 

the formation, reorganization and liquidation of foreign 

corporations on a tax-free basis. In order for such transac

tions to be tax free a determination must be obtained from 

the Internal Revenue Service in advance of the transaction, 

that a principal purpose is not the avoidance of Federal 

income taxes. Under current practice, the only way to obtain 

such a determination is to obtain a ruling. The applicable 

provisions of the Internal Revenue Code is section 367. 

The transactions covered by section 367 are often 

complex and they can take many forms. It will not be easy 

to achieve simplification. I am convinced nevertheless that 

much can be done to achieve simplification while at the same 
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time preserving the purpose of section 367 to prevent tax 

avoidance through the use of foreign corporations. 

My purpose this morning is to indicate in a general 

way my views on possible directions for change in section 367 

and related provisions with the hope that those affected 

wi 11 let us know if the directions make sense to them and would 

indeed simplify their task of complying with our tax laws. 

A big step ln this area was taken in 1966 and 1968 with 

the publication by the Internal Revenue Service of tentative 

and findl guidelines \vhich would thereafter be fo11o",ed by 

the Internal Revenue Service in passing on requests for 

rulings under section 367. Before that time there had been 

mach uncertainty as to the requirements for a favorable ruli~. 

In other words, before the publication of the guidelines it 

was difficult to know what the Service regarded as a principal 

purpose to avoid Federal income taxes. 

In many types of transactions the concept of tax avoidance 

has been derived from section 1248 of the Code 'oJhich was added 

by the Revenue Act of 1962. In general, section 1248 provides 

that upon a taxable disposition or liquidation of a controlled 

foreign corporation (a foreign corporation with more than sal 

direct or indirect ownership by U. s. shareholders), the gain 

of U. S. shareholders (limited to LT. S. persons \vith at least 

a 10% interest in the voting stock) is taxed at ordinary rates, 

as if they received a dividend, to the extent of the post-

1962 earnings and profits. Many of the rules ln 
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.e guidelines under section 367 are designed to assure 

.at this tax is not avoided. In other cases the tax 

oidance focus of the guidelines is the U. S. tax on the 

preciation of property which a taxpayer wants to transfer to 

foreign corporation. 

While the guidelines have been of considerable help 

taxpayers, a number of difficulties are still encountered, 

incipally the following: 

--In a number of cases the requirement that the 

ruling be secured in advance has causeu problems. Even 

though the Income Tax Division has been able to reduce 

the time required in obtaining a ruling, there are 

cases where the desire of the taxpayer to proceed rapidly 

cannot be fully accommodated by the rapid issuance of 

a favorable ruling. 

--In other cases, transactions subject to section 

367 have been consummated in ignorance of the advance 

ruling requirement. The Tax Court has held that the 

Commissioner does not have legal authority to issue 

a ruling once the transaction has taken place. One 

such instance recently led Congress to provide retro-

actively that a ruling with respect to a narrow class 

of reorganizations could be obtained after the transaction. 

However, there will undoubtedly be other cases in the 
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future where the taxpayer will have inadevertently 

failed to obtain the ruling and will seek legislative 

redress. 

--In many cases the result is clearly enunciated 

in the guidelines. For example, the guidelines pro

vide that certain transactions will be treated as tax 

free and certain other transactions will be treated 

as partially tax free. However, an advance ruling is 

required even though a favorable ruling is virtually 

automatic. In some cases where the guidelines provide 

for the nonrecognition of income, which under section 

1248 is taxable as a dividend, the Service has felt it 

necessary to also enter into a closing agreement with 

the taxpayer to assure the eventual collection of tax 

at the rate applicable to dividends. Where the tax 

effects of a transaction are settled, there does not 

seem to be any reason to continue these complex procedures. 

--Some transactions take place en tirely outside of 

the United States. The corporations involved are not 

subject to U. S. tax and there is no exchange of stock 

or securities by U. S. shareholders. In such cases 

there is no immediate U.s. tax liability. However, 

because the earnings and prof i ts (under U.S. concepts) 

of foreign corporations affect the amount of foreign 

tax credit, and the classification of a transaction as 
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taxable or tax free affects earnings and profits, 

it is necessary to determine the classification. 

It is the present view of the Service that tax-free 

classification requires an advance ruling under 

section 367. In my view every effort should be made 

to eliminate the need for a ruling for such transac

tions. 

--One practical effect of the requirement In 

section 367 that the determination be obtained in advance 

has been that taxpayers have not been able to litigate 

the denial qf a favorable ruling. The tendency of 

taxpayers seeking to obtain rulings has been to shape 

transactions to the requirements of the Internal Revenue 

Service or abandon transactions, even when they feel 

that the transactions originally planned should have 

resulted in favorable rulings. It is possible that 

if a court found that a favorable ruling has been 

unreasonably denied it would order the Commissioner to 

issue a favorable ruling. Another possibility would 

be for a court to hold that the effects of a transac

tion are to be determined as if a favorable ruling 

had been issued prior to the transaction. But it is 

also possible that the courts would deny both types 

of relief on jurisdictional grounds. In any event, 
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no taxpayer has sought judicial relief along these 

lines in the 39 years since the enactment of section 

367. Should the law be amended to facilitate appeals 

of taxpayers to the courts? On the one hand it is 

argued that the Internal Revenue Service has much 

experience with transactions subject to section 367 

and that enlightened administration exists or can be 

achieved and there is no need to have the courts 

involved in the determination of a tax avoidance pur

pose under section 367. On the other hand, it is 

argued that the restraints of judicial review are 

important and that such restraints should be present 

in the determination of the tax effects of foreign 

transactions. 

In order to deal with these problems, I would offer 

for your consideration changes of two basic types: 

First, narrowing the requirement for rulings under 

section 367 and providing for the tax effects of various 

transactions by statute or regulation and thereby eliminating 

the requirement for a ruling. 

Second, providing in an amendment to the Internal Revenue 

Code, that in those cases where a section 367 ruling remains 

necessary, the ruling can be obtained after the transaction 

as well as before. 
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Removing Transactions from the Requirement of 
a Ruling Under Section 367 

ILil 

In removing transactions from the requirement of a 

section 367 ruling, some transactions could be made partially 

taxable in all cases and other transactions could automati-

cally be treated as tax free. 

1. Transactions Partially Taxable in All Cases 

The Internal Revenue Code (section 332) provides 

that the complete liquidation of a domestic subsidiary into 

its domestic parent corporation is tax free if the parent 

owns at least 80 percent of the stock of the subsidiary. 

Tax-free treatment in such a case meshes with the provision 

which provides that dividends received by a U. S. corporation 

from an 80-percent-owned domestic subsidiary may, by a 

proper election, be fully excluded from the income of the 

parent so that there is only one tax at the corporate level. 

In the case of a foreign subsidiary of a U. S. parent 

corporation, the approach of our law is different. The 

foreign subsidiary is ordinarily not subject to U. S. income 

tax. Our law provides that upon the payment of a dividend 

by the subsidiary to the parent, U. S. tax is imposed on 

the parent. The tax 1S the difference between full U. S. 

tax on the dividend and the sum of the foreign tax paid by 

the subsidiary and the foreign withholding tax applicable to 

the dividend. 

The guidelines provide rules for the liquidation of a 

foreign subsidiary into a domestic parent which are designed 
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to achieve the same result. Thus, a favorable ruling will 

be granted subject to a "toll charge". A favorable ruling 

will be given only if the parent agrees to include in its 

gross income as a dividend the portion of the accumulated 

profits of the foreign corporation attributable to the 

parent's stock in the foreign corporation. It should be 

noted that a similar result is also achieved if the parent 

sells the stock of the subsidiary. As I indicated, section 1248 

provides, in general, that the portion of the gain equal to 

the earnings and profits of the foreign subsidiary, accumulated 

since 1962, and attributable to the stock sold is taxed as a 

dividend rather than as a long-term capital gain. 

Since the amount of tax payable on the liquidation 

of a foreign subsidiary is now well established, there does 

not seem to be any further need for a ruling procedure. 

Rather, the tax liability could be generally provided for 

along the lines of section 1248. 

2. Transactions Always Trea.ted as Tax Free 

I mentioned earlier that a recent retroactive amendment 

to section 367 was made to deal with the case of a taxpayer 

who had inadvertently failed to obtain an advance ruling 

for a transaction with respect to which the Service would 

have granted a favorable ruling if asked. It would appear 

that if a favorable ruling is to be granted without the 
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imposition of a "toll charge" in any event, the transaction 

should be automatically treated as tax free without requiring 

a ruling. 

I will now discuss the more important of these transactions. 

a. Section 351 Transactions. 

The most important type of transactions covered by 

section 367, as measured by the number of ruling requests 

received, is the transfer of property by a U. S. taxpayer 

to a foreign corporation in exchange for stock or securities 

of the foreign corporation where the transferor, either 

alone or with other transferors, owns after the transfer at 

least 80 percent of the stock of the foreign corporation. 

If a similar transfer is made by a U. S. person to a domestic 

corporation, section 351 of the Code provides there is 

generally no tax imposed on the receipt of the stock or 

securities. 

In the case of such a transfer to a foreign corporation, 

tax is imposed on the difference between the basis of the 

property transferred and the fair market value of the stock 

and securities received, unless a favorable ruling has been 

obtained under section 367. The guidelines generally provide 

for a favorable ruling if the property transferred is to be 

devoted by the foreign corporation to the active conduct, 

in any foreign country, of a trade or business and the 
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foreign corporation will have need for a substantial 

investment in fixed assets or the foreign corporation will 

be engaged in the purchase and sale of manufactured goods. 

I will refer to all of these requirements as the "substantial 

business use test". However, certain types of property 

divided into two classes are singled out for special 

treatment. The first class consists of inventory, accounts 

and notes receivable which have not previously been included 

in income, stock or securities (with certain exceptions) 

and property likely to be disposed of by the foreign 

corporation. Property in this first class will not be 

covered by a favorable ruling unless the Service determines 

that the facts and circumstances justify a departure from 

the guidelines. The second class includes property which 

is subject to a lease or license at the time of the transfer; 

property that is likely to be leased or licensed by the 

transferee after the transfer; and certain patents, trade

marks, and similar intangibles to be used in the united 

States, or in connection with u. S. exports or imports. 

The guidelines are somewhat more flexible as to this class 

and provide that such property will not "ordinarily" be 

covered by a favorable ruling. 

In transactions where a taxpayer transfers property 

which is in these special categories along with property 
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which is not, the guidelines provide that if the transferor 

agrees to include in his gross income an amount to reflect 

the realization of income or gain in respect of assets which 

would be excluded from a favorable ruling, the ruling will 

be issued with respect to the other property transferred, 

assuming that the substantial business use test has been satis

fied. 

Now that the Service has developed these classifications 

in the guidelines, it may be possible to build on this 

experience. Thus, it could be provided generally, rather than 

by ruling, that p;roperty which is not within either of the 

special classes can be transferred to a foreign corporation 

under section 351 if the substantial business use test has been 

met. The only additional requirement which I would add would 

be for special notice of the transfer to be provided in the 

taxpayer's return. The purpose of the special notice would 

be to facilitate the careful scrutiny of the transaction by 

the Service so that it can verify that the requirements were 

indeed satisfied. For example, the Service could make sure 

that there was no purpose for the foreign corporation to 

dispose of the property transferred and that the intangibles 

trans ferred were for the use in the foreign corporation's 

business and were not for use in connection with U. S. exports 

and imports. It has been the experience of the Service that 
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these types of situations could involve substantial tax 

avoidance. In order to assure that taxpayers file the 

special notice, it may be necessary to provide that section 

351 will not apply to any of the property transferred in 

the absence of a timely filing of the notice. 

Even though an advance ruling would not be required, 

if a taxpayer desired assurance as to the classification 

of particular types of property or as to whether the 

substantial business use test had been met, he could still 

apply for a ruling before the transfer. Indeed it may be 

assumed, on the basis of experience in the domestic area, 

that many taxpayers would avail themselves of this opportunity. 

As to property in the two special classes, the transac

tion would be taxable unless a favorable ruling under 

section 367 is obtained. The failure to obtain a ruling 

with respect to such property would not vitiate the tax-free 

nature of a transfer of other property when the requirements 

for such a transfer are met. 

While the starting point for the classification of 

property would be that now used in the guidelines, our 

concepts of tax avoidance in section 351 transactions may 

evolve and it may be desired to make changes from time to time. 

This could be done conveniently if the classifications are 

set forth in regulations. 
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b. Exchange of Stock in a Foreign Corporation Which 
Is Not A Controlled Foreign Corporation. 

There are two other types of transactions as to which 

favorable rulings are now generally available under the 

guidelines and which I believe can be generally provided 

for without the requirement of an advance ruling. The 

first of these involves an exchange of stock or securities 

in a foreign corporation which is not a controlled foreign 

corporation by a U. s. taxpayer in a reorganization. The 

acquiring corporation, the stock or securities of which 

the taxpayer would receive in the exchange, might be 

foreign or domestic. Except in special situations, the 

standard for tax avoidance where stock or securities are 

exchanged for stock or securities is provided by section 

1248. Since section 1248 applies only where the foreign 

corporation is a controlled foreign corporation, there is 

no potential for avoidance of the ordinary income treatment 

of that section. Thus, it would appear that tax-free 

treatment can be provided for generally. 

One example of a special situation, where tax-free 

treatment would not be automatic, would be where the acquiring 

corporation is foreign and is controlled by the U. S. 

stockholders of the acquired corporation. In such a case 
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the U. S. stockholders could cause the stock of the acqUired 

corporation to be sold without any immediate u. s. tax on 

the capital gain. Since the disposal of appreciated 

stock without aU. S. tax is the type of transaction which 

led to the enactment of section 367 I I believe the Service 

should examine these control cases in a ruling context. 

A definition of control should be developed in order to 

avoid uncertainty. 

c. Transactions with No Immediate U. S. Tax Liability. 

Another class of transactions which can be made tax 

free without a rul ing involves the formation, reorganization, 

or liquidation of only foreign corporations, where none of 

the corporations are engaged in trade or business in the 

United States and no stock or other property is exchanged 

by U. S. persons. For example, a foreign corporation which 

owns all of the stock of a second corporation might liquidate 

the second corporation. Treating the liquidation as tax~le 

would reduce the foreign tax credit on dividends paid by 

the first-tier corporation. It seems to me that there is 

no reason to require a section 367 ruling for such a liquida

tion to be regarded as tax free since the earnings and 

profits of the second corporation are taken into account 

in applying section 124B after the liquidation. Where a 

foreign corporation operating in a developed country and 

a less developed country corporation are involved in the 
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transaction, a question might be raised as to the application 

of the special less developed country corporation rules 

for earnings of past years. 

Even where there is an immediate U. S. tax consequence 

by reason of the subpart F provisions, consideration should 

be given to providing for tax-free treatment without a 

ruling under section 367. 
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Preserving Ordinary Income Treatment under 
Section 1248 

I have indicated that if, in a reorganization, a 

u. s. shareholder exchanges stock in a foreign corporati~ 

which is not a controlled foreign corporation, the exchange 

can ordinarily be tax free. The reason for this is that 

there is no question of ordinary income treatment under 

section 1248. Section 1248 applies only where the forei~ 

corporation is a controlled foreign corporation. 

wnere the stock of a controlled foreign corporation 

is involved, the~e is generally no tax avoidance potential 

as long as the ordinary income treatment of section 1248 

is preserved, and, as I discussed in connection with 

totally tax-free transactions, the transfer is not used 

for the removal of appreciated securities from the U. S. 

taxing jurisdiction. For example, assume that all of the 

stock of a controlled foreign corporation is exchanged by 

aU. S. shareholder for the stock of a domestic corporation 

in a "Bit reorganization. In such a case the controlled 

foreign corporation continues as a controlled foreign co~o~ 

tion of the acquiring domestic corporation. In computing 

the amount taxable as a dividend under section 1248, the 

earnings and profits of the controlled foreign corporatioo 

include the earnings and profi ts accumulated whi Ie it was 

owned by its former shareholder. Therefore, the guidelines 

provide for a favorable ruling in such a case. 



- 19 -

There are, however, a number of cases as to which 

current law does not or may not preserve the ordinary income 

treatment forpast earnings and profits. These include the 

following types of reorganizations: 

1. The acquisition of the assets of a controlled 

foreign corporation by a second controlled foreign corporation. 

2. The acquisition of the assets of a controlled 

foreign corporation by a domestic corporation or by a 

foreign corporation which is not a controlled foreign 

corporation. 

3. The acquisition of stock of a controlled foreign 

corporation so that after the reorganization the foreign 

corporation 1S no longer a controlled foreign corporation 

or where after the reorganization the interest of u.s. share

holders in the acquired corporation is diminished. 

With respect to the first case (the acquisition of the 

assets of a controlled foreign corporation by a second 

controlled foreign corporation in a reorganization) , 

the Service has announced that the regulations under section 1248 

will be modified so that the earnings and profits of the acquired 

corporation will carryover as earnings and profits of the acquir

lng corporation for purposes of section 1248. When this is done 

any tax avoidance potential will disappear. In the meantime, 
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the Service conditions the issuance of a favorable 

ruling on the payment of tax on the gain which would be tn. 

as a dividend by section 1248. The Service does permit, h~ 

ever, by means of a closing agreement, the deferral of this 

tax until the disposition of the shares of the acquired 

corporation or upon the occurrence of other specified events. 

Once it is assured that the earnings and profits of the 

acquired corporation will be carried over for purposes ~ 

section 1248, there will no longer be a need for an advance 

ruling in this situation. 

The other cases which I have referred to (in which secUd 

1248 attributes are not carried over) involve basically 

a controlled foreign corporation losing its status as su~. 

One approach would be to require that the former stockholders 

of the controlled foreign corporation must pay tax on ~at 

part of the gain which section 1248 would treat as a dividend 

at the time of the reorgani zation. This solution is unsatis

factory, in my view, as it denies the deferral privilege of 

the reorganization provisions merely because a foreign ~Qm 

tion is involved. Every effort should be made to develop rullli 

which would at the same time permi t such deferral and preserve 

the ordinary income treatment provided by section 1248. This 

could be done by "tainting" the stock received in the reorgani 

zation by the former stockholders of the controlled foreign 

corporation so that ordinary income.treatment would apply 00 

its taxable disposition. 
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While the "taint" approach is most consistent with the 

Les of the Internal Revenue Code, it raises a number of 

)blems which I would like to consider carefully before pro

;ing this route. These problems include the following: 

1. Difficulty in identifying the "tainted" stock in later 

irs when such stock is disposed of, especially where the stock 

that of a domestic corporation or a foreign corporation which 

not a controlled foreign corporation. 

2 . Where the holder of the "tainted" stock pays tax at 

linary rates on the earnings and profits of the acquired 

rporation, an adjustment should be made so that the same 

rnings and profits are not taxed to another u. s. taxpayer. 

=re is, however, a serious problem of proof and in determining 

= proper time to make this adjustment. 

3. A similar adjustment in the foreign taxes eligible 

r the foreign tax credit should also be considered, but here 

=re is an additional complexity because of the different rules 

?licable to individuals and corporations receiving dividends 

)m foreign corporations. 

4. If 1n subsequent years one of the surviving corporations 

3 losses, it can be argued that this should reduce the section 

~8 liability with respect to the "tainted" stock. Yet, such 

adjustment would involve considerable complexity. 

If, nevertheless, a satisfactory means is found to provide 

r the carryover of the potential section 1248 liability, trans

tions involving a controlled foreign corporation losing its 

iracterization as such would be another group for automatic 

{ free treatment. 
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Pre-l963 Earnings and Profits 

In the case of a sale or exchange, section 1248 treats 

that part of the gain which is equal to the post-l962 earnings 

and prof i ts of the controlled foreign corporation as a dividend, 

but section 1248 does not alter the character of the gain ~ 

account for the pre-1963 earnings and profits. The failure to 

treat the pre-1963 earnings and profits as a dividend represents 

a IIgrandfather" provision; the theory was tha t such earnings and 

prof its were accumulated at a time when the entire gain on a sal 

or exchange could be subject to the special long term capiUl 

gains rates. 

However, pre-l963 earnings and profits are treated as a 

dividend where the taxpayer has requested a ruling under 

section 367 with respect to a section 332 liquidation. 

As a condition of such a ruling the Service, pursuant to the 

guidelines, requires that pre-1963 as well as post-l962 earnings 

and profits be treated as a dividend by the domestic parent 

corporation. 

As a device to encourage the ~epatriation of foreign eam~ 

accumulated over the years, consideration might be given to 

limiting the dividend requirement, in connection with 

section 332 liquidations, to post-1962 earnings and profits fM 

a period, say five years. Perhaps the encouragement to 

repatriation would be even greater if section 1248 provided~d 
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the end of this period pre-1963 earnings and profits would 

treated as a dividend for purposes of taxing the gain claimed 

n a sale or excahnge subject to section 1248'. 

Subsequent Rulings Under Section 367 

As indicated, one of the major criticisms of section 367 

been that the ruling must be obtained in advance of the 

nsaction. Although the changes I have discussed above would 

siderably narrow the need for section 367 rulings, important 

sses of transactions would still require a ruling. 

s, the requirement for a ruling in advance must be examined. 

It would appear that most of the same benefits derived 

n the current section 367 ruling procedure can be obtained 

?ermitting the taxpayer to obtain the ~uling either before 

~fter the transaction. This would give considerable 

~ibility to taxpayers in the conduct of their affairs. 

There would appear to be three principal advantages 

the present section 367 ruling process: Administration by a 

II group of experts in the Reorganization Branch with 

,iderable expertise in the area; the possibility for taxpayers 

cing with the Reorganization Branch to shape their transactions 

idvance to meet the requirements of the Internal Revenue 

rice; and separate notice to the Service of transactions 

~h might go unreviewed in the normal audit process. 
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It is believed that all of these benefits can be preserved 

wi th a subsequent ruling. By requiring a ruling at some time, 

administration will continue in the Reorganization Branch. 

Indeed consideration might be given to providing that the 

Reorganization Branch will also examine the special notices 

filed in the case of automatically tax free transactions 

removed from the ruling requirement which I have already 

referred to. 

As to the opportunity to shape transactions in advance, 

most taxpayers would as a matter of caution continue to 

obtain a ruling in advance even though this 1S not required-

as is done currently in domestic practice. On the other hand, 

there is much to be said for permi tting taxpayers to be free 

to proceed on their own without an advance ruling if they so 

desire. 

As for separate notice to the Internal Revenue Service, 

this could be achieved by requiring taxpayers to report 

transactions subject to section 367 on a special form to be 

filed as part of the tax return. The new form could also be 

used for the special notice of automatically tax free transactio. 

Consideration might be given to providing that the ruling 

may be applied for either before the transaction or within t~~ 

months after the due date of the return for the year in which 

the transaction took place. If the taxpayer fails to apply 

wi thin that period, or fail q to supply the necessary information 

the U. s. taxpayer would be required to recognize gain derived 

in the transaction which is subject to the ruling requirement. 
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It would appear that one of the necessary results of 

permitting subsequent rulings is that taxpayers who fail to 

get such a ruling are more likely to attempt to litigate, and 

their procedural position would be much improved than currently. 

I have indicated previously the arguments for and against 

judicial review. My personal conclusion is that judicial 

review would be a welcome development, but that it should be 

limited to a determination of whether the Commissioner abused 

his discretion in denying or in only partially granting a 

favorable ruling under section 367. As a mechanical matter, 

it could be provided that a taxpayer who filed a timely applica

tion for a ruling, but failed to obtain a favorable ruling, or 

obtained a favorable ruling only as to certain assets, could, 

nevertheless, treat a transaction which is subject to the ruling 

requirement as completely tax free or file a claim for refund 

on that basis. Either approach would set the stage for a 

contrary determination by a Commissioner and submission to 

the courts. 

* * * 

We are now in the midst of developing a program under 

section 367. I have tried to share with you today some of 

my thinking, derived from our current work. We would very 

much appreciate having your thoughts on the various approaches 

which I have discussed today or any alternatives which may 

commend 'themselves to you. We plan to proceed rapidly and we 

urge you to let us have your comments within the next month. 

000 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE February 25, 1971 

UNDER SECRETARY WALKER LEADS UoS o DELEGATION TO 
SPECIAL MEETING OF THE BOARD OF GOVERNORS OF THE 

INTER-AMERICAN DEVELOPMENT BANK, BUENOS AIRES, ARGENTINA 

Treasury Under Secretary Char1s E. Walker will lead a 
United States delegation to Buenos Aires, Argentina, for a 
special meeting of the Board of Governors of the Inter
American Development Bank at which Mr. Antonio Ortiz Mena 
of Mexico will be sworn in as the new president of the 
Bank. 

Under Secretary Walker will be the Special Representative 
of President Nixon and will als~ as temporary Alternate ' 
Governo~ represent Secretary of the Treasury John B. 
Connally, the U. S. Governor of the Inter-American Development 
Bank. 

Mr. Ortiz Mena, who succeeds Felipe Herrera of Chile 
as president of the Bank, will assume his new office on 
Monday, March 1. 

The delegation will depart Andrews Air Force Base, 
near Washington, Thursday afternoon and will stop over 
briefly in Curacao in route. 

Among those in the official U. S. delegation, in 
addition to Dr. Walker, will be John R. Petty, Assistant 
Secretary of the Treasury for International Affairs; 
Henry J. Costanzo, U. S. Executive Director, Inter-American 
Development Bank; Reuben Sternfeld, Alternate U. S. Executive 
Director, Inter-American Development Bank; Daniel Szabo, 
Deputy Assistant Secretary, Bureau for Inter-American 
Affairs, Department of State; Sidney Weintraub, Deputy 
ASSistant Secretary, Bureau for Economic Affairs, Department 
of State. The Honorable John Davis Lodge, U. S. Ambassador 

C-lO 
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to Argentina, will join the delegation upon its arrival 
in Argentina. 

Congressional advisors expected to join the official 
delegation include the following members of the House 
Banking and Currency Committee: Robert G. Stephens, Jr. 
Georgia, Albert W. Johnson, Pennsylvania; Tom S. Gettys,' 
South Carolina; Jr. William Stanton, Ohio; Tom Bevill, 
Alabama, and Charles H. Griffin, MiSSissippi. Richard T. 
Hanna, California, also a member of the House Banking and 
Currency Committee, will be attending the meeting but will 
not be travelling with the delegation. 

000 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR. RELEASE ON DELIVERY, 

STATEMENT BY THE HONORABLE JOliN B. CO\INALLY 
SECRETARY OF TilE TI~Li\SURY 

BEFORE. THE JOI01T ,ECONOr-IIC COi~I~IIT1TL 
FRI.D~Y, F:EBRUARY26, .1971, AT10:00 A.r-I., EST 

~Ir. Chairman and ~lembers of the Joint.Economic Committee: 
, '. 

It is a privilege to appear,before your distinguished 
CommJtrec .. I would like briefly ito deyelop and emphasize ~ 
certaip basic elements in the approacJl of the Administr~tion 
toward, ou~ ec6riomic problems. The el~m6nts ~ill provide 
a focus for my own efforts, and I believe they will. command 
widespread support in the Congress and in the country. 

First,. \vith sizable pools .of unemploye.d workers and 
excess capacity, the main instYl.lm~nts of policy arc. propcr)y 
turned toward encouraging and, facilitating economic expansion. 
T his a p pro a chi s ref 1 e c ted in the will in g n es s 0 f the Pre,s i de n t 
to accept a deficit in the Federal budget during the current 
fiscal year and prospectivelYI ,in fiscal 1972. It is, also. 
reflcc;,:.ted in complementary monetary policies by the Federal 
Res e,rve . 

Plainly, budgetary deficits woul~ not.be appropri~te in 
a period of strong demand ~nd low unemployment. ' Even now, 
with demands s.lack and unemp,loyment higl;), it is important that 
we keep Federal spending within full employment revenues. 
The President's budget fully respects that limitation .. j\lore
over, I am convinced that the planned deficits, resultIng 
essentially from the recent sluggishness of the economy, can 
be financed without impeding flows of funds to other uses. 

C-9 
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Second, while seeking strong and lasting economic 
expansion, 've must continue to deal with remaining inflationarY 
pressures. These pressures are mostly of the "cost-push" . 
variety, reflecting an imbalance between rising Kages and 
other costs and productivity growth. Renewed economic 
expansion should, at least for a time, bring faster than 
average productivity increases. This ,,-ill help stabilize unit 
costs. But, ~hcre practicable, we must also be prepared to 
act more directly in the interests of price stability. As you 
knO\~, the Administration has been moving in a number of specific 
~lreas to reinforce the disciplines of the market. 

for the longer run, the persistence and extent of infla
tionary pressures underscore the need to find better Kays 
of reconciling grO\vth with price stability. This Administration 
dealt forcefully and effectively with the overheating and ex
cess demand pressures that characterized the late 1960's. By 
those actions, the groundwork has been laid for a better 
price performance, provided that renewed groKth remains 
balanced and orderly. At the same time, hoe mus t press ahead 
~ith more specific measures that, over time, can help improve 
our longer-term price performance. We must not shrink from 
necessary actions to improve the functioning of the labor 
market or to reinforce competitive pressures in markets for 
goods and services. 

Third, we must recognize that we live in an inter-' 
dependent world. Our actions and our performance have an 
important bearing on developments abroad, and 've are, of course, 
affected by others. Points of strain and tension in these re
lationships are apparent. 

The plainly unsatisfactory state of our balance of pay
ments is one of the sources of strain. We fully recognize 
that this position needs to be strengthened. Unchecked, the 
present imbalances risk eroding the stability of the inter
national monetary system and the fabric of cooperation upon 
h'hich all countries are dependent. The result ,..;ould be to 
impede the flow of trade and investment that underlies the 
economic prosperity of the free h'orld. 
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We also know that there are no quick or easy answers to 
this problem, either for the United States as a deficit country 
or for the surplus countries which make up the counterpart of 
our deficits. What is plain is that we must carry out our 
own part of the responsibility for an improved structure of 
world payments. Most fundamentally, this requires orderly 
growth with price stability in the United States. Fortunately, 
this fundamental is consistent with our domestic objectives. 

During the past year, the international monetary system 
has functioned well despite abnormally large movements of 
short-term funds in response to interest differentials. Our 
very large deficit on the official settlements basis mainly 
reflected outflows of banking funds, which reversed the in
flows that had temporarily bolstered our position in the 
previous two years. 

Coping with large swings in short-term flows may be a 
price that we have to pay for maintaining relative freedom of 
capital movements and some independence in national monetary 
policies in a world of convertible currencies. These swings 
and flows will, of course, decline to the extent that national 
economies can in the future move more in step with each other. 

In conclusion, I am in no doubt as to the extent of the 
economic challenge before this country. We are embarking on 
a program of achieving simultaneously expansion and improved 
price performance. Success in those objectives will help 
our international financial position as well. We cannot 
afford to fail in this effort. 

I accepted appointment as Secretary of the Treasury in 
the belief that we can meet these challenges and that the 
Treasury can playa large role in that effort. But the task 
'is a very big one. It will engage the energies and the under
standing not only of the Congress and the Executive but of 
American business and labor as well. I am confident that we 
will not be found wanting. 



~epartmentofthe TREASURY 
NGTON. D,C, 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE 

STATEMENT BY THE HONORABLE CHARLS E. WALKER 
THE UNDER SECRETARY OF THE TREASURY 

SPECIAL REPRESENTATIVE OF THE PRESIDENT AND 
TEMPORARY'ALTERNATE GOVERNOR FOR THE UNITED STATES 

BEFORE 
THE SPECIAL MEETING OF THE BOARD OF 

GOVERNORS OF THE INTER-AMERICAN DEVELOP
MENT BANK, 'BUENOS AIRES, 

MARCH 1, 1971 

I am pleased to be able to convey to this Special 
Meeting of the'Board of the Governors of the Inter
American Development Bank the following message from 
President Nixon: 

'~he Board of Governors of the Inter-American Develop
ment Bank is today assembled for ceremonies of extraordinary 
importance in the life of a dynamic institution: the passage 
of leadership to new hands. It has gathered for this purpose 
in a gieat m~tropolis of the Hemisphere, capital'of a proud 
American nation whose constructive role in our Hemisphere is 
a source of admiration. 

'~y thoughts and my warm wishes are with all of 'you at 
this moment of transition, so solemn and yet so full of hope 

"I salute you, Dr. Antonio Ortiz-Mena, as you shoulder 
your new responsibilities as President of the Inter-American 
Development Bank." Your already distinguished career in the 
service of Mexican financjal stability and progress now takes 
on new horizons in the service of all the Hemisphere. 

C-ll 
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'i salute you, Dr. Felipe Herrera, as the retiring 
President of the Bank, whose faithful labors are reflected 
today by the solid and respected institution the Bank has 
become under your guidance. 

"And I salute the Board of Governors whose collective 
wisdom represents the touchstone of financial integrity and 
sound judgment on which a development banking institution 
must depend if it is to achieve lasting accomplishments. 

'~rom its inception, the Inter-American Development 
Bank has symbolized my conviction that true partners share 
both the obligations and the benefits of cooperative 
endeavor. The Bank is and must increasingly be a dynamic 
entity, readily adapting to new realities in an ever chang
ing world. 

'~he Bank's accomplishments are substantial; its potential 
is great. In the broad new strategy for United States develop
ment assistance that I have proposed, multilateral financial 
institutions such as the Bank will play an increasingly 
important role. Continued United States support for the Bank, 
and through it the broad cause of economic and social advance 
in the Americas, can be counted upon. 

'Today a new chapter opens. Let the chapter tell of 
constructive action by a constructive institution, wisely 
led and capably manned. And let its conclusion be the 
realization of the progress in the Americas toward which we 
are striving together." 

These thoughts are, of course, shared by the new United 
States Governor of the Bank, Secretary of the Treasury John 
Connally, who deeply regrets that the immediate demands of 
the office he has just entered made his personal attendance 
today impossible. I, too, share in the good wishes already 
extended to the new President and to the retiring President 
of the Bank. And I would like to add a few additional words 
about the broad relationship between the United States and 
the Bank as an institution. 
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As one who is closely concerned with the legislative 
affairs of the U.S. Treasury, I am gratified at the 
presence in our delegation today of several distinguished 
members of Congress. Their attendance is evidence of 
active Congressional interest in the growth of this 
constructive institution that binds us together in 
hemispheric partnership. And I believe they reflect 
a growing public understanding in my country of the 
role multilateral institutions such as the Inter-American 
Development Bank can and should play in the development 
process. 

Further evidence exists in the recent action of the 
Congress as a whole to support the full amount of our 
financial undertaking -- over $800 million -- towards the 
Bank's Ordinary Capital resources, as agreed last year at 
Punta del Este. Our Congress also provided late last year 
for the initial portion -- $100 million -- of our proposed 
contribution of $1 billion to the Fund for Special Operations. 
Legislation has just been introduced to obtain the balance, 
and I can assure you, in line with President Nixon's own 
pledge, of our firm intention to provide the full measure 
of resources called for in the Punta del Este resolutions. 

As rece~tly noted by the Inter-American Commi~tee for 
the Alliance for Progress in its review of the United States, 
rising U. S. contributions to the Inter-American Development 
Bank have been a major factor permitting this country to ful
fill its pledges made a decade ago for financial 
assistance to development in this hemisphere. This is the 
reality of the United States relationship with the Bank: 
a steadily increasing financial support, a steadily 
broadening reliance on the Bank for constructive yet innovative 
financing, and a steadily deepening engagement in the process 
Jf strengthening its capacities, improving its expertness, and 
)roadening its horizons. Not the clamor of news releases 
~bout this loan or that, not the rumor of an attitude or 
~n eye catching headline;but rather the reality of nearly 
~5 billion in resources that the United States has paid or 
)ledged, the reality of a special concern to which we devote 
;pecial effort. 



-4-

The Inter-American Deve lopment Bank is emerging as one 
of the main crucibles in the economic field through which 
the United States is forging a new relationship with Latin 
America. It is, increasingly, the embodiment of a heightened 
sense of sharing and of common purpose in achieving hemispherle 
development goals. Its commitment must be to excellence. A 
Bank that demand s the be st in deve lopment performance is Our 
mutual a:ld joint responsibility. To such a Bank and to such 
a partnership we renew our commitment today. 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

FINANCIJ\L EDITOR 

Sg 6:30 P.M., 

.arch 1, 1971. 

RESUL'l'S OF 'l'HEASURY' S WEEKLY BILL OFFERING 

TreRsury Dppart.ment. announced t.hat t.he t.enders for two series of Treasury 
e series to be an additional issue of the bills dated December 3, 1970 , and 
series to be dated March 4, 1971 , which were offered on February 23, 1971, 

.ed at the Federal Reserve Banks today. Tenders were invited for $ 1,900,000,000, 

.bouts, of 91-day bills and for $ 1,400,000,000, or thereabouts, of 182 -day 
he details of the two series are as follows: 

ACCEPTED 
VE BIDS: 

91-day Treasury bills 
maturing June 3, 1971 

182-day Treasury bills 
maturing September 2, 1971 

Approx. Equiv. Approx. Equiv. 
Price Annual Rate 

99.166 
99.146 
99.l54 

3.299% 
3.378% 
3.347% Y 

Price Annual Rate 

98.265 
98.239 
98.247 

3.432% 
3.483% 
3.467% 

of the amount of 91-day bills bid for at the low price was accepted 
of the amount of 182-day bills bid for at the low price viaS accepted 

mERS APPLIED FOR AND ACCEPTED BY FEDERAL RESF~VE DISTRICTS: 

,t A:e:e1ied For AcceEted A::e::el i ed li'or AcceEted 
$ 22,670,000 $ 11,220,000 $ 16,785,000 $ 6,785,000 

'k 2,3l5,040,000 1,418,990,000 2,195,345,000 1,242,04.5,000 
:lphia 35,135,000 20,135 ,000 6,240,000 6,240,000 
mel 40,500,000 30,115,000 31,160,000 25,570,000 
Id 13,050,000 9,840,000 10,500,000 3,000,000 

47,930,000 36,835,000 25,160,000 7,885,000 
176,665,000 166,435,000 157,955,000 49,795,000 

lis 54,520,000 50,520,000 30,560,000 23,360,000 
lolis 35,895,000 35 ,045 ,000 28,670,000 12,250,000 
City 28,225,000 28,225,000 13,135,000 7,835,000 

30,600,000 19,600,000 23,685,000 7,685,000 
ncisco 109,600,000 73,545,000 119,825,000 7,985,000 

'OTALS $2,909,830,000 $1,900,505,000 ~ $2,659,020,000 $1,400,435,000 'EJ 
cs $237,020 ,000 noncompetitive tenders accepted at the avera.,:;e price of 99.154 
('8 ;t 79,975,000 noncoli1pctiti ve tcnden.: acccptell at the [lvcrac;c pricc of 98. :,.~ 7 
rJ.L~s i.lrt: on a L.::l.ll}~ Ji;,CCJW1L bD.sis. 111e equivulent coupon issue yjchi::.; arc 
for til(' ~l -c1~:r bill~, and 3.59:" for the 18?-day bil1~. 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

1MEDIATE RELEASE March 2, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by 
:wo series of Treasury bills 
00,000,000, or thereabouts, 
; maturing March 11, 1971, 
)llows: 

this public notice, invites tenders 
to the aggregate amount of 
for cash and in exchange for Trea~ury 

in the amount of $3,306,070,000, 

9l-day biils (to maturity date) to be issued March 11, 1971, 
1e amount of $1,900,000,000, or thereabouts, representing an 
tional amount of bills dated December 10,1970, and to mature 
10, 1971 _ (CUSIP No.912793 KM7 ) originally issued in 
lmount of $1,400,625,000 (an additional $200,745,000 was issued 
lary 26, 1971), the additbna1 and original bills to be freely 
'changeable. 

182_ day bills, for $ 1,400,000,000, or thereabouts, to be dated 
Ill, 1971, and to mature September 9, 1971 
[P No. 912793 LH7). 

The bills of both series will be issued on a discount basis under 
!titive and noncompetive bidding as hereinafter provided, and at 
'ity their face amount will be payable without interest. They will 
isued in bearer form only, and in denominations of $10,000, 
100, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
Ie clOSing hour, one-thirty p.m., Eastern Standard 
, Monday, March 8, 1971. Tenders will not be received 
Ie Treasury Department, Washington. Each tender must be for a 
lum'of $10,000. Tenders over $10,000 must be in multiples of 
10. In the case of competitive tenders the price offered must be 
!ssed on the basis of 100, with not more than three decimals, 

99.925. Fractions may not be used. It is urged that tenders be 
on the printed forms and forwarded in the special envelopes which 
be supplied by Federal Reserve Banks or Branches on application 
for. 

Banking institutions generally may submit tenders for account of 
Imers provided the names of the customers are set forth in such 
rs. Others than banking institutions will not be permitted to 
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submit tenders except for their own account. Tenders will be reed. 
without deposit from incorporated banks and trust companies and frOil 
responsible and recognized dealers in investment securities. Tenders 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accompan1 
by an express guaranty of payment by an incorporated bank or trust ' 
company. 

Immediately after the closing hour, tenders will be opened at the 
Federal Reserve Banks and Branches, following which public announcement 
will be made by the Treasury Department of the amount and price range 
of accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or rejection thereof. The Secretary of the 
Treasury expressly reserves the right to accept or reiect any or all 
tenders, in whole or in part, and his action in any such respect shall 
be final. Subj ect to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three decimals 
of accepted competitive bids for the respective issues. Settlement for 
accepted tenders in accordance with the bids must be made or completed 
at the Federal Reserve Bank on March 11, 1971~ 
in cash or other inunediately available funds or in a like face amount oj 

Treasury bills maturing March 11, 1971. Cash and exchange tenderl 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue C~e 
of 1954 the amount of discount at which bills issued hereunder are sold 
is considered to accrue when the bills are sold, redeemed Dr otherwise 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or los s, the difference between the price paid 
for the bills, whether on original issue or on subsequent purchase, and 
the amount actually received either upon sale or redemption at maturity 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained from 
any Federal Reserve Bank or Branch. 

000 
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NGTON. D.C. 20220 TElEPHONE W04-2041 

R IMMEDIATE RELEASE Ma r c h 2, 19 71 

RETIRED FEDERAL WORKERS AND SURVIVORS 
TAKING ADVANTAGE OF NEW TAX WITHHOLDING SYSTEM 

The Treasury Department announced today that about 92,000 
tired Federal workers or their survivors have requested 
thholding of Federal income taxes from their annuity checks 
nce tax withholding was made available to retired persons on 
nuary 1. 

There are approximately one million Civil Service annuitants, 
cluding about 250,000 survivors. 

Until passage of the Tax Reform Act of 1969, the law did 
t permit withholding of taxes from pensions and annuities. 
Treasury's request, Congress included in the Reform Act a 

ovision permitting withholding beginning this year. 

By having taxes withheld, a retired person can avoid the 
ed for filing estimated Federal income tax returns by April 15 
ch year, and making quarterly payments during the year to 
aid penalties for failure to pay estimated tax. 

Under the new withholding procedure, the person who 
ceives a pension or annuity may ask the payer to withhold 
y specified whole dollar amount from each annuity payment, 
ovided the amount to be withheld is at least $5 a month 
d does not reduce the net amount of any annuity payment to 
ss than $10. The amount withheld need not equal the 
cipient's tax liability on the annuity. 

Annuities 
:h as social 
lui ties, are 

which are wholly exempt from Federal taxation 
security pensions and Veterans Administration' 
excluded from the withholding procedure. 

A retired person may request tax withholding on Internal 
enue Service Form W-4P. This form has been sent to most 
ers of pens' d " . . 10ns an annu1t1es and also 1S available at IRS 
tr1ct offices. 
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FOR IMMEDIATE RELEASE March 2, 1971 

TREASURY PROPOSES RULE GOVERNING 
INCOME TAX TREATMENT OF CONTINENTAL SHELF AREAS 

The Treasury Department today proposed a regulation that 
would clarify the U.S. income tax treatment of individuals 
and companies participating in mineral exploration and 
development of continental shelf areas off the coasts of the 
United States, U.S. possessions, and foreign countries. 

The regulation was issued under Section 638 of the 
Internal Revenue Code, which was added to the Code at 
Treasury's request by the Tax Reform Act of 1969. The Code 
section and the regulation provide the tax framework for the 
exploration and development of the natural resources of 
continental shelf areas. 

The new Code section provides in general that income 
derived from mineral exploration or development operations on 
the U.S. shelf will be considered income from sources within 
the United States. Under the proposed regulation, 
individuals who are present on a rig standing on the shelf, 0: 

on a vessel located on the high seas above the shelf, would be 
treated as being physically present in the United States as 
long as they are part of a mineral exploration or development 
enterprise. 

The regulation would also provide that the continental 
shelf areas adjacent to foreign countries which exercise 
taxing jurisdiction over the areas will be treated for 
U.S. tax purposes as part of those countries. 

The Treasury proposal appears in the Federal Register of 
today, March 2. Before adoption of the proposed regulations, 
Treasury will consider comments or suggestions which are 
submitted in writing to the Commissioner of Internal Revenue, 
Attention: CC:LR:T, Washington, D.C. 20224, within 30 days. 
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DEPARTMENT OF THE TREASURY 

INTERNAL REVENUE SERVICE 

DEFINITIONS OF THE TERMS 
"UNITED STATES", "POSSESSION 
OF THE UNITED STATES", AND 
"FOREIGN COUNTRY" 

NOTICE OF PROPOSED RULE MAKING 

Notice is hereby given that the regulations set forth 

in tentative form in the attached appendix are proposed 

to be prescribed by the Commissioner of Internal Revenue, 

with the approval of the Secretary of the Treasury or his 

delegate. Prior to the final adoption of such regulations, 

consideration will be given to any comments or suggestions 

pertaining thereto which are submitted in writing, 

preferably in quintuplicate, to the Commissioner of 

Internal Revenue, Attention: CC:LR:T, Washington, D. C. 

20224, within the period of 30 days from the date of 

publication of this notice in the Federal Register. Any 

written comments or suggestions not specifically 

designated as confidential in accordance with 26 CFR 

601.601 (b) may be inspected by any person upon written 
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request. Any person submitting written comments or 

suggestions who desires an opportunity to comment orally 

at a public hearing on these proposed regulations should 

submit his request, in writing, to the Commissioner 

within the 30-day period. In such case, a public hearing 

will be held, and notice of the time, place, and date 

will be published in a subsequent issue of the Federal 

Register. The proposed regulations are to be issued 

under the authority contained in section 7805 of the 

Internal Revenue Code of 1954 (68A Stat. 917; 26 

U.S.C. 7805). 

(!181Jed) ~olph w. 11lrower 

Commissioner of Internal Revenue 



APPENDIX (PROPOSED REGULATIONS) 

TITLE 26--INTERNAL REVENUE 

CHAPTER I--INTERNAL REVENUE SERVICE, 
DEPARTMENT OF THE TREASURY 

SUBCHAPTER A--INCOME TAX 

[INCOME TAX REGULATIONS] 

RT l--INCOME TAX; ~BLE YEARS BEGINNING 
AFTER DECEMBER 31, 1953 

SUBCHAPTER C--EMPLOYMENT TAXES 

[EMPLOYMENT TAX REGULATIONS] 

,RT 31--EMPLOYMENT TAXES; APPLICABLE ON AND 
AFTER JANUARY 1, 1955 

Definitions of the terms "United States", 
"possession of the United States", and 
"foreign country" 

DEPARTMENT OF THE TREASURY, 
Office of Commissioner of Internal Revenue, 

Washington, D. C. 20224 

TO-OFFICERS AND EMPLOYEES OF 
THE INTERNAL REVENUE S ERVI C E 

AND OTHERS CONCERNED: 

.&.Ll order to conform the Income Tax Regulations 

(26 CFR Part 1) and the Employment Tax Regulations (26 CFR 

Part 31) to the amendments made by section 505 of the Tax 

Reform Act of 1969 (83 Stat. 634), such regulations 

are amended as follows: 
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Table of Contents 

CONTINENTAL SHELF AREAS 

Statutory provisions; continental shelf areas. 
Continental shelf areas. 
Effective date. 

INCOME TAX REGULATIONS 

(26 CFR 1) 

Paragraph 1. The following new sections are added 

immediately after § 1.632-1. 

CONTINENTAL SHELF AREAS 

§ 1.638 Statutory provisions; continental shelf 

areas. 

Sec. 638. Continental shelf areas. For purposes 
of applying the provisions of this chapter (including 
sections 861 (a) (3) and 862 (a) (3) in the case of 
the performance of perso~al services) with respect to 
mines, oil and gas wells, and other natural deposits·· 

(1) The term "United States" when used in a 
geographical sense includes the seabed and subsoil of 
those submarine areas which are adjacent to the 
territorial waters of the United States and over which 
the United States has exclusive rights, in accordanc~ 
with international law, with respect to the exploratl~ 
and exploitation of natural resources; and 
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(2) The terms "foreign country" and "possession 
of the United States" when used in a geographical 
sense include the seabed and subsoil of those sub
marine areas which are adjacent to the territorial 
waters of the foreign country or such possession and 
over which the foreign country (or the United States 
in case of such possession) has exclusive rights, in 
accordance with international law, with respect to 
the exploration and exploitation of natural resources, 
but this paragraph shall apply in the case of a 
foreign country only if it exercises, directly or 
indirectly, taxing jurisdiction with respect to such 
exploration or exploitation. 

No foreign country shall, by reason of the application 
of this section, be treated as a country contiguous 
to the United States. 

[Sec. 638 as added by sec. 505 (a), Tax Reform Act 
1969 (83 Stat. 634)J 

§ 1.638-1 Continental shelf areas. 

(a) General rule. For purposes of applying 

any pro',ision of chapter 1, 2, 3, or 24 (including 

section 861 (a) (3), 862 (a) (3), 1441, 3402, or 

other provisions dealing with the performance of 

personal services), with respect to mines, oil and 

gas wells, and other natural deposits--



- 4 -

(1) United States and possession of th! 

United States. The terms ''United States" and . 
"possession of the United States" when used in a 

geographical sense include the seabed and subsoil 

of those submarine areas which are adjacent to 

the territorial waters of the United States or 

such possession and over which the United States 

has exclusive rights, in accordance with inter-

national law, with respect to the exploration and 

exploitation of natural resources. 

(2) Foreign country. The term "foreign country" 

when used in a geographical sense includes the seabed 

and subsoil of those submarine areas which are 

adjacent to the territorial waters of the foreign 

country and over which such foreign country has 

exclusive rights, in accordance with international 

law, with respect to the exploration and exploitation 

of natural resources, but this sentence applies only 

if such foreign country exercises, directly or in-

directly, taxing jurisdiction with respect to such 

exploration or exploitat ion. A foreign country is 

not to be treated as a country contiguous to the 
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united States by reason of the application of 

section 638 and this section. 

(b) Exercise of taxing jurisdiction. For 

purposes of paragraph (a) (2) of this section, the 

exercise, directly or indirectly, of taxing juris

diction with respect to the exploration or exploita

tion of natural resources is deemed to include those 

cases in which a foreign country--

(1) Imposes a tax upon capital assets 

connected with or income derived from such 

exploration or exploitation, 

(2) Requires natural resources referred 

to in paragraph (a) (2) of this section to be 

transported to points within its landward 

boundaries and then levies a tax upon such 

natural resources or upon the income derived 

from the sale thereof, or 

(3) Except-as otherwise provided in this 

paragraph, exempts any person, in whole or in 

part for any period, from taxes imposed on 

income.derived from such exploration or exploita

tion or assets connected therewith. 

A foreign country which exempts any person, property, 

or activity engaged in or related to the exploration 
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or exploitation of mines, oil and gas wells, or 

other natural deposits in the seabed or subsoil 

referred to in paragraph (a) (2) of this section, 

or the income therefrom, from taxation while not 

exempting within its territorial boundaries any 

person, property, or activity engaged in or related 

to the exploration or exploitation of mines, oil and 

gas wells, or other natural deposits, or the income 

therefrom, is deemed not to be exercising, directly 

or indirectly, taxing jurisdiction for purposes of 

paragraph (a) (2) of this section, unless such 

exemption expires not more than 10 years from the 

commencement of such exploration or exploitation. 

(c) Scope. (1) For purposes of applying this 

section, persons, property, or activities which are 

engaged in or related to the exploration or exploita

tion of mines, oil and gas wells, or other natural 

deposits need not be physically upon, connected, 

or attached to the seabed or subsoil referred 

to in subparagraph (1) or (2) of para-

graph (a) of this section to be deemed to be 
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within the United States, a possession of the 

United States, or a foreign country, as the case 

may be, to the extent that the United States, a 

possession of the United States, or a foreign 

country, as the case may be, has jurisdiction 

over such person, property, or activities, in 

accordance with international law, with respect 

to such exploration or exploitation. 

(2) Persons, property, or activities which 

are engaged in or related to the exploration or 

exploitation of mines, oil and gas wells, or 

other natural deposits and w-lich are above or 

physically upon, connected, or attached to the 

seabed or subsoil referred to in subparagraph (1) 

or (2) of paragraph (a) of this section are generally 

within the United States" or a possession of the 

United States, as the case may be, or a foreign 

country if such country exercises, directly or 

indirectly, taxing jurisdiction with respect to 

such exploration or exploitation. 
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(d) Na tura 1 depos i ~~. Fot" purposes of this 

section, the term "natural deposits" means non-

living resources to which section 611 (a) applies. 

Such term does not include fish, plant life, or 

living organisms belonging to the sedentary species 

(organisms which, at the harvestable state, either 

are immovable on or under the seabed or are unable 

to move except in constant physical contact with 

the seabed ot" subsoil referred to in paragraph (a) 

of this section). Living organisms belonging to 

the sedentary species include abalone, clams, 

king crab, and sponge. 

(e) Examples. The application of the provisions 

of section 638 and this sect ion may be illustrated 

by the following examples: 

Example (1). A, a citizen of the United States 
privately employed as an engineer, is engaged in the 
exploitation of oil and is physically present on an 
offshore oil drilling platform. Such platform is 
affixed to the seabed of a submarine area which is 
adjacent to the territorial waters of foreign 
country X and over which that foreign country has 
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exclusive rights, in accordance with international 
law, with respect to the exploration and exploita
tion of natural resources. Assuming that foreign 
country X exercises taxing jurisdiction as provided 
in paragraph (a) (2) of ~his section, A is to be 
treated as being in foreign country X for purposes 
of section 638 and this section. 

Example (2). The facts are the same as in 
example (1) except that B, a citizen of the United 
States privately employed as an attorney-at-law,' 
is physically present on such platform for the sole 
purpose of interviewing his client, A, whom he 
represents in a domestic relations matter and has 
no other activities on the seabed or subsoil re
ferred to in example (1). Since B is not engaged 
in activities related to the exploration or ex
ploitation of natural deposits, he is not to be 
treated as being in foreign country X for purposes 
of section 638 and this section. 

Example (3). B, a nonresident alien individual 
privately employed as a sailor, is physically present 
on a ship servicing an offshore oil drilling platform 
which is engaged in the exploitation of oil. Such 
platform is affixed to the seabed of a submarine area 
which is adjacent· to the territorial waters of the 
United States and over which the United States has 
exclusive rights, in accordance with international 
law, with respect to the exploration and exploitation 
of nat~~al resources. In such case, B is to be 
treated as being in the United States for purposes 
of sec~ion 638 and this section for that period he 
was on such ship when related to such exploitation 
and while the ship was. above such seabed. 

Example (4). C, a nonresident alien individual 
privately employed as an engineer in a foreign country, 
designs equipment for use· on the oil drilling platfonn 
described in example (3). Although CiS activities in 
this respect are related to the exploitation of oil 
in those submarine areas described in example (3) I 

C is not treated as being in the United States for 
purposes of section 638 and this section by reason 
of such activities. 
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Example (5). M Corporation, a domestic Cor
poration, chartered a ship from N Corporation, also 
a domestic corporation, under a time charter under 
which N Corporation's personnel continued to navigate 
and manage the ship. M Corporation equipped the ship 
with special oil exploration equipment and furnished 
its personnel to operate the equipment. The ship 
then commenced to explore for oil in the ~eabed and 
subsoil of those submarine areas which are ndjaccnt 
to the territorial waters of foreign country Y and 
over which that foreign country has exclusive rights, 
in accordance with international law, with respect 
to the exploration and exploitation of natural 
resources. Assuming. that foreign country Y exercises 
taxing jurisdiction as provided in paragraph (a)(2) 
of this section, M and N Corporations shall be treated 
as being within foreign country Y for purposes of 
section 638 and this section for the period they, 
their personal property, or activities are engaged 
in or related to the exploration for oil in such 
seabed or subsoil while such ship was above such 
seabed and subsoil. 

Example (6). The facts are the same as in 
example (5) except that C, a citizen of the United 
States, is privately employed by N Corporation as a 
cook and is physically present on the ship. C's 
sole duties consisted of cooking meals for personnel 
aboard such ship. In such case, as C' s acti vi ties are 
related to the exploration for oil, C is to be treated 
as bein] in foreign country Y for purposes of sec
tion 638 and this section for the period he was aboard 
such st·.ip while it was engaged in acti vi ties relating 
to the exploration for oil in such seabed or subsoil 
and \vhi Ie the ship was above the seabed and subsoil 
referred to in example (5). 

Example (7). Z Corporation, a foreign corpora
tion, ~ntercd into a contract with Y Corporation, a 
United States corporation, to engage in exploratory 
oil drilling activities on a leasehold held by 
Y Corporation. Such leasehold \-las located in the 
seabed and subsoil of those submarine areas which 
are adjacent to the territorial waters of the United 
States and over which the United States has ex
clusive rights, in accordance with international In, 
wi th respec t to the exploration and exploi tation of 
natural resources. Since Z Corporation is engaged 
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in and has property and activities which are 
engaged in and related to the exploration for oil, 
Z Corporation, its property, and activities are to 
be treated as being in the United States ·for pur
poses of section 638 and this section ~or that 
period such corporation, property, and activities 
were engaged in or related to the exploration for 
oil in such seabed or subsoil and were above or 
physically upon, connected, or ·attached to such 
seabed or subsoil. 

§ 1.638-2 Effective date. 

The specific requirements and limitations of 

§ 1.638-1 apply on and after December 30, 1969. 
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Par. 2. Section l.14~2 (a)-12°is amended to read 

as follows: 

§ 1.1402 (a)~12 Possession of the United States. 

For purposes of the tax on self-employment 

income, the term "possession of the United States", 

as used in section 931 (relating to income from 

sources within possessions of the United States) 

and section 932 (relating to citizens of possessions 

of the United States) shall be deemed not to include 

the Virgin Islands, Guam, or American Samoa. The 

provisions of section 1402 (a) (9) and of this section 

insofar as they involve nonapplication of sec-

tions 931 and 932 to Guam or American Samoa, shall 

apply only in the case of taxable years beginning 

after 1960. For definition of the term "United States" 

and for other geographicai definitions relating to tre 

continental shelf see section 638 and 1.638-1. 
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Par. 3. Section 1.1441 is amended by adding 

immediately after § 1.1441 (e) the following new 

subsection. 

§ 1.1441 Statutory provisions; withholding of 

tax on nonresident aliens. 

Sec. 1441. Withholding of tax on nonresident 
aliens. * * * 

(f) Continental shelf areas. For sources of 
income derived from, or for services performed with 
respect to, the exploration or exploitation of natural 
resources on submarine areas adjacent to the territorial 
waters of the United States, see section 638. 

[Sec. 1441 as amended by sec. 505 (b), Tax Reform Act 
1969 (83 Stat. 634)J 

Par. 4. Section 1.1441-5 is amended by revising 

paragraph (d) to read as follows: 

§ 1.1441-5 Claiming to be a person not subject to 

withholding 

* * * * * 
(d) Definitions. For determining whether an 

alien individual is a resident of the United States 

see § 1.871-2. For definition of the terms "foreign 

partnership" and "foreign corporation" see 
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section 7701 (a) (4) and (5) and § 301.7701-5. For 

definition of the term "United States" and for other 

geographical definitions relating to the continental 

shelf see section 638 and § 1.638-1. 

EMPLOYMENT TAX REGULATIONS 

(26 CFR Part 31) 

Par. 5. Section 31.3401 (a) -1 is amended by insertinl 

the following paragraph inunediately after § 31.3401 (a)-l (b] 

§ 31.3401 (a)-l Wages. 

* * * * * 
(c) Geographical definitions. For definition 

of the term "United States" and for other geographical 

definitions relating to the continental shelf see 

section 638 and § 1.638-1. 



~eportmentofthe TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

IR IMMEDIATE RELEASE March 4, 1911 

TREASURY SECRETARY CONNALLY NAMES CHARLES B. MCCOY 
AS NEW STATE SAVINGS BONDS CHAIRMAN FOR- DELAWARE 

Charles Brelsford MCCoy, President, E. I. du Pont de 
~mour:s & Co., Inc., Wilmington, lias been appointed volunteer 
:ate Chairman for the U. S. Savings Bonds Prog"fam in 
!iaware by Secretary of "'the Treasury John B. Connally, 
:fective itmnediate1y. 

He succ eeds O. H. P·:. Baldwin, Chairman and Chief 
tecutive Officer, Farmers Bank 'Of the State of Delaware, 
10 had served as State Ghairman, since September 1952. 

McCoy ~1~ head a co~ittee .of State business, financial, 
lbor, media, and government leaders which -- working with 
1e U. S. Savings Bonds Div~~io~ -- assists in promoting the 
11es o~ Saving~ Bonds. 

The second man not of the du Pont family to head the 
)rldwide enterprise, McCoy was elected twelfth President 
: the Company, Chairman of its Executive Connnittee, and a 
~ber of the Finance Connnittee in December 1967. 

Prior to his election, he was a Vice President and 
lce Chairman of the Executive Connnittee. He has been a 
ember of the Board of Directors since 1961, when he also 
is elected a Vice President and member of the Executive 
:nnmittee. 

He began his career as a cellophane operator at the 
)ruance plant, near Richmond, Va. Soon after, he was trans
ered to the Carney's Point, N. J., Works as a chemist. 
lrough the years he assumed positions of increasing 
esponsibi1ity with du Pont, including assignments abroad. 

( over ) 
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He is a director of the Wilmington Trust Co., Firat 
National City Bank, New York City, and the· Diamond State 
Telephone Co. He is a member of the Business Council. 

MCCoy is a trustee of the University of Pennsylvania 
and the Wilmington Medical Center. He served on the board 
of the Children's Bureau of Delaware and the Community 
Services Council of Delaware for a number of years. 

In 1969, President Nixon named him Wiblington Metro
politan Area Chairman of the National Alliance of Busine8~ 
The same year he was the 36th receipient of the annual 
Chemical Industry Medal Award of the Society of Chemical 
Industry. 

The Oakland, Calif., native attended the Wilmington, 
Del., Friends School. MCCoy received a B. S. Degree in 
Chemistry from the University of Virginia, and an M. S. 
Degree in Chemical Engineering from the Massachusetts 
Institute of Technology. He is a member of Phi Beta Kappa. 

He and his wife, the former Sallie L. Curtds of 
Wilmington, have three sons, Charles B., Jr.; Robert Cr, 
and Thomas F. The MCCoys live in Centerville. 
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ITED STATES SAVItlGS BONDS ISSUED AND REDEEMED THROUGH February 28, 1971 
(Dollar amounts in millions - rounded and will not necessarily add to totals) 

DESCRIPTION 

935 thru 0-1941 
md G-1941 thru 1952 
nd K-1952 thru 1957 

t> 
I : 

U 
42 
43 
u 
45 
46 
47 
48 
49 
50 
51 
52 
53 
M 
'55 
156 
157 
158 
159 
160 
161 
162 
163 
i64 
165 
i66 
i67 
i68 
i69 
i70 
i71 
5sified 

Series E 

(1952 thru l\lay. 1959) Y 
(June. 1959 thru 1971) 

Series H 

Series E and H 

{Total matured 
5 Total unmatured 

Grand Total 

led d,scount. 
ption value. 

. 

AMOUNT ISSUEoll MJlOUNT AMOUNT 
REDEEMEDY OUTSTANDINGY 

5,003 4,998 6 
29)521 29,491 30 
3,754 3,740 13 

1,898 1,699 199 
8,375 7,500 875 

13,468 12,095 1,372 
15,723 14,035 1,689 
12,365 10,883 1,482 

5,622 4,782 839 
5,345 4,404 940 
5,534 4,481 1,053 
5,478 4,)61 1,117 . 
4,796 3,767 1,030 
4,146 3,252 894 
4,344 3,385 959 
4,963 },792 1,171 
5,060 3,805 1,255 
5,273 3,918 1,355 
5,097 3,749 1,347 
4,802 3,478 1,324 
4,691 3,290 1,401 
4,398 3,038 1,360 
4,414 2,943 1,471 
4,483 2,847 1,636 
4,340 2,672 1,668 
4,864 2,763 2,101 
4,722 2,711 2,011 
4,617 2,628 1,989 
4,974 2,708 2,266 
4,926 2,615 2,311 
4,673 2,373 2,300 
4,383 1,999 2,384 
4,294 1,185 3,109 

13 - 13 
536 390 145 

172,618 127,551 45,067 

5,485 3,747 1,738 
7,699 2,400 5,299 

13,184 6,147 7,037 

185,802 133,698 52,104 

. 38,277 38,229 49 
185,802 133,698 52,104 
224,079 171,927 52,152 

"'ner bonds may be held and WItt earn interest for additional periods after original maturity dates. 

% OUTSTANDING 
OF AMOUNT ISSUED 

.12 

.10 

.35 

10.48 
10.45 
10.19 
10.74 
11.99 
14.92 
17.59 
19.03 
20.39 
21.48 
21.56 
22.08 
23.59 ~ 
24.80 
25.70 
26.43 
27.57 
29.87 
30.92 
33.33 
36.49 
38~43 
43.19 
42.59 
43.oE 
45.56 
46.91 
49.2L: 
54.39 
72.40 

100.00 
27.05 

26.11 

31.69 
68.83 

53.38 

26.04 

.13 
28.04 
23.27 

~ 
! 

~ 

! 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

R RELEASE ON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE 
THE SENATE COMMITTEE ON FINANCE 

ON THE LIMIT ON THE PUBLIC DEBT AND THE 4-1/4 PERCENT 
INTEREST RATE CEILING 

MONDAY, MARCH 8, 1971 AT 10:00 A.M. 

Chairman: 

This Committee is by now familiar with the broad outlines 
the President's budget. On the unified budget basis, the 

ficit is expected to be $18.6 billion in the current fiscal 
ar, and $11.6 billion in fiscal 1972. On the federal funds 
sis, which is more relevant for purposes of projecting the 
ticipated increase in debt outstanding, the deficits are 1/ 
pected to be $25.5 billion and $23.1 billion, respectively.-

These are very sizable figures. However, in existing 
onomic circumstances, with too much unemployment and unused 
pacity, the anticipated deficits seem to me fully consistent 
th sound and prudent financial planning. The President, in 
ct, has kept proposed expenditures within the revenue totals 
at would be generated by our tax system at full employment. 

the economy moves in the direction of full employment this 
ar and next, a balance or surplus can and should be restored. 

the meantime, our willingness to accept deficits, to the 
tent they reflect a sluggishness in the economy and thus 
revenue collections, will help speed the desired expansion. 

I firmly believe that the anticipated deficit~ can be 
nanced in a manner consistent with orderly expansion of 
e economy, and without building into the economy a renewed 
flationary potential, provided the Treasury has the needed 

1/ Table I shows a reconciliation of the unified and Federal 
funds budgets. The major difference reflects the 
government's trust funds, which are expected to be in 
substantial surplus in the next two yearso 
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flexibility in shaping its financing program. Therefore,! 
request your conunittee and the Senate to act, as a matter of 
urgency, to provide us with essential financing leeway in tIo 
areas: First, an increase in the statutory debt limit n~ 
set at $395 billion, and second, authority to sell Treasury 
bonds outside the present statutory interest rate limit of 
4-1/4 percent. Specifically, I request that the Senate 
approve the H.R. 4690, as passed by the House, raising the 
temporary debt limit to $430 billion through June 30, 1972, 
and authorizing $10 billion of new bond issue~ outside the 
4-1/4 percent ceiling. 

Debt Limit 

The present temporary debt limit of $395 billion was 
enacted by the Congress last June on the basis of a project~ 
unified budget deficit of only $1.3 billion, a projection 
that proved to be very wide of the mark. Revenues are now 
estimated to be $10 billion less than were projected last 
spring and expenditures are es timated to be $7 billion higher, 
largely as a resul t of increases in "uncontrollable" outlay. 
in such areas as interest on the public debt and social 
security together with higher Congressional appropriations. 

As a result of this very much larger deficit, the debt 
subject to limit is now substantially higher than was then 
anticipated, and the margin for contingencies has been largely 
exhausted. On February 25, we came within $1.6 billion of the 
present ceiling, and our projections indicate that debt 
subject to limit will be running very close to the ceiling 
throughout this month. As is evident from Table II, attach. 
to my statement, the debt will rise further in April and re~h 
a tempor-ary peak in mid-June .1.1 

Without prompt action on the debt ceiling, therefore, we 
will be faced with the need in a matter of a few weeks to turn 
to uneconomic and costly expedients to maintain an orderly f1011 
of payments in accordance with Congressional authorizatio~. 
Indeed, our ability to plan orderly financing later this ~n~ 
is jeopardized if the ceiling is not raised. 

-This table has been updated to reflect actual figures f. 
February, and slightly revised projections through May frot 
the comparable table submitted to the House Ways and *_. 
Committee. 
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reover, it is essential to have a margin for contingencies to 
et unexpected cash drains, a short-fall of revenues, 
anticipated bunching of expenditures, or disturbances in the 
i1s, all of which could create serious operating difficulties. 
Secretary of the Treasury, I could not contemplate operating 

udent1y on that basis. Consequently, I believe it essential 
at the Congress take action to lift the debt limit within the 
xt two weeks. At the same time, I believe it would be 
asonab1e to look further ahead and provide a limit adequate 
meet the need for fiscal 1972 (See Table III attached). 

When I appeared before the House Committee on Ways and 
ans, I requested a temporary debt limit of $435 billion 
.rough June 30, 1972. On the basis of a constant cash balance 
. $6 billion and a $3 billion margin for contingencies, the 
.dget projections implied a need for a debt limit of 
proximately $433-1/2 billion. In view of the inherent 
.certainties in projections looking 16 months ahead, it seemed 
asonab1e to round the number to $435 billion. 

The Ways and Means Committee and the House approved a 
mporary debt limit of only $430 billion, $5 billion less 
Ian I requested. As I told the Ways and Means Committe~ at the 
me, however, this lower figure ought to be adequate through at 
~ast this time next year, and I am prepared to accept it on 
~t basis, recognizing that it does not provide fully for 
Issible contingencies. 

1/4 Percent Ceiling 

Since 1918 the Treasury Department has been subject to a 
1/4 percent limitation on the rate of interest payable on 
s bonds. This rate was chosen, as I understand it, simply 
cause 4-1/4 percent was the rate felt to be necessary to sell 
Inds in the closing months of World War I. The ceiling now 
,plies in practice only to securities maturing in more than 
years, since Treasury bills and certificates (instruments that 
ture within a year) and notes (instruments that mature in one 

I seven years) can be sold without limitation as to interest rate. 

Until the last few years, the interest limitation did not 
present a serious impediment to Treasury financing. Although 
ng-term market yields for Treasury securities were above 
1/4 percent at times in the 1920's, and in the late 1950's, 
e periods were of limited duration and, by and large, did not 
incide with heavy Treasury borrowing requirements. 
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In the past 5 years, however, the situation has been 
very different. Because of the interest rate ceiling, the 
Treasury has been unable to sell a security maturing in more 
than 7 years since mid-1965. The result has been a 
substantial and serious piling up of the debt in the shor~ 
term area. 

The results are reflected in a series of charts attached 
to my statement. The average maturity of the debt has 
declined during this period from 5 years and 9 months in June 
1965, to 3 years and 4 months at the end of January of this 
year (Chart 1). The volume of maturing notes and bonds that 
we need to refinance each year rose from 1965 to the 
beginning of this year by more than half, or from $13.3 billiom 
to $22.9 billion (Chart 2). As a counterpart, the amount 
of Treasury debt of more than 7 years maturity outstanding had 
declined precipitously, from $43-1/2 billion to $17-1/2 billion 
(see Chart 5). 

As a simple matter of prudent financing, this is not a 
healthy situation. We are faced with large refunding s, 
quarter after quarter. Concentration of these financings 
in a limited sector of the market creates unnecessary congestia 
and limits our flexibility in arranging prior or subsequent 
cash financings. While the absorptive capacity of the 
short-term market is normally large, in this uncertain world 
it is hardly appropriate to test the limits of that capaci~ 
unnecessarily. At best, we are vulnerable to any recurrence 
of high rates and tight money; at worst, the heavy volume 
of maturities can jeopardize our ability to finance in an 
orderly manner. 

I believe the present situation is equally bad as a 
matter of broader economic policy. In 1969 and 1970, the force 
concentration on short-term financing helped aggravate 
competitive pressures on thrift institutions and thus played 
a part in impairing the flow of funds into the housing markets. 
Over time, the buildup of short-term Treasury debt tends to 
increase the liquidity of the economy in a manner not easily 
subj ect to control by the monetary authorities. It, therefore, 
undermines the task of economic management and particularly 
risks a refueling of inflationary pressures when demand 
pressures are strong. The large financings imposed by the 
present debt structure also complicate the task of the Federal 
Reserve in carrying out its open-market operations or maki~ 
policy changes at critical times because of the need to avold 
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disturbing the process of market reception or digestion 
of such large new issues by the Treasury. 

The interest-rate limitation on long-term bonds 
is sometimes defended as a device to achieve a saving in 
interest cost. However, recent experience provides ample 
illustration of the point that, in a period of inflation 
and heavy credit demands, a legislated ceiling rate on 
Treasury bonds cannot prevent yields from rising sharply 
throughout credit markets. Ceiling or not, the Treasury did 
need to finance in the market in heavy volume, and the 
concentration of that financing in the short-term area at 
times helped to push those rates well above prevailing yields 
for longer issues. (Chart 6.) 

Happily, the entire structure of interest rates h~s 
declined sharply from the peaks of 1969 and 1970. Med~um 
and longer-term Treasury issues are now trading in a narrow 
range around 6 percent, as much as 2 percent below peak 
levels. At the same time, these yields are still far above 
levels that would make financing at 4-1/4 percent a practicable 
or foreseeable proposition. 

The importance of obtaining some relief from this 
ceiling is widely appreciated. Every man living who has served 
as Secretary of the Treasury joins me in supporting the 
removal of this ceiling now. There is strong support among 
professional economists -- including those prominent in the 
counsels of both political parties and otherwise divided on 
many policy issues. Organizations concerned with the health 
of our financial institutions, with the mortgage market, and 
with homebuilding have-publicly expressed their conviction 
that the ceiling should be relaxed. Impartial investigations 
including the inquiry of more than a decade ago of the 
Commission on Money and Credit and the Commission on Mortgage 
Interest Rates appointed in 1968 by President Johnson -- have 
made similar recommendations. 

In appearing before the Ways and Means Committee, I 
requested legislation that would remove the ceiling entirely. 
However, I have no intention of pressing massive sales of 
long-term bonds on a reluctant market. Consequently, I am 
quite prepared to accept the provision in the House bill which 
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exempts only $10 billion of bonds from the limitation. This 
should provide adequate additional scope for selling securitie 
beyond the 7 year area for the period Lmffiediately ahead, S 

and therefore assist in maintaining an orderly financing 
pattern. 

I am convinced that moderate amounts of longer-term 
debt can be placed without undesirably impinging upon competing 
demands for credit. It will be my intention to use the 
authority flexibly, in the interests of improving our 
debt structure, confident that this Committee and the 
Congress will be willing to extend and enlarge the authority 
as necessary on the basis of an established record. 

Attachments 

000 
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TABLE I 

Reconciliation of Unified and Federal Funds Budget 

penditure Account 

Receipts 

Total Unified 

Federal Funds 

Trust Funds 

Less: Intragovernmental Transactions 

Outlays 

Total Unified 

Federal Funds 

Trust Funds 

Less: Intragovernmental Transactions 

~get Surplus or Deficit (-) 

Unified 

Federal Funds 

Trust Funds 

~igures are estimated. Totals may not 
ldd due to rounding. 

Fiscal Years* 

1971 1972 
($ billions) 

194.2 217.6 

139.1 153.7 

66.2 75.5 

-11.1 -11.6 

212.8 229.2 

164.7 176.9 

59.2 64.0 

-11.1 -11.6 

-18.6 -11.6 

-25.5 -23.1 

7.0 11.5 
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I 

PUBLIC DEBT SUBJECT TO LIMITATION 

1970 -
30 

15 
31 

st 17 
st 31 

ember 15 
ember 30 

ber 15 
ber 30 

mber 16 
mber 30 

mber 15 
mber 31 

1971 

ary 15 
ary 29 

uary 16 
uary 26 

sed on constant 

h 15 
h 31 

1 15 
1 30 
17 
31 
15 
30 

FISCAL YEAR 1971 
(In billions) 

Operating 
Cash Balance 

(excluding free gold) 

$7.9 

5.5 
7.3 

6.4 
7.2 

3.3 
8.7 

4.2 
6.3 

4.1 
5.8 

. 3. 7 
8.0 

4.0 
9.5 

6.2 
7.8 

A C 

Public Debt 
Subj ec t to 
Limitation 

T U A L 

$373.4 

377.7 
379.1 

383.5 
383.4 

383.1 
381.2 

382.2 
382.7 

385.4 
386.1 

389.5 
391.6 

392.1 
390.8 

391.2 
392.3 

E STIMATED 

minimum operating cash balance of $6.0 billion) 

6.0 397.3 
6.0 395.3 

6.0 400.8 
6.0 392.0 

6.0 397.3 
6.0 399.4 

6.0 404.7 
6.0 396.5 

March 8, 1971 
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/7 (/ TABLE III 

ESTIl:1J\TED PUBLIC DEnT SUBJECT TO LTHiTATlnl~ 

FISCAL YEAR 1972 - -(In billions) 

Debt l"i th With $3.0 margin 
1971 $6.0 cash balance for contingencies 

le 30 $396.5 $399.5 

.y 15 403.1 406.1 
ly 30 403.9 406.9 

;us t 16 409.3 412.3 
~ust 31 409.4 412.4 

)tember 15 413.0 416.0 
)tember 30 405.3 408.3 

tober 15 410.8 413.8 
tober 29 409.1 412.1 

lember 15 413.0 416.0 
lember 30 413.7 416.7 

~embcr 15 418.4 421.4 
~ember 31 416.1 419.1 

1972 

ilnary 17 422.5 425.5 
~lUary 31 414.6 417.6 

)ruary 15 418.8 421.8 
)l'uary 29 419.4 422.4 

reh 15 426.0 429.0 
reh 31 423.8 L~26. 8 

ril 17 42907 432.7 
ril 28 419.1 422.1 

>' 15 424.6 427.6 
>' 31 425.9 428.9 

l'tO 15 430.6 433.6 

l'tO 30 420.0 423,0 

March 8, 1971 
. 



Chart 1 
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Chart 2 

""'--SEMI-ANNUAL TREASURY ISSUE MATURITIES---.. 
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Chart 3 

UNDER 1-YEAR TREASURY MARKETABLE 
DEBT BY TYPE 

$Bil. 

80 

60 

40 

20 

, 
Coupon 
"SUB' 

Bills: 

RBgU'lIf -, .. -' 

TIIX 

Anticiplltion 0-------

Privately Held 

84.4 

22.9 

65.1 

1965 1971 
January 31 



Chart 4 

----1 TO 7 YEAR TREASURY -----, 
MARKETABLE DEBT 
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Chart 5 

,.---OVER 7 YEAR MATURITIES------, 
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IMMEDIATE RELEASE March 8, 1971 

MEMORANDUM FOR THE PRESS: 

The Department of the Treasury has published 

in the Federal Register the attached notice on 

"Second Clear Wheat Flour." 

Attachment 

000 



rMENl'OF THE TREASURY 
. Bureau of Customs 
: ,J ,1"1.161] 

ND CLEAR WHEAT FLOUR 

Tari~ Classification " I . MARCH 4, 1971. 
luHng published November 2, 
FoR. 15186), second clear wheat 
I reclasslfled from the provision 
al teed obtained as a byproduct 
lilling ot grain, in Item 184.70, 
cbedules of the United states 

to the provision for· milled 
oducts in Item 131.40, TSUS, if 
,uman consumption, or in item 
:'SUS, it unfit for human con
I. A notice published July 23, 
FoR. 10(63), indicated that the 
)t the ash content test thereto
I as 'one of the tests of the fit
wheat flour, including secoIid 
. human consumption was being 
ld. A further notice published 
, 28, 1969 (34 F.R. 3635), indi
at it had been concluded that 
lear wheat flour is, in the tariff 
byproduct, rather than a prod
Ie milling of grain and proposed 
'y second clear wheat flour as a 
lel'ated product not p'rovided for 
e. in item 799.00. TSUS. 
:presentations submitted in re
) all the notices. including that 
i on February 28, 1969, have 
iewed and. in the l~ht of all 
information. it has ~een con

lat second clear whe:lt flour is. 
:ift'sense, a product, rather than 
,uct. of the milling of grain. It 
1 further concluded that the 
tariff classification of second 
eat flour in item 131.40, TSUS, 
, human consumption, or item 
'SUS, if unfit for human con-
~ is correct. . 
v of the foregoing, it has been 
:oncluded that the question of 
ity of the ash content test as a 
of the fitness of wheat flour,' 
: second clear, for human con
" the review of which was an
by the notice of July 23, 1968 
10463), should be revived and . 
ingly, it has been tentatively 
i that all wheat flour, including 
lear. should be regarded as fit 
an consumption in the tariff 
ess it is adulterated or contami
the time of importation in such 
, that it cannot be consumed by 
~ithout processing to eliminate 
Iltamination or adulteration. 
ntly. wheat flour which Is so 
IX! or ~ontaminated should be 
d to be unfit for human con-
and classified in item 131.72, 

Notices. 
TSUS, with duty at the rate of 2.5 per
cent ad valorem. All other wheat flour 
should be considered flt for human con
sumption and classlfied in item 131.40, 
TSUS, with duty at the rate of 52 cents 
per hundred pounds. . 

Pursuant to § 16.10a(d), Customs 
Regulations <19 CFR 16.10a(d», notice 
is hereby given that there Is under review 
the existing established and uniform 
practice of ~lassifying wheat flour as un
fit for human consumption because of its 
ash content. 

Consideration will be given' to any 
relevant-data, views, or arguments per
taining to the correct tariff classification 
of this merchandise which are submitted 
in writing to the Commissioner of Cus
toms, Washington, D.C. 20226. To assure 
consideration, such communications 
must be received not later than 30 days 
from the date of publication of this 
notice. No-material submitted in response 
to any of the notices cited herein need 
be resubmitted. No hearing will be held • 

[SEAL] EUGENE T. RossmES.- . 
Assistant Secretary 01 the Treasury. 
(FR Doc.71-3178 Filed :k4-71;10:30 am} 

FEDERAL RECISTER, VOL. 36, NO, 44-FRIDAY, MARCH 5, 1971 



~epartmentof the TREASURY 
NGTON. D.C. 20220 

m: FINANCIAL EDITOR 

~SE 6 :30 P.M., EST 

March 8, 1971 

TElEPHONE W04-2041 

RESULTS OF TREASURY'S WEEKLY BILL OFFERING 

'rreasury Department announced that the tenders for two series of Treasury 
)ne series to be an additional issue of the bills dated December 10, 1970 ,and 
~r series .to be dated March 11 1971 , which were offered on March 2 1971 , , , 
~ned at the Federal Reserve Banks today. Tenders were invited for $1,900,000,000 
~abouts, of 91 -day bills and for $1,400,000,000 or thereabouts, of 182-day 
The details of the two series are as follows: 

~ ACCEPTED 
nVE BIDS: 

91-day Treasury bills 
maturing June 10, 1971 

Approx. Equiv. 
Price Annual Rate 

99.179 
99.156 
99.164 

3.248% 
3.339% 
3.307% 

182-day Treasury bills 
maturing September 9, 1971 

Approx. Equiv. 
Price Annual Rate 

98.325 
98.287 
98.302 

3.313% 
3 78'vi 

~ v ',.j /i.-

3.35S '. 

b of the amount of 91 -day bills bid for at the low price was accepted 
b ~f the amount of 182-day bills bid for at the low price was accepted 

INDERS P~PLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

.ct AI2I21ied For Acce,Eted AI2plied For AcceEted 
I $ 22,945,000 $ 12,895,000 $ 12,285,000 $ 2,285,000 
)tk 2,195,315,000 1,300,615,000 2~049,940,000 1,078,780,000 
ldphia 35,890,000 20,890,000 15,045,000 5,045,000 
.and 45,595,000 43,505,000 31,295,000 28,195,000 
md 32,700,000 32,700,000 8,385,000 4,385,000 
;a 49,820,000 40,820,000 37,015,000 20,495,000 
;0 213,610,000 208,610,000 164,785,000 159,785,000 
)uis 60,625,000 58,725,000 25,890,000 20,670,000 
,polis 35,655,000 35,655,000 27,890,000 23,030,000 

City 44,530,000 39,190,000 19,245,000 13,745,000 
35,620,000 18,940,000 28,525,000 6,525,000 

'ancisco 133,550,000 87,550,000 117,450,000 37,330,000 

TO'rALS $2,905,855,000 $1,900,095,000 ~ $2,537,750,000 $1,400,270,000 £I 
.des $254,595,000 noncompetitive tenders accepted at the aver~e price of 99.164 
des $83,000,000 noncompetitive tenders accepted at the aver~e price of 98.302 
rates are on a bank discount basis. The equivalent coupon issue yields are 

I for the 91 -day bills, and 3.47% for the 182 -day bills. 



~eportment of the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

'OR IMMEDIATE RELEASE March 9, 1971 

~MORANDUM EOR THE PRESS: 

Attached, for your information, are copies of letters 

:ransmitting the draft of a proposed bill "To remove 

:ertain limitations on the granting of relief to owners 

,f lost or stolen bearer securities of the United States ••• " 

:f enacted, it will enable the Sec retary of the Treasury 

:0 replace lost or stolen Treasury securities 

.mmediately rather than to require the owner to wait 

mtil they have reached maturity. 

lttachments 



THE SECRETARY OF THE TREASURY 

WASHINGTON 

MJ:\.R .. 9 1971 

r Mr. Speaker: 

The"re "is transmi tte"d he"r"ewi th "a draft of a proposed bill 
remove "cer"tain limi tationson the" granting of relief to 

ersof lost or stolen bearer" securi ties of the" United States, 
" " " " for other purposes. 

Under pres"ent law, the" "Secret"aryof the Treasury can grant 
lef prior to maturity an acc~tint of bearer secu~ities of th~ 
ted States only whe:r:-"Ef "the"y are "clearly proven to have been 
troyed. Wh~~ it is~k~own only th~t sec~rities" have been 
t" or stoleri, relie~ cannot b~ grant~~ until after maturity. 

Bec"ause"the"Secret"ary, under" presen"tlaw, is able "to grant 
lef only after th~ ~aturity" date, th~ ~wner of a security 
t h~s b~eri lost or stolen is unable to sell it or pledge it 
use "it in any othe"r way." The" risks" and costs involved in 
dling Treasury securities, particularly for financial insti
ions, are "the"refore "greater than the"y need be, which" 
ersely affects th~ mark~t Sor T~easury securities. In fact, 
ks h~ve recently become so great in some "areas that insur
ecom~anies ~ave reduced coverage, and arecons{dering 
hdrawing i~~ntirely. If private insurance coverage were 
available, it is probable that many financial institutions 

ch "now make markets in Treasury securities would decide that 
ycould not ~ontinue to handle them. In that event, it 
ht be necessary for th~ Government, in order to" maintain a 
ctioning market, to provide insurance , a step which it is 
ed can be avoided. 

Th~ objective of the ~roposed legislation is to make it 
sonable for private insurance companies to continue coverage 
for mark~t participants to be self-insurers} by eliminating 

ts that can be eliminated without ex~osing the Treasury to 
ks. This would be done by enabling th~ Secretary of the 
asury to replace lost or stolen Treasury securities imme
tely rather than to ~equire th~owner to wait until they 
e reached maturity. ~ Enactment of the proposed legislation 
ld not create any financial risks for the Government or any 
ts to be borne by th~ taxpayers, because th~ requirement of 
nn~ nf tn~pmnitv iR ~nmnlete nrotection in case of double 
ment by the Treasury. 

While the primary purpose of th~ proposal is to remove 
itations on the granting of relief on account of lost or 
len bearer securities, it is drafted as a complete revision 
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the ',existing statute in order to streamline that statute 
eliminate provisions which 'concern form and procedural 

ail rather than substance.. Th~ definition of securities 
bioad enough,' for example, to co~er new types nf Treasury 
~rities that might be authoriz~d in th~future, while th~ 
ho'ri ty which 'sho'uld begi yen to', the' 'secretary is comprehen
'e enough 'to enable hi'm by regulation to grant relief only 
connection withth~se securities and th6se situati~ns which 
,1 promote the' 'obj ectiveof the'legislation. 

It woUld b~ 'appreci~ted if you would lay the draft bill 
'ore 'the House of Repres-entatives. An iden-tical bill has 
n', transmi tt-ed to: the Presiden't --of the Senate. A copy has 
'0 be'en sent to the Chairman of the House -Committee on 
'ernment Operati-ons, th'e commi tte_e to which a similar request 

'referred near th:e-en-d of th-elast ses-sion. 

Th~ De~artment has been advised by the Office of Manage
~ and Budget that th~re is no objecti~n to the submission 
this proposed legislation to the Congress. 

Honorable 
1 Albert 
aker- of the Hous e 
f Representatives 
~ington, D.C. 2Q515 

losure 

Sincerely yours, 



THE SECRETARY OF THE TREASURY 

WASHINGTON 

MAR - S 1971 

r Mr. President: 

The're is tr,ansmitted he'rewith a draf't of' a proposed bill 
remove certain limitations on the' 'granting of' relief' to 

~r~ nf' lost or stolen bearer securities of' th~ United States, 
for other purposes." 

Under presen'tlaw, the Secretary ,of' the' Treasury can grant 
lef prior t~ maturity on acc~unt of' beare~ securities of' th~ 
ted States 'only where they are clearly' proven to have been 
t'royed. Whe'n it is known only that securities have been 
t Dr stnlen, relief cannot be,~ranted until after maturity. 

Bec'ause 'the' Secret'ary, under pres'ent law, is 'able'to grant 
ief only after th'e'maturi ty date, the'owner of a security 
t h~s b~en lost or stolen is unable to sell it or pledge it 
use it in any othe~ way. Th~ risks'and costs involved in 
dling Treasury securities, particularly for financial insti
ions, arethe'refore greater than the'y need be, which' 
ersely affects th~ ~ark~t £or Treasury securities. In fact, 
ks have recently become so great in some areas that insurance 
lpanies have reduced coverage, and are considering withdrawing 
entirely. tf private insurance coverage were not available, 
is probable that many financial institutions which now make 
'kets in Treasury securities would decide that they could not 
ltinue to handle them. In that event , it might be necessary 
, th~ Government, in order to maintain a functioning market, 
provide insurance, a step which it is h6ped can be avoided. 

Th~ objective of the proposed legislation is to, make it 
Lsonable for private insurance companies to continue coverage 
, for market part.icipants to be self-insurers) by eliminating 
:ts'that can be eliminated with6ut exposing the Treasury to 
:ks.' Thi's would be done by enabling the' Secretary of the 
!asury to re~lace lost or stolen Treasury securities imme
Ltely rath~r than to require the owner to wait until they 
rereached maturity. ~nactment of th~ proposed legislation 
LId not create any fihancial risks for the Government or any 
:ts to be borne by the taxpayers, because the requirement of 
tond of indemnity is complete protection in case of double 
"ment hv t,hp rr1"PRc::.111"_V_ 
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While the primary purpose of the proposal is to remove 
itations on the granting of relief on account of lost or 
len bearer securities, it is drafted as a complete revision 
the existing statute in order to streamline that statute 
eliminate provisions which concern form and procedural 

ail rather than substance. Th~ definition of securities is 
ad en~ugh, for example, to co~er new types of Treasury 
urities that might be auth6riz~d in the future, while the 
harity which ·should be given to the Secretary is comprehen
een:ough to enable him by regulation to grant relief only 
connection with those securities and those situations which 
I promote th~ objective of th~ legislation. 

It would be appre~~ated if you would lay the draft bill 
ore th~ Senate. An identical bill has been transmitted to 
Speaker of th~ House of Representatives. A copy has also 

n sent to th~ Chairman of th~ Senate Committee on Banking 
Currency, th~ committee to which a similar request was 

erred near th~ end of th~ last· session. 

Th~ Department h~s been advised bi th~ Office of Manage
t and Budget that th~re is no objection to the submission 
this proposed legislation to the Congress. 

Honorable 
ro T. Agnew 
sident of the Senate 
hington, D.C. 20510 

losure 



A,BILL 

To remove certain limitations on the granting of relief 

to owners of lost or stolen bearer securities of the 

United states, and for other purposes. 

Be it enacted by the Senate and House of Represent-

atives of the United States of America in Congress 

assembled, That subsE!rctions (a)-(d) of section 8 'of the' 

Government Losses in Shipment Act, as amended (31 U.S.C. 

738a), are amended to read as follows: 

"( a) . Under such 'regulati ons as he may deem neces-

sary for th~ administration of th~s section, th~ Secretary 

of the Treasury is authorized to grant relief on account 

of the los~\ \theft ",destruction, mutilation, or deface, , 
ment of any security identified by number and description. 

"(b). A bond of indemnity shall be required as a 

condition of relief, whether before, at, or after maturity, 

on account of any security payable to bearer or so assigned 

as to become, in effect, payable to bearer which is not 

clearly proven to have been destroyed. The bond of 

indemnity shall be in such form and amount and with such 

surety, sureties, or security as the SecretaFY of the 

Treasury shall require. 
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"(c). No relief shall be granted on account of 

interest coupons claimed to. have been attach~d to. a 

security unless th~ Secretary is satisfied that such 

coupons have not been paid and a~e in fact destroyed or 

will not become the basis ~f a valid claim against the 

United States.' 

"(d). The term "security" means any direct obliga

tion of the United States issued pursuant to law for 

valuable consideration, including bonds, notes, certifi

cates of indebtedness and Treasury bills, and interim 

certificates issued for any such security." 



~eportmentofthe TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

IMMEDIATE RELEASE March 9, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by 
two series of Treasury bills 

,300,000,000, or thereabouts, 
ls maturing March 18, 1971 
follows: 

this public notice, invites tenders 
to the aggregate amount of 
for cash and in exchange for Treas.ury 

in the amount of $3,302,225,000, 

91 -day bills (to maturity date) to be issued March 18', 1971, 
the amount of $ 1,900,000,000, or thereabouts, representing an 
itional amount of bills dated December 17,1970, and to mature 
le 17, 1971 (CUSIP No. 912793 KN5) originally issued in 
amount of $1,399,985,000 (an additional $200,745,000 was issued 

ruary 26, 1971), the additional and original bills to be freely 
~rchangeable . 

182_ day bills, for $ 1,400,000,000, or thereabouts, to be dated 
h 18, 1971, and to mature September 16, 1971 
iIP No. 912793 LJ3). 

The bills of both series will be issued on a discount basis under 
letitive and noncompetive bidding as hereinafter provided, and at 
lrity their face amount will be payable without interest. They will 
.ssued in bearer form only, and in denominations of $10,000, 
000, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
:he clOSing hour, one-thirty p.m., Eastern Standard 
" Monday, March 15, 1971. Tenders will not be received 
he Treasury Department, Washington. Each tender must be for a 
mum'of $10,000. Tenders over $10,000 must be in multiples of 
00. In the case of competitive tenders the price offered must be 
essed on the basis of 100, with not more than three decimals, 
, 99.925. Fractions may not be used. It is urged that tenders be 
on the printed forms and forwarded in the special envelopes which 
be supplied by Federal Reserve Banks or Branches on application 

efor. 

Banking institutions generally may submit tenders for account of 
Dmers provided the names of the customers are set forth in such 
ers. Others than banking institutions will not be permitted to 
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submit tenders except for their own account. Tenders will be receO 
without deposit from incorporated banks and trust companies and frCl 
responsible and recognized dealers in investment securities. Tender 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accO':':Ji 

by an express guaranty of payment by an incorporated bank or trust' 
company. 

Immediately after the closing hour, tenders will be opened at 
Federal Reserve Banks and Branches, following which public announce: 
will be made by the Tr.:-easury Department of the amount and price rani 
of accepted bids. Only those submitting competitive tenders \dll ~ 

advis ed a f the acc ep tanc e or rej ec t ion the reof . The Sec retan ot t 

Treasury expressly reserves the right to accept or re;ect any or al 
tenders, in whole or in part, and his action in any such respect sh 
be final. Subj ect to these reservations, noncompetitive tenders 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three deci 
of accepted competitive bids for the respective issues. Settlement 
accepted tenders in accordance with the bids must be made or comple 
at the Federal Reserve Bank on March 18, 1971, 
in cash or other immediately available funds or in a like face amou 
Treasury bills maturing March 18, 1971. Cash and exchange te 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue C 
of 1954 the amount of discount at which bills issued hereunder are 
is considered to accrue when the bills are sold, redeemed or otheni 
disposed of, and the bills are excluded from consideration 8S capit 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tB 

return, as ordinary gain or loss, the difference between the price 
for the bills, whether on original issue or on subsequent purchase, 
the amount actually received either upon sale or redemption at matt 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and tt 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained 
any Federal Reserve Bank or Branch. 

000 
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NGTON. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 10, 1971 

TREASURY ISSUES DUMPING FINDING WITH RESPECT TO 
TELEVISION RECEIVING SETS, MONOCHROME AND COLOR, FROM JAPAN 

Assistant Secretary of the Treasury Eugene T. Rossides 
announced that the Treasury Department has issued a dumping 
finding with respect to television receiving sets, monochrome 
and color, from Jaran. The finding is being published 
in today's Federal Register. 

On December 5, 1970, the Treasury Department advised 
the Tariff Commission that television receiving sets, 
monochrome and color, from Japan were being sold at less 
than fair value within the meaning of the Antidumping Act, 
1921, as amended. 

On March 4, 1971, the Tariff Commission issued a 
determination that an industry in the United States is being 
injured by reason of the importation of television receiving 
sets, monochrome and color, from Japan sold, or likely to 
be sold, at less than fair value within the meaning of the 
Antidumping Act, 1921, as amended. 

After these two determinations, the finding of dumping 
automatically follows as the final administrative requirement 
in antidumping investigations. 

During the period January 1967 through December 1970, 
the value of television imports from Japan totaled about 
$991,367,000 broken down approximately as follows: 

1967 
1968 
1969 
1970 

Black & White Sets 

$ 65,731,000 
$ 80,784,000 
$111,928,000 
$120,000,000 

000 

Color Sets 

$ 52,321,000 
$104,915,000 
$138,688,000 
$135,000,000 
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NGTON. D.C. 20220 TElEPHONE W04-2041 

ADVANCE FOR RELEASE AMs 
THURSDAY, MARCH 11, 1971 

; 

UNITED STATES AND JAMAICA TO RESUME 
DISCUSSIONS OF NEW INCOME TAX CONVENTION 

The Treasury Department announced today that 
representatives of the United States and Jamaica will meet 
in Kingston in the near future to resume discussions begun 
in 1967 on revision of the income tax treaty between the 
two countries. 

The forthcoming discussio~s are expected to focus on 
a narrow range of issues, primarily the taxation of 
dividends, interest and royalties, leading to a supplemen
tary protocol to amend the present treaty in these limited 
areas. The need for these treaty changes grows out of 
recent modifications in Jamaican tax law. 

It is also expected that agreement on an amendatory 
protocol will be followed by a resumption of broader 
negotiations on a new treaty to replace the existing 
treaty. 

Persons wishing to offer comments or suggestions 
concerning the Jamaican negotiations, both with respect to 
the limited range of issues under current discussion and 
with respect to the broader issues of a new treaty, should 
send their views before March 31, 1971, to Assistant 
Secretary of the Treasury Edwin S. Cohen, U. S. Treasury 
Department, Washington, D. C. 20220. 

C-16 
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~OR RELEASE ON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
'SECRETARY OF THE TREASURY 

BEFORE THE SENATE COMMITTEE ON APPROPRIATIONS 
WEDNESDAY, MARCH 10, 1971, AT 10:00 A.M. 

I am happy to appear before this Committee this morning 
:0 support continued funding for development of two 
)rototype supersonic airplane transports, as proposed in the 
)resident 's budget. 

My concerns are principally two: 

1. The problems of maintaining the development of 
our technology, and 

2. The impact of commercial supersonic aircraft 
on our balance of payments position. 

Many of the advantages our industry enjoys today are 
:he resul t of our technological superiority. Two examples 
,ill illustrate the point. Our' farmers are the most 
~fficient in the world, producing many times more per man
~ar than other countries. The average United States farm 
'orker's output is $6,290 per year, compared with $2,010 
er worker in the common market countries, according to the 
epartment of Agriculture. As a result, we are able to 
xport tons and tons of farm products annually. Aircraft 
anufacture, the industry center sta~e here today, is 
nother prime example of our technological advantage. Most 
f the people, mail and freight transported through the 
ir today are flown in American-built airframes powered by 
merican-built engines. Our export sales of aircraft of all 
ypes in the last ten years totaled over $10.6 billion, which 
Narfs the $4.6 billion in sales of the rest of the world 
Dmbined. 

-15 
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I believe some basic elements of the SST problem are 
evident. First, we do know that the technology to 
build the airplane exists here, in France and England, 
and in Russia. 

Second, large amounts of public money have already been 
invested in the plane. 

Third, given the technology and the investment, someone 
is going to build and sell those planes. 

Finally, we can be confident that the present versions 
of the SST won't be the last advance. There will be a new 
generation of faster airplanes or some other type of aircraft. 

If we miss out on the experience of building the 
prototypes for this generation of airplane, I have serious 
doubts that we will be able to hold together the scientists, 
the engineers, and the know-how to build the next generation. 
Others will have the advantage of investment and keeping 
on top of the necessary technology. They will be better 
placed for vying competitively on the frontiers of new 
knowledge. 

The United States cannot afford to forfeit world 
1 eade r sh ip in an a rea as vi tal as trans por t ai rc raft. This 
leadership is important not only because of the skills it 
employs and the jobs it creates today. It also represents 
the kind of technological achievement that will have fall
out in other important areas in the future. 

It is shortsighted to hope or assume that there will 
be no Concorde if we do not build our aircraft. The weight 
of the evidence, including the two flying versions of the 
French-British Concorde, clearly indicates the contrary. 
facod with the possibility that there is going to be a 
Con cor do, \ve h a vet her e s p 0 n sib i 1 it Y 0 f con sid e r in g the 
hr03d national interest of the United States in all its 
aspects. There is certainly controversy over whether the 
first versions of the Concorde will be economical. But 
I'm confident that the economics and technology can be 
hrou~ht to~ether in the future. It is more a question of 
h'ho than \,.'he the r. 

Tho relationship of the SST/Concorde development to our 
halance of payments is a vital area of national interest. 
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Frrst, if the Concorde is sold commercially and we do 
It have the SST to offer, our carriers will have to import 
Ime of the foreign planes to maintain their competitive 
Isition. While I cannot forecast precisely, the impact 
: such purchases will be substantially adverse on our 
'ade balance. The Department of Transportat ion es t imates 
~orts of $7 billion to $12 billion through 1990 in the 
Isence of a domestic SST. The timing of the over-all 
:lance of payments cost could be delayed over a longer 
~riod by whatever financing terms our carriers receive 
'om abroad, but these costs are bound to be substantial. 

On the other hand, with an SST to sell, it has been 
timated the United States could improve its gross exports 
. the order of $10 billion. Combined with a saving of 
billion to $12 billion on imports, the net gain on our 

'ade account over the next twenty years would be some 
7 billion to $22 billion. 

Obviously, balance of payments forecasting so far 
ead has many uncertainties. But our review of the 
timates confirm that -- given an SST capability abroad 
.is order of magnitude of impact is reasonable. 

A special feature of the President's SST program is 
at it is designed to achieve technical progress while 
oviding adequate prctection to our environment through 
sting with the two prototypes. 

At this point, I don't think anyone knows exactly what 
pact the SST will have on the environment. We won't know 
til we try them out on an experimental basis. The two 
ototypes will provide that opportunity. They will help 
oduce the technical info rmation necessary to minimize any 
vironmental impact and balance benefits against any dis
vantages. 

By venturing to experiment, by venturing to gain know
dge, we venture to improve the quality of life. 

In summary, we dare not be so timid as to not produce 
SST on an experimental basis. If it benefits commercial 
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aviation, as we have every reason to believe it will in 
the foreseeable future, the United States will be in a , 
position to maintain its aviation leadership to the benefit 
of our national security, economy, and balance of payments. 
The prototype program will enable us to discover the 
factual impact of supersonic travel on the environment and 
will provide us with the means to find the knowledge to 
eliminate or minimize any adverse results. 

000 



~epartmentof the TREASURY 
NGTON. D.C. 20220 TElEPHONE W04-2041 

SHARING FEDERAL REVENUES WITH 
STATE AND LOCAL GOVE~~MENT 

by 

Murray L. Weidenbaum 
Assistant Secretary of the Treasury for Economic Policy 

A paper to be presented before a 
Conference of Taxpayers Associations, 

Washington, D. C., 
March 9, 1971 

The financial crisis now confronting so many of our 

cities and other state and local. governments' is very real. 

One has only to read the recent statements of some of the 

mayors of our largest cities to realize the depth and 

dimension of the almost overwhelming economic, financial, 

social, and political problems that threaten the vitality 

if not the very existence of major portions of the Federal 

system. 

~layor Kenneth Gibson has provided such a s traigh tforward 

but inherently dramatic account of Newark's financial con

dition: 

"Upon ta:dng office in July 1970, I found 
an estimated deficit for 1971 of over 70 
million dollars, or over 40 percent of the 
budget. The budget crisis was brought on 
by a 10 percent decrease in city revenues 
and an increase of $50 million in expendi
tures ... largely the result of mandated 
appropriations for essential municipal 
services. To fill this gap through in
creased property taxes, we would have 
had to raise the present rate. already 
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one of the highest in the nation, by 
50 percent ... After months of study and 
consultation, we finally opted for a series 
of taxes on Newark's businesses and con
sumers ... We are aware that these are 
highly discriminatory and regressive taxes 
but we had no alternative." 

... 

Of course, there is a real and effective alternative, 

and this article will be presenting it. However, we must 

realize the inadequacy and often the perversity of the many 

prior attempts by the Federal Government to solve or even 

ameliorate the kinds of problems faced by Newark and other 

state and local governments. 

This is not an after-the-fact rationalization of a 

specific recommendation. On the contrary, that was the 

conclusion of many years of prior study and experience on 

the part of those who have been most active in designing 

the revenue sharing approach. 

In my own case, I arrived at such findings in the re

search that I did while still in the private sector: 

"The question arises inevitably as to the 
extent the grant-in-aid system is converting 
the states into veritable agents of the 
Federal Government. Is there the possibility 
that the states may become the civilian counter
parts to the arsenal-like, government-oriented 
corporations in the military sphere? The 
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actual extent to which Federal control and in
fluence are exercised varies substantially 
both by program and region, but the cumulative 
effect is quite substantial." .!.I 

That conclusion was hardly unique and IS generally 

shared by those wno have worked with or studied grant-in-aid 

programs. The real challenge, of course, is to come up with 

alternatives superior to the status quo. Most of the alter

natives to revenue sharing that have been suggested recently 

are not new; In fact, they are precisely the ones that had 

been considered and, after careful examination, rejected. 

It is clear that further direct Federal assumption of 

local program responsibility or greater expansion of the 

categorical grant-in-aid system would fundamentally be futile 

in dealing with the underlying problems facing our state and 

local governments. To pump substantially more Federal dollars 

into the proliferating maze of narrow programs represents 

merely a reecho of that tired and ineffective response. 

Furthermore, this extremely expensive suggestion is now 

being made by those who have questioned where the Nation will 

1/ M. L. Weidenbaum, The Modern Public Sector, New York, 
Basic Books, Inc., 1969, p. 15. 
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get the money for revenue sharing; the inconsistency in 

their argument is striking, even though perhaps unintention~. 

Similarly, Federal tax credits for state and local in

come tax payments,may seem like an easy response to this 

difficult question, but they do not hold up under examination 

as an effective device for bolstering the financial resour~s 

of state and locil government. Although no Federal funds 

wou14 go directly to state or local governments, Federal 

revenues would be reduced immediately. 

There seems to b~ great ignorance as to how a tax credit 

works. Nobody is sugges ting a 100 percent credi t for state 

and local income taxes against a person's Federal tax 

liability -- for that would almost amount to a blank check 

on the Treasury. On the other hand, those who suggest a cn~ 

as low as 10 percent, apparently do not understand the Federa:: 

tax system. Many taxpayers would be better ·off by merely 

taking the existing deduction for state and local taxes. 

In any event, hard pressed states and lpcalities would 

only benefi t to the extent that a credi t toward the Federal 

income tax softens taxpayer resistance and thus enables 

state and local governments to institute or raise income 



- 5 -

taxes above the levels otherwise poli tically acceptable. 

Dollai for dollar, revenue sharing will be more effective 

in channeling financial resources to states, cities, and 

counties. Clearly, a Federal credit for state and local 

income taxes will do little to help local governments who 

derive the bulk of their revenues from the property tax. 

At best, the benefits would be distributed in an uneven, 

hit-and-miss fashion. 

The revenue sharing proposal was very painstakingly 

developed. Many man-months of time and effort went into 

its design. The details were carefully worked out with 

knowledgeable representatives of Federal, state and local 

governments, with private citizens, and with Democrats, 

Republicans, and Independents. In both concept and detail, 

it is a thoughtful and nonpartisan plan offered in good faith. 

Hence, the overall favorable response has been heartening. 

Yet, I confess a sense of dismay at the nature of some of the 

specific reactions. I am concerned over the kind of intellectual 

environment in which there is a ready desire to believe the 

worst and a strong reluctance to accept facts demonstrating 

the contrary. The case in point is the role of the central 

cities in revenue sharing. 
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It has repeatedly been shown that the central city 

tends to get a larger share -- not just a larger total 

share but a larger per capita share -- than suburban 

communities. That is true In each of the 2S largest 

metropolitan areas In this Nation. Yet, we still see or 

hear the inaccurate charge that the Administration's revenue 

sharing proposal funnels the bulk of the money away from the 

central cities. There seems almost to be a Gresham's law 

operating here -- bad information drives out good. 

The factor determining the allocation of general revenue 

sharing among the cities and counties of a state is the 

respective jurisdiction's share of the revenues raised by 

all cities and counties in the state. As it turns out, 

time and again, the larger the city, the larger the per 

capita revenues it raises, and hence, the larger the per 

capita share of revenue sharing that it will receive. 

Some have suggested that they would like to respond 

favorably to revenue sharing but are reluctant to breach 

the alleged principle of avoiding the separation of the 

taxing power from the spending power. Certainly, the $30 

billion of Federal grants-in-aid this year represent a 

massive breach of that principle. 
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Of course ,; the significant distinction between revenue 

sharing and the current aid system is the delegation of 

decision making. Given the g~avity of the situation, we 

do not hesitate to approach what IS certainly the most 

powerful legislative body in the world and suggest that $S 

billion out of a $229 billion Federal budget be allocated 

for s tate and loc.al decis ion making. Perhaps tha t earl ie r 

principle is more' pertinent -- noblesse oblige. 

There are three basic points to revenue sharing that 

need to be emphasized. 

1. A modest portion of the ~nntial growth in Federal 

revenues is earmarked for general aid to state and local 

governments. These funds will come from the automatic 

expansion in budget receipts as the economy grows. Contrary 

to many inaccurate reports, general revenue sharing will 

neither require a rise in tax rates nor a reduction in any 

existing government programs. 

2. The revenue sharing money is distributed to each 

state, city and county in a fair and equitable manner. The 

allocation is made according to the precise formulas contained 

In the Federal statute rather than subject to the discretion 

of any Executive Branch official. As the money is in addition 
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to existing programs, each state, city and county benefits 

directly; each receives revenue sharing in addition to any 

benefits, services or money it is now obtaining from the 

Federal Government. 

3. The states, cities, and counties receiving the 

money will make the decisions as to which purposes the fun~ 

should be directed_ The Federal Government will not second

guess the local determination of lo~al priori ties. Financia 

reporting to the Treasury will be required simply to assun 

that the money is spent for a lawful governmental purpose 

and in a non-discrimina tory manner. The. local voters, rathe 

than any Federal official, will review the wisdom and 

effectiveness of the expenditures. 

Revenue sharing is a constructive, highly desirable 

method for strengthening our hard-pressed state and local 

governments while decentralizing the public sector; it is 

the most appropriate mechanism available. 



FOR IMMEDIATE RELEASE March 12, 1971 

TREASURY ISSUES DU~ING FINDING WITH RESPECT TO 
FERRITE CORES (OF THE TYPE USED IN CONSUMER ELECTRONIC PRODUCTS) 

FROM JAPAN 

Assistant Secretary of the Treasury Eugene T. Rossides 
announced that the Treasury Department has issued a dumping 
finding with respect to ferrite cores (of the type used in 
consumer electronic products) from Japan. The finding will 
be published in the Federal Register of Saturday, March 13, 
1971. 

On October 26, 1970, the Treasury Department advised 
the Tariff Commission that ferrite cores (of the type used 
in consumer electronic products) from Japan were being sold 
at less than fair value within the meaning of the Antidumping 
Act, 1921, as amended. 

On January 28, 1971, the Tariff Commission issued a 
determination that an industry in the United States is being 
injured by reason of the importation of ferrite cores (of 
the type used in consumer electronic products) from Japan 
sold, or likely to be sold, at less than fair value within 
the meaning of the Antidumping Act, 1921, as amended. 

After these two determination~, the finding of dumping 
automatically follows as the final administrative requirement 
in antidumping investigations. 

During the period January 1, 1970, through December 31, 
1970, ferrite cores (of the type used in consumer electronic 
products) valued at approximately $700,000 were imported 
from Japan. 

000 
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epartment of the TREASURY 
IIVI. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 12, 1971 

TREASURY ANNOUNCES PROPOSED RULES AND HEARING ON 
LIBERALIZED DEPRECIATION SYSTEM 

The Treasury Department today issued proposed regulations 
which would implement the liberalized system of depreciation 
for machinery, equipment and certain other property the 
Asset Depreciation Range or ADR System -- announced by President 
Nixon on January 11. 

The proposed regulations will be published in the Federal 
Reaister for Saturday, March 13. A public hearing on the proposed 
regulations will be held beginning May 3, 1971. 

Treasury's proposed rules provide asset depreciation ranges 
for various classes of assets first placed in service after 
December 31, 1970. A taxpayer may elect to base depreciation of 
an asset on any number of years within the designated range 
of years for that particular class. The election may be made 
annually and will apply to all eligible assets placed in service 
by the taxpayer in the taxable year of election for which a range 
is provided. After selecting the period of years, the taxpayer will 
determine his depreciation allowance under one of the methods 
presently permitted, such as the "straight line," "declining balance," 
or "sum of the years -d igi ts" method. 

Generally, the minimum and maximum of each asset depreciation 
range under the ADR System is from 20 percent shorter to 20 percent 
longer than the present "Guideline" lives specified by the Internal 
Revenue Service. 

Once a taxpayer has selected a depreciation period for assets 
from within the ADR, neither he nor the Internal Revenue Service 
may thereafter change the period. Assets will have to be accounted 
for in item accounts or in group accounts by year placed in service 
-- "vintage accounts" -- according to the basis of classification 
of the assets in the ADR System. 
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The "reserve ratio" test contained in Revenue Procedure 62-21 
will not apply to assets depreciated under the proposed regulations. 

The proposed regulations also provide first-year conventions 
for property for which the ADR System is elected. Under these 
conventions, the taxpayer may either treat all assets placed in 
service during the year as placed in service at the mid-point of 
the year, or treat those placed in service in the first half as 
placed in service at the beginning of the year and those placed 
in service in the second half as placed in service at the mid-point 
of the year. The Internal Revenue Service will accept such treat
ment as providing a reasonable allowance for depreciation. 

New procedures relating to the salvage value, repair and 
maintenance and retirement of assets under the ADR System are also 
included in the new rules. 

Traditionally, salvage value -- which is the amount estimated 
to be realized upon disposition of depreciable property when the 
taxpayer retires it from active service -- has been treated in a 
variety of ways. For example, salvage value has been reflected by 
reducing the amount subject to depreciation, by using a depreciation 
rate that takes into account the estimated salvage value, or by 
depreciating assets until salvage value is reached. This latter 
treatment is commonly used when the taxpayer uses the declining 
balance method of depreciation. However, an asset may never be 
depreciated below its estimated salvage value. The ADR System 
continues this latter rule, but simplifies and makes uniform the 
treatment of estimated salvage value for depreciation purposes. 

Under the ADR System, the taxpayer is required to establish 
the amount of estimated salvage at the time assets are placed in 
service. He may then deduct an amount for depreciation without 
adjusting the rate for the estimated salvage value. lIe must stop 
depreciating the asset when salvage value is reached. rurthermore, 
in order to eliminate controversies over comparatively minor 
differences in estimates of salvage value, the proposed regulations 
provide that the taxpayer's estimate of salvage value Cafter 
application of section l67(f) of the Internal Revenue Code of 1954) 
will not be adjusted unless there is a final determination of an 
amount of salvage value which exceeds the taxpayer's estimate hv 
more than 10 percent of the unadjusted basis of the property. 
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The proposed regulations also contain a new rule designed to 
eliminate controversies over whether expenditures for the repair, 
maintenance, rehabilitation. or improvement of depreciable property 
are to be capitalized or are to be deducted in the year paid or 
incurred. Under the proposed regulations the taxpayer may elect to 
treat certain of these expenditures as deductible up to an amount 
equal to one year's straight line depreciation on the vintage 
account provided he also agrees to capitalize. and recover through 
depreciation. the amount of any excess. The taxpayer is allowed 
to determine annually whether this "repair rule" will apply. 

When assets ~re retired from vintage accounts the proposed 
regulations generally provide that no gain or loss will be 
recognized unless the retirement is an "extraordinary retirement," 
which is generally defined to include any retirement because of 
casualty or because of cessation or termination of a major portion 
of a trade or business. Proceeds from retirements other than 
"extraordinary retirements" will normally be added to the depreciation 
reserve for the account. 

Certain public utility property -- primarily property of 
electric. water, telephone and gas utilities -- which was excluded 
from the ADR System as originally proposed on January 11, 1971. 
pending further study. will be permitted to be depreciated under 
the proposed regulations if certain conditions are met. Extension 
of the ADR System to these utilities will help to provide them 
needed capital for investment. and give them the same benefits of 
greater certainty and simplicity of the depreciation rules that 
will be available to other businesses. 

Additional proposed regulations dealing with the application 
of "Guideline" depreciation under Revenue Procedure 62-21, including 
elimination of the "reserve ratio" test for taxable years ending 
after December 31. 1970. will be published in the near future. 
These regulations will provide. contrary to the Treasury announcement on 
January 11. 1971. that the "Guidelines" may be applied to years 
ending prior to January 1, 1971. even though they were not 
previously elected for such year, if the "reserve ratio test" is 
met for the year of application. 

The proposed regulations are the first step in implementing 
the reform of depreciation policy announced on January 11. They 
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will encourage businesses to increase their investment in new 
machinery and equipment and will help them accumulate the capital 
required for investment. This should help u.s. businesses to 
modernize their productive facilities, thereby strengthening the 
competitive position of u.s. goods in world markets. The new 
procedures contained in the proposed regulations will also signi
ficantly simplify and improve the administration and interpretation 
of the tax laws by the Internal Revenue Service. 

Treasury estimates that, without giving any effect to any 
increase of tax revenues resulting from increased business 
activity, the changes in depreciation policy, including extension 
of the ADR System to utilities, will result in a reduction in 
Federal revenues of $0.8 billion in the fiscal year ending June 30, 
1971, and of $3.0 billion in fiscal 1972, rising annually thereafter 
to a peak of $4.7 billion in fiscal 1976 and falling to $3.8 billion 
by fiscal 1980. However, the resulting increase in business 
activities is expected to generate substantial additional tax 
revenues to offset these reductions. 

The revenue loss in fiscal year 1972 from the ADR System is 
$300 million more than had been contemplated in the President's 
budget message of January 29, 1971. Current trends in interest 
rates, however, indicate that fiscal year 1972 interest on the 
public debt will be about $500 million less than the budget 
estimate. Thus, total Federal outlays for fiscal year 1972 are 
still estimated to be within the total revenues the economy would 
produce at full employment. 
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DEPARTMENT OF THE TREASURY 

INTERNAL REVENUE SERVICE 

DEPRECIATION ALLOWANCES USING ASSET 
DEPRECIATION RANGE SYSTEM 

NOTICE OF PROPOSED RULE MAKING 

-

Notice is hereby given that the regulations set 

forth in tentative form in the attached appendix are 

proposed to be prescribed by the Commissioner of 

Internal Revenue, with the approval of the Secretary 

of the Treasury or his delegate. Prior to the final 

adoption of such regulations, consideration will be 

given to any comments or suggestions pertaining 

thereto which are submitted in writing, preferably 

in quintuplicate, to the Commissioner of Internal 

Revenue, Attention: CC:LR:T, Washington, D. C. 20224, 

within the period of 30 days from the date of pub1i-

cation of this notice in the Federal Register. Any 

written comments or suggestions not specifically 

designated as confidential in accordance with 

26 CFR 601.601 (b) may be inspected by any person 

upon written request. Any person submitting written 
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comments or sugges tions \vho des ires an opportuni ty 

to comment orally at a public hearing on these 

proposed regulations should submit his request, 

in writing, to the Commissioner within the 30-day 

period. A public hearing vJi11 be held, and notice 

of the time, place, and date of the public hearin:..; 

is simultaneously published herelJith. The proposed 

regulations are to be issued under the authority 

contained in section 167 of the Internal Revenue 

Code of 1954 (26 u.s.c. 167) and section 7805 of 

the Internal Revenue Code of 1954 (26 U.S.C. 7805). 

Commissioner of Internal Revenue 



APPENDIX (PROPOSED REGULATIONS) 

TITLE 26--INTERNAL REVENUE 

CHAPTER I--INTERNAL REVENUE SERVICE, 
DEP ARTMENT OF THE TREASURY 

SUBCHAPTER A--INCOME TAX 

[INCOME TAX REGULATIONS] 

PART 1--INCOME TAX; TAXABLE YEARS BEGINNING 
AFTER DECEMBER 31, 1953 

Depreciation allowances using the 
asset depreciation range system. 

DEPARTMENT OF THE TREASURY, 
Office of Commissioner of Internal Revenue, 

Washington, D. C. 20224 

TO OFFICERS AND EMPLOYEES OF 
THE INTERNAL REVENUE SERVICE 

AND OTHERS CONCERNED: 

The Income Tax Regulations (26 CFR Part 1) are 

amended as follows: 

Paragraph 1. The following new section is added 

immediately after § 1.167 (a)-10, to read as follows: 
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§ 1.167 (a)-II Depreciation based on asset 

depreciation ran~es for property p12ced 

in service after December J1, 1970. 

(a) In.genera1. This section provides .sn 

as::.;c::. Jeprec 1ation ran::;e s ys tem for Je':erlilinill.~» 

::he reasonai)le a110i,rance for depreciation of 

designated classes of assets plBced in service 

after Decen,'uer 31, 1970. The sys tent i.s desi[,ned 

to minimize disputes beb~een taxpayers and the 

Internal Revenue 3ervice as to the useful life OL 

property, and as to salvage value, repairs, and other 

matters. The system is optional with the taxpayer. The 

taxpayer has an annual election. Generally, an election 

Lor a ~axable year will apply to all additions of 

elioible property during Uie taxable year of elec-

::i011 , i)u;: J02S not apply to addi~ions of eli~~l')le 

rroperty in any other taxable year. The taxpayer'3 

election, made with the return for the taxable year, 

H;ClY not be revoked or modified for any propeL::"y 

included in the elec;:ion. Generally, the taxpayer must 

§ 1.167- (a)-II (a) 
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establish vintage accounts for all eligible property 

included in the election, must determine the allowance 

for depreciation of such property in the taxable year 

of election, and in subsequent taxable years, on the 

basis of the period of years (within the asset deprecia-

tion range) specified in the election, and must apply 

the first-year convention specified in the election to 

determine the allowance for depreciation of such property. 

This section also contains special provisions for the 

treatment of salvage value, retirements, and the cost 

of the repair, maintenance, rehabilitation and improve-

ment of such property. A taxpayer may not apply any 

provision of this sectiGn unless he makes an election 

and thereby consents to, and agrees to apply, all the 

provisions of this section. For the meaning of certain 

terms used in this section, see paragraphs (b) (2) 

("eligible property"), (b) (3) ("vintage account"), 

(b) (4) ("asset depreciation range" and "asset guide-

line class")., (b) (5) (iii) (a) ("used property"), 

(b) (6) (i) ("public utility property"), (c) (1) (v) 

("original use"), (c) (1) (vi) ("unadjusted basis" and 

"adjusted basis"), (c) (2) (ii) ("modified half-year 

convention"), (c) (2) (iii) ("half-year convention"), 
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(d) (1) (i) ("salvage value"), (d) (2) (ii) ("repair 

allowance"), (d) (2) (iv) ("excluded addition"), 

(d) (2) (v) ("property improvement"), (d) (3) (ii) 

("ordinary retirement" and "extraordinary retirement"), 

and (e) (1) ("first placed in service") of this section. 

(b) Reasonable allowance using asset depreciation 

ranges--(l) In general. The allowance for deprecia

tion of eligible property (as defined in subparagraph 

(2) of this paragraph) to which the taxpayer elects to 

apply this section will be determined as provided in 

paragraph (c) of this section and shall constitute the 

reasonable allowance for depreciation of such property 

under section 167 (a). 

(2) Definition of eligible property. For purposes 

of this section, the term "eligible property" means 

property which is subject to the allowance for deprecia

tion provided by section 167 (a) but only if--

(i) An asset guideline class and period 

are in effect for such property for the taxable 

year of election (see subparagraph (4) of this 

paragraph); 

§ 1. 167 (a) -11 (b) (2) (i) 
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(ii) The property is tangible personal prop-

erty, or is other tangible property (not including 

a building or its structural components) which 

(a) is used as an integral part of manufacturing, 

production, or extraction or of furnishing trans-

portation, communications, electrical energy, gas, 

wa;er, or sewage disposal services, or (b) con-

stitutes research or storage facilities used in 

connection with any of the activities described in 

(a) of this subdivision (but see subparagraph (6) 

of this paragraph for special rule for certain 

public utility property as defined in section 

167 (/.) (3) (A»; 

(iii) The property is first placed in service 

(as described in paragraph (e) (1) of this section) 

by the taxpayer after December 31, 1970 (but see 

subparagraph (7) of this paragraph for special rule 

where there is a mere change in the form of con-

ducting a trade or business); 

(iv) During the taxable year of election, 

the property is predominantly used (within the 

meaning of paragraph (g) (1) (i) and (iii) of 

§ 1.167 (a)-II (b) (2) (iv) 
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§ 1.48-1) within the United States (as defined 

in section 7701 (a) (9»), or meets the require-

ments of paragraph (g) (2) of § 1.48-1 (relating 

to exceptions to the requirement of predominant 

use). See subparagraph (5) (v) of this para-

graph for special rule in the case of change 

in predominant use. 

The language used in subdivision (ii) of this sub-

paragraph shall have the same meaning as when used 

in section 1245 (a) (3) (A) and (B). The term 

"eligible property" includes any property which 

meets the requirements of this subparagraph, whether 

such property is new property, "used property", or is 

a "property improvement" (as described in para-

graph (d) (2) (v) of this section). For the treat-

ment of expenditures for the repair, maintenance, 

rehabilitation or improvement of property in a 

vintage account, see paragraph 

(d) (2) (v) of this section. 

(3) Requirement of vintage accounts--(i) In 

general. For purposes of this section, a "vintage 

account" is a closed-end depreciation account 

§ 1.167 (a)-II (b) (3) (i) 



- 7 -

containing eligible property to which the taxpayer 

elects to apply this section, first placed in 

service by the taxpayer during the taxable year of 

election. The "vintage" of an account refers to 

the taxable year during which the eligible property 

in the account is first placed in service by the 

taxpayer. Such an account will consist of an asset, 

or a group of assets, within a single asset guide

line class established pursuant to subparagraph (4) 

of this paragraph and may include only eligible 

property. Each item of eligible property (except 

a property improvement as described in para-

graph (d) (2) (v) of this section) to which the 

taxpayer elects to apply this section, first placed 

in service by the taxpayer during the taxable year 

of election, shall be placed in a vintage account 

of the taxable year of election. For special rules 

regarding property improvements, see para-

graph (d) (2) (v) of this section. Any number of 

vintage accounts of a taxable year may be estab

lished. More than one account of the same vintage 

§ 1.167 (a)-II (b) (3) (i) 
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may be established for different assets of the same 

asset guideline class. 

(ii) Special vintage accounts. Property the 

original use of which does not commence with the tax

payer may not be placed in a vintage account which 

contains property the original use of which commences 

with the taxpayer. Property described in sec-

tion 167 (f) (2) may not be placed in a vintage account 

with property not described in section 167 (f) (2). 

Property described in section 179 (d) (1) may not be 

placed in a vintage account with property not described 

in section 179 (d) (1). Property which qualifies for 

treatment under section 263 (e) may not be placed in 

a vintage account with property which does not qualify 

for treatment under section 263 (e). For special rule 

for property acquired in a transaction to which sec

tion 381 (a) applies, see paragraph (e) (3) (i) of 

this section. For additional rules with respect to 

accounting for eligible property, see paragraph (e) 

of this section. 

(4) Asset depreciation ranges--(i) Selection 

of asset depreciation period. An election shall 

specify for each vintage account of the taxable year 

of election the period selected by the taxpayer from 

§ 1.167 (a)-II (b) (4) (i) 
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the asset depreciation range for the assets in such 

account. For purposes of this section the term "asset 

guideline class" means a category of assets (including 

any subcategory of assets) for which a separate guide

line period- is in-effect as provided in subdivision (ii) 

of this subparagraph. Any period within the asset 

depreciation range for the assets in a vintage account 

which is a whole number of years, or a whole number of 

years plus a half year, may be selected. The lower 

limit of .the asset depreciation range for a vintage 

account is 80 percent of the asset guideline period 

established for the assets in the account, and the 

upper limit of such range is 120 percent of such asset 

guideline period, determined in each case by rounding 

any fractional part of a year to the nearer of the 

nearest whole year or the nearest half year. 

(ii) Establishment of asset guideline classes 

and periods. The asset guideline classes and periods 

in effect for any taxable year beginning before the 

effective date of the first supplemental asset guide

line classes and periods established pursuant to this 

§ 1. 16 7 (a) -11 (b) (4) (i i) 
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section are set forth in Part I of Revenue Procedure 

62-21, 1962-2 C.B. 418 (as supplemented in 1963-2 

C.B. 740, 1964-1 C.B. 639, and 1964-1 C.B. 640). 

Other asset guideline classes and periods will from 

time to time be established, supplemented and revised 

with express reference to this section. These asset 

guideline classes and periods will be published in the 

Internal Revenue Bulletin. The asset guideline classes, 

the asset guideline periods, and the asset depreciation 

ranges determined from such periods in effect on the 

first day of a taxable year of election shall apply to 

all vintage accounts of such taxable year, and the reason-

able allowance for depreciation of property in such 

accounts shall not be changed to reflect any subsequent 

supplement or revision of the asset guideline classes 

or periods. 

(iii) Examples. The principles of this subpara-

graph may be illustrated by the following examples: 

Example (1). Corporation X purchases a bulldozer 
for use in its construction business. The bulldozer 
is first placed in service in 1972. Since the bull
dozer is tangible personal property, predominantly used 
within the United States, for which an asset guideline 
class and period have been established, the bulldozer 
is eligible property. The bulldozer is covered under 
asset guideline class 2 (a) of Group Two under Revenue 
Procedure 62-21 and the asset guideline period is 
5 years. Thus,'the asset depreciation range is 4-6 years. 
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Example (2). In 1972 corporation Y first places 
in service a factory building. Although an asset 
guideline class and period are in effect for the 
property and it is predominantly used within the 
United States, it is not eligible property, since it 
does not meet the requirements of subparagraph (2) 
(ii) of this paragraph. 

(5) Requirements of election--(i) In general. 

Except as otherwise provided in paragraph (d) (2) of 

this section dealing with property improvements, no 

provision of this section shall apply to any property 

other than eligible property to which the taxpayer 

elects, in accordance with this section, to apply 

this section. For 

§ 1. 16 7 (a) -11 (b) (5) (i) 
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the time and manner of election,see paragraph (f) 

of this section. Except as otherwise provided in 

subdivisions (iv) and (v) of this subparagraph, a 

taxpayer's election to apply this section may not be 

revoked or modified after the last day prescribed 

for filing the election. Thus, for example, after 

such day, a taxpayer may not cease to apply this sec

tion to property included in the election, establish 

different vintage accounts for the taxable year of 

election, select a different period from the asset 

depreciation range for any such account, or' adopt a 

different first-year convention for any such account. 

(ii) Property required to be included in 

election. Except as otherwise provided in sub

division (iii) of this subparagraph dealing with 

certain used property, in subdivision (iv) of this 

subparagraph dealing with property subject to 

special depreciation or amortization, and in 

paragraph (e) (3) (i) of this section dealing 

§ 1. 16 7 (a) -11 (b) (5) (i i) 
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with transactions to which section 381 (a) applies, 

if the taxpayer elects to apply this section to any 

eligible property first placed in service by the tax

payer during the taxable year of election, the elec

tion shall apply to all such eligible property, 

whether placed in service in a trade or business or 

held for production of income. 

(iii) Special 10 percent used property rule. 

(~) If the unadjusted basis of eligible ·'used 

property" first placed in service by the taxpayer 

during the taxable year of election exceeds 10 

percent of the unadjusted basis of all eligible 

property first placed in service during the taxable 

year of election, the taxpayer may exclude all 

(but not less than all) the eligible used property 

§ 1.167 (a)-II (b) (5) (iii) 
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from the election to apply this section. For the 

purposes of this section, the term "used property" 

means property the original use of which does not 

commence with the taxpayer. 

(b) Solely for the purpose of determining 

whether the 10 percent rule of this subdivision is 

satisfied, (1) used property first placed in 

service during the taxable year and subject to special 

depreciation or amortization provisions described in 

subdivision (iv) of this subparagraph and (~) property 

acquired during the taxable year in a transaction to 

which section 381 (a) applies, shall all be treated as used 

property regardless of whether such property would b~ 

treated as new property under section 167 (c) and the 

regulations thereunder. 

§ 1.167 (a)-ll (b) (5) (iii) 
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(iv) Property subject to special method of 

depreciation or amortization. (a) An election to 

apply this section shall not include any eligible 

property in an asset guideline class if for the tax

able year of election the taxpayer computes depreciation 

under the unit of production, retirement or machine 

hour method or any other method not described in 

section 167 (b) (1), (2), or (3) for any eligible 

property first placed in service during the taxable 

year in such asset guideline class. In addition, an 

election to apply this section shall not include 

eligible property for which, for the taxable year of 

aection, the taxpayer computes depreciation under 

section 167 (k), or computes amortization under sec

tion 169, 184, 185, 187, or paragraph (b) of § 1.162-11. 

(b) If the taxpayer has elected to apply this 

section to eligible property described in sec-

tion 167 (k), 169, 184, 185, or 187 and the taxpayer 

thereafter computes depreciation or amortization for 

such property for any taxable year in accordance 

with section 167 (k), 169, 184, 185, or 187, then 

the election to apply this section to such property 

shall terminate as of the 

§ 1.167 (a) -11 (b) (5) (iv) 
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beginning of the taxable year for which depreciation 

or amortization is computed under such section. 

Application of this section to such property for 

any period prior to the termination date will not 

be affected by the termination. The unadjusted 

basis of the property shall be removed as of the 

termination date from the unadjusted basis of the 

vintage account. The depreciation reserve estab-

lished for the account shall be reduced by the depre-

ciation allowable for the property, 

computed in the manner prescribed in paragraph 

(c) (1) (vi) (b) of this section for determination 

of the adjusted basis of the property and shall be 

further adjusted in the manner prescribed in _paragraph 

(d) (3) (vi) of this section. See paragraph (d) (3) 

(vii) (d) of this section for treatment of salvage 

value when property is removed from a vintage account. 

§ 1.167 (a)-II (b) (5) (iv) 
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(v) Change in predominant use of eligible 

property. If eligible property in a vintage account 

ceases to meet the requirements of paragraph (g) (1) (i) 

and (iii) or (g) (2) of § 1.48-1 (relating to require-

ment of predominant use within the United States) for 

a taxable year, the election to apply this section to 

such property shall terminate as of the beginning of 

such taxable year. The application of this section to 

such property for a period prior to the termination 

date will not be affected. The unadjusted basis of the 

property shall be removed as of the termination date 

from the unadjusted basis of the vintage account. The 

depreciation reserve established for the account shall 

be reduced by the depreciation allowable 

for the propert~ computed in the manner prescribed in 

paragraph (c) (1) (vi) (b) of this section for deter-

mination of the adjusted basis of the property and shall 

A1urther adjusted in the manner prescribed in para

graph (d) (3) (vi) of this section. See paragraph 

(d) (3) (vii) (d) of this section for treatment of 

salvage value when property is removed from a 

vintage account. 

§ 1.167 (a)-II (b) (5) (v) 
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(6) Special rule for certain public utility 

property--(i) Requirement of normalization in certain 

cases. Under section 167 0f), in the case of public 

utility property (as defined in section 167 ~ (3) 

(A), if the taxpayer--

(a) Is entitled to use a method of de

preciation other than a "subsection <iJ 
method" of depreciation (as defined in 

section 167 \2) (3) (F) only if it uses 

the "normalization method of accounting" 

(as defined in section 167 (t) (3) (G) 

with respect to such property, or 

(b) Is entitled to use only a "sub-

section <j,) method" of depreciation, 

such property shall be eligible property 

(as defined in subparagraph (2) of this paragraph) 

only if the taxpayer normalizes the tax deferral 

resulting from the election to apply this sectiono 

§ 1. 16 7 (a) - 11 (b) ( 6 ) ( i) 
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(ii) Normalization. The taxpayer will be 

considered to normalize the tax deferral result

ing from the election to apply this section only 

if it computes its tax expense for purposes of 

establishing its cost of service for rate making 

purposes and for reflecting operating results 

in its regulated books of account using a de

preciation period no less than the lesser of--

(a) 100 percent of the asset 

guideline period as described in sub

paragraph (4) (ii) of this paragrap~ or 

(b) The period for computing its 

depreciation expense to reflect operating 

results on its regulated books of account, 

and makes adjustments to a reserve to reflect the 

deferral of taxes resulting from an election to apply 

this section. A determination whether the taxpayer 

is considered to normalize (within the meaning of 

the preceding sentence) the tax deferral resulting 

from an election to apply this section shall be 

made in a manner consistent with the principles for 

§ 1.167 (a)-II (b) (6) (ii) 
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determining whether a taxpayer is using the "normal-

ization method of accounting" (within the meaning of 

sec tion 167 <£) (3) (G)). 

(iii) Failure to normalize. If the taxpayer has 

elected to apply this section to any eligible public 

utility property in accordance with subdivision (i) of 

this subparagraph and the taxpayer thereafter fails to 

normalize the tax deferral resulting from the election 

to apply this section, the election to apply this 

section to such property shall terminate as of the 

beginning of the taxable year for which the taxpayer 

fails to normalize the tax deferral resulting from the 

election to apply this section. Application of this 

section to such property for any period prior to the 

termination date will not be affected by the termina-

tion. The unadjusted basis of the property shall be 

removed as of the termination date from the unadjusted 

basis of the vintage account. The depreciation reserve 

established for the account shall be reduced by the 

depreciation allowable for the property, 

computed in the manner 'prescribed in 

§ 1.167 (a)-II (b) (6) (iii) 
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paragraph (c) (1) (vi) (b) of this section for deter

mination of the adjusted basis of the property and shall 

~urther adjusted in the manner prescribed in paragraph 

(d) (3) (vi) of this section. See paragraph (d) (3) 

(vii) (d) of this section for treatment of salvage 

value when property is removed from a vintage account. 

(7) Mere change in form of conducting a trade 

or business. Property which was first placed in 

service by the transferor before January 1,1971, ·shall 

not be eligible property if such property is first 

placed in service by the transferee after December 31, 

1970, by reason of a mere change in the form of 

conducting a trade or business in which such property 

is used. A mere change in the form of conducting a 

trade or business in which such property is used will 

be considered to have occurred if--

(i) The transferor (or in a case where the 

transferor is a partnership, estate, trust, or 

corporation, the partners,beneficiaries, or share-

holders)of such property retains a substantial 

interest in such trade or business, or 

§ 1.167 (a)-ll (b) (7) (i) 
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(ii) The basis of such property in the 

hands of the transferee is determined in whole 

or in part by reference to the basis of such 

property in the hands of the transferor. 

This subparagraph shall not apply to a transfer of 

property to which paragraph (e) (3) (i) (relating to 

transfers to which section 381 (a) applies) applies o 

For purposes of this subparagraph, a transferor (or 

in a case where the transferor is a partnership, 

estate, trust, or corporation, the partners, bene-

ficiaries, or shareholders) shall be considered as 

having retained a substantial interest in the trade 

or business only if, after the change in form, his 

(or their) interest in such trade or business is sub-

stantial in relation to the total interest of all 

persons in such trade or business. This subparagraph 

shall apply to property first placed in service prior 

to January 1, 1971, held for the production of income 

(within the meaning of section 167 (a) (2» as well 

as to property held in a trade or business. 

§ 1.167 (a)-II (b) (7) (ii) 
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(c) Manner of determining allowance--

(1) In general--(i) Computation of allowance. 

The allowance for depreciation of property in a 

vintage account shall be determined in the manner 

specified in this paragraph by using the method 

of depreciation adopted by the taxpayer for the 

account and a rate based upon the period for the 

account selected by the taxpayer from the asset 

depreciation range. (For limitations on methods 

of depreciation permitted with respect to property, 

see section 167 (c) and subdivision (v) of this 

subparagraph.) In applying the method of depre

ciation adopted by the taxpayer, the annual 

allowance for depreciation of a vintage account 

shall be determined without adjustment for the 

salvage value of the property in such account ex-

cept that no account may be depreciated below the reason

able salvage value ot the account. (For ruIes regarding 

estimation and treatment of salvage value, see 

paragraph (d) (1) and (3) (vii) of this section.) 

I 1.167 (a)-ll (c) (1) (i) 
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(c) Manner of determining allowance--

(1) In general--(i) Computation of allowance. 

The allowance for depreciation of property in a 

vintage account shall be determined in the manner 

specified in this paragraph by using the method 

of depreciation adopted by the taxpayer for the 

account and a rate based upon the period for the 

account selected by the taxpayer from the asset 

depreciation range. (For limitations on methods 

of depreciation permitted with respect to property, 

see section 167 (c) and subdivision (v) of this 

subparagraph.) In applying the method of depre-

ciation adopted by the taxpayer, the annual 

allowance for depreciation of a vintage account 

shall be determined without adjustment for the 

salvage value of the property in such account ex-

cept that no account may be depreciated below the reason-

able salvage value at the ac-count. (For rufes regarding 

estimation and treatment of salvage value, see 

paragraph (d) (1) and (3) (vii) of this section.) 

I 1.167 (a) -11 (c) (1) (i) 
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Regardless of the method of depreciation adopted 

by the taxpayer, the depreciation allowable for a 

taxable year with respect to a vintage account may 

not exceed the amount by which (as of the beginning 

of the taxable year) the unadjusted basis of the 

account exceeds (a) the reserve for depreciation estab-

lished for the account plus (~ the salvage value of the 

account. The unadjusted basis of a vintage account 

is defined in subdivision (vi) of this subparagraph. 

The adjustments to the depreciation reserve are 

described in subdivision (ii) of this subparagraph. 

The annual allowance for depreciation of a vintage 

account using the straight line method of deprecia-

tion shall be determined by dividing the unadjusted 

basis of the vintage account (without reduction for 

salvage value) by the number of years in the asset 

depreciation period selected for the account. See 

subdivision (iii) of this subparagraph for the manner 

of computing the depreciation allowance following 

a change 

§ 1.167 (a)-II (c) (1) (i) 
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from the declining balance method or the sum of 

the years-digits method to the straight line method. 

In the case of the sum of the years-digits method, 

the annual allowance for depreciation of a vintage 

account shall be computed by multiplying the unad

justed basis of the vintage account (without reduc

tion for salvage value) by a fraction, the numerator 

of which changes each year to a number which corre

sponds to the years remaining in the asset depreciation 

period selected for the account (including the year 

for which the allowance is being computed) and the 

denominator of which is the sum of all the years digits 

corresponding to the asset depreciation period selected 

for the account. The annual allowance for deprecia

tionof a vintage account using a declining balance 

method is determined by 

§ 1.167 (a)-II (c) (1) (i) 
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applying a uniform rate to the excess of the 

unadjusted basis of the vintage account over the 

depreciation reserve established for that account. 

The rate under the declining balance method may not 

exce~d twice the straight line rate based upon the 

asset depreciation period for the vintage account. 

The allowance for depreciation under this paragraph 

(including any depreciation allowed under section 179) 

shall constitute the amount of depreciation allowable 

for ~11 purposes of this section o 

(ii) Establishment of depreciation reserve. 

The taxpayer must establish a depreciation reserve 

for each vintage account. The amount of the depre-

ciation reserve for a vintage account must be stated 

on each income tax return on which depreciation with 

respect to such account is determined under this 

section. The depreciation reserve for a vintage 

account consists of the accumulated depreciation 

allowable with respect to the vintage account, in-

creased by the adjustments for ordinary retirements 

prescribed by paragraph (d) (3) (iii), by the 

adjustments for property improvements prescribed by 

§ 1.167 (a)-II (c) (1) (ii) 
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paragraph (d) (3) (vi) ,and by the adjustments 

for reduction of the salvage value of a vintage 

account prescribed by paragraph (d) (3) (vii) (c) 

of this section, and decreased by the adjustments 

for property improvements prescribed by para-

graph (d) (2) (v) of this section, by the adjust-

ments for extraordinary retirements and certain 

special retirements as prescribed by (d) (3) (iv) 

and (v) of this section, by the adjustments for 

the amount of the reserve in excess of the un-

adjusted bases of a vintage account prescribed by 

paragraph (d) (3) (viii) (~, and by the adjustments 

for property removed from a vintage account pre-

scribed by paragraph (b) (5) (iv) (b) and (v) and 

paragraph (b) (6) (iii) of this section. The 

adjustments to the depreciation reserve for the 

cost of property improvements paid or incurred 

during the taxable year and for ordinary retire-

ments during the taxable year shall be made as of 

the beginning of the taxable year. The adjustments 

to the depreciation reserve for extraordinary 

retirements shall be made as of the date the 

§ 1.167 (a) -11 (c) (1) (iii) 
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retirement is treated as having occurred in 

accordance with the first-year convention 

(described in subparagraph (2) of this para-

graph) adopted by the taxpayer for the vintage 

account. The adjustment to the depreciation 

reserve for property removed from a vintage account 

§ 1.167 (a)-11 (c) (1) (iii) 
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in accordance with paragraph (b) (5) (iv) and (v) 

and paragraph (b) (6) (iii) of this section shall 

be made as of the beginning of the taxable year. 

The depreciation reserve of a vintage account may 

not be decreased below zero. 

(iii) 
1 

Consent to change in method of 

depreciation. During the asset depreciation period 

for a vintage account, the taxpayer is permitted to 

change under this section from a declining balance 

method of depreciation or the sum of the years-

digits method of depreciation to the straight line 

method of depreciation with respect to such account. 

The provisions of § 10167 (e)-l shall not apply to 

such change. The change in method applies to all 

property in the vintage account and must be adhered 

to for the entire taxable year of the change. When 

the change is made, the annual allowance for depre-

ciation of the vintage account shall be determined 

by dividing the adjusted basis of the vintage account 

§ 1.167 (a)-II (c) (1) (iii) 
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(without reduction for salvage value) by the number 

of years remaining (at the time as of which the change 

is made) in the asset depreciation period selected 

for the account. However, the depreciation allowable 

for any taxable year following such a change may not 

exceed an amount determined by dividing the unadjusted 

basis of the vintage account (without reduction for 

salvage value) by the number of years in the asset 

depreciation period selected for the account. The 

taxpayer shall furnish a statement setting forth the 

vintage accounts for which the change is made with 

the income tax return filed for the taxable year of 

the change. 

(iv) Limitation of annual allowance after 

expiration of the asset depreciation period. The annual 

allowance for depreciation for any taxable year 

beginning after the end 

§ 1.167 (a)-11 (c) (1) (iv) 
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of the asset depreciation period selected for the 

vintage account shall be determined by dividing 

~he unadju~ted basi~ of the vintage account 

(without reduction for salvage value) by the number of 

years in the asset depreciation period selected for 

the account. However, the depreciation allowable for 

any such taxable year may not exceed the amount by which 

(as of the beginning of the taxable year) the unadjusted 

basis of the vintage account exceeds (a) the reserve 

for depreciation established for such account plus 

(b) the salvage value of the account. 

(v) Limitations on methods. The same method of 

depreciation must be adopted for all property in a 

single vintage account. Generally, the method of 

depreciation which may be adopted is subject to the 

limitations contained in section 167 (c). In the 

case of a vintage account for which the taxpayer has 

selected an asset depreciation period of 3 years or 

more and which contains property the original use of 

which commences with the taxpayer, any method of 

depreciation described in section 167 (b) (1), (2) 

or (3) may be adopted. If the vintage account contains 

property the original use of which does not commence 

§ 1.167 (a)-II (d) (1) (v) 
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with the taxpayer, or if the asset depreciation period 

for the account selected by the taxpayer is less than 

3 years, a method of depreciation described in sec-

tion 167 (b) (2) or (3) may not be adopted for the 

account. However, the declining balance method using 

a rate not in excess of 150 percent of the straight line 

rate based upon the asset depreciation period for the 

vintage account may be adopted for the account even if 

the original use of the property does not commence with 

the taxpayer provided the asset depreciation period for 

the account selected by the taxpayer is at least 3 years. 

The term "original use" means the first use to which 

the property is put, whether or not such use corresponds 

to the use of such property by the taxpayer. (See 

§. 1.167 (c)-I.) 

(vi) Unadjusted and adjusted basis. (~For 

purposes of this section, the unadjusted basis of an 

asset is its cost or other basis without any adjust-

ment for depreciation, amortization, or a property 

improvement (as defined in paragraph (d) (2) (v) of 

this section), but with other adjustments required 

under section 1016 or other applicable provisions 

§ 1.167 (a)-II (c) (1) (vi) 
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of law. The unadjusted basis of a property im

provement (as defined in paragraph (d) (2) (v) 

of this section) is its cost or other basis 

without adjustment for depreciation or amortiza

tion, but with other adjustments required under 

section 1016 or other applicable provisions of 

law. The unadjusted basis of a vintage account 

is the total of the unadjusted bases of all the 

assets in the account. 

(b) The adjusted basis of a vintage account 

is the amount by which the unadjusted basis of the 

account exceeds the reserve for depreciation 

established for the account. The adjusted basis 

of an asset (other than a property improvement the 

cost or other basis of which was subtracted from 

the depreciation reserve) in a vintage account is 

the amount by which the unadjusted basis of the 

asset exceeds the amount of depreciation allowable 

for the asset computed by using the method of 

depreciation and the rate (including any depreciation 

§ 1.167 (a)-11 (c) (1) (vi) 
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allowed under section 179 for the asset) 

applicable to the account. The adjusted 

basis of a property improvement the cost of 

which was subtracted from the depreciation 

reserve for a vintage account is the amount 

by which the unadjusted basis of the property 

improvement exceeds the amount of depreciation 

allowable for the property improvement computed 

by using the method of depreciation and the rate 

applicable to the account beginning with the 

taxable year in which the cost of the property 

improvement is paid or incurred. For purposes 

of this subdivision, the depreciation allowable 

for an asset shall include, to the extent 

identifiable, the amount of proceeds previously 

added to the depreciation reserve in accordance 

with paragraph (d) (3) (iii) of this section upon 

the retirement of any portion of such asset. 

§ 1.167 (a)-II (c)(vi)(b) 
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(vii) Example. Principles of this section may 

be illustrated by the following example: 

Example. (!) Taxpayer A has a multiple asset 
vintage account with an unadjusted basis of $1,000 and 
an estimated salvage value of $100. (See paragraph 
(d) (1) (i) of this section for determination of 
salvage value for an account after application of 
section 167 (f).) A adopts the straight line method 
of depreciation with respect to the account and selects 
a 10-year asset depreciation period. Assume that A 
does not follow a practice of reducing the salvage value 
for the account in the amount of salvage value attrib
utable to each retired asset in accordance with para
graph (d) (3) (vii) of this section. The depreciation 
allowance for each of the first 4 years is $100, that 
is 1/10 mUltiplied by the unadjusted basis of $1,000, 
without reduction for salvage. 

(b) In the fifth year of the asset depreciation 
period: three assets are sold in an ordinary retire
ment for $600. Thus, under paragraph (d) (3) (iii) of 
this section, the proceeds of the retirement are added 
to the depreciation reserve as of the beginning of the 
fifth year. Accordingly, the reserve, as of the 
beginning of the fifth year is $1,000, that is, $400 
of depreciation as of the beginning of the year plus 
$600 from ordinary retirements. The salvage value is 
reduced to zero, since the proceeds of the ordinary 
retirement increase the depreciation reserve up to the 
unadjusted basis (see paragraphs (d) (1) (i) and 
(d) (3) (iii) of this section) and no depreciation is 
allowed for the fifth year. 

(c) In the sixth year, another asset is sold in 
an ordinary retirement for $50. The full amount ($50) 
is reported as gain, without regard to the adjusted 
basis of the asset, and is subject to section 1245 
(see paragraph (d) (3) (viii) of this section). No 
depreciation is allowable for the sixth year, since the 
depreciation reserve ($1,000) plus the salvage value 
(zero) equals the unadjusted basis ($1,000). 

§ 1.167 (a)-II (c) (1) (vii) 
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(d) In the seventh year the taxpayer makes 
a property improvement, which reduces the deprecia
tion reserve by $300, and sells another asset in an 
ordinary retirement for $40. The $300 property 
improvement reduces the reserve as of the beginning 
of the year (see paragraph (c) (1) (ii) of this 
section) and the $40 proceeds from the ordinary 
retirement increase the reserve as of the beginning 
of the year. Thus, the reserve is reduced as of 
the beginning of the seventh year to $740 (that is, 
$1,000 minus $300 plus $40) and accordingly $100 of 
depreciation (that is, 1/10 mUltiplied by $1,000, 
the unadjusted basis of the account) is allowed for 
the seventh year. The $100 of depreciation allowed 
for the seventh year increases the reserve to $840 
as of the close of the seventh year. 

§ 1.167 (a)-ll (c) (1) (vii) 
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(e) In the eighth year, asset X is sold in an 
extraordinary retirement for $30 and gain or loss is 
recognized. Under the convention used by the tax
payer, the unadjusted basis of X, $100, is removed 
from the unadjusted basis of the vintage account 
as of the beginning of the eighth year and the 
depreciation reserve as of'the beginning of such 
year is reduced to $770 by removing the deprecia
tion applicable to asset X, $70 (see para-
graph (d) (3) (iv». The depreciation which is 
allowable under the straight line method for the 
eighth year is $90, that is 1/10 mUltiplied by 
$900 (the unadjusted basis of the account, $1,000, 
reduced by the unadjusted basis of X, $100). The 
depreciation allowed ($90) increases the depreci
ation reserve to $860. 

(f) In the ninth year, an asset is sold in 
an ordinary retirement for $60. This increases the 
reserve to $920, and $20 is reported as gain without 
regard to the adjusted basis of the asset and is 
subject to section 1245. (See paragraph (d) (3) (viii) 
of this section.) No depreciation is allowable in 
the ninth year, since the sum of the depreciation 
reserve, $900, plus the estimated salvage value, zero, 
equals the unadjusted basis of the account, $900. 

(~) In the tenth year, the taxpayer makes a 
$200 property improvement which decreases the reserve 
to $700. The depreciation allowance in the tenth and 
eleventh year is $90, that is, 1/10 multiplied by 
$900, the unadjusted basis of the account. 

(h) At the beginning of the twelfth year, the 
depreciation reserve is $880. In the twelfth year, 
the depreciation allowable is only $20, that is, the 
difference between the unadjusted basis of the account 
($900) and the depreciation reserve ($880), plus 
salvage value (zero). 

§ 1.167 (a)-II (c) (1) (vii) 
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(2) Conventions applied to additions and 

retirements-- (i) In general. The allowance 

for depreciation of a vintage account (whether an 

item account or a mUltiple asset account) shall be 

determined by applying one of the conventions 

described in subdivision (ii) and (iii) of this 

subparagraph. (For the manner of applying a 

convention in the case of taxable years beginning 

before and ending after December 31, 1970, see 

subparagraph (3) of this paragraph.) The same 

convention must be adopted for all vintage accounts 

of a taxable year, but the same convention need 

not be adopted for the vintage acccounts of another 

taxable year. An election to apply this section 

must specify the convention adopted. (See para-

graph (f) of this section for information required 

in making the election.) The convention adopted 

by the taxpayer is a method of accounting for pur-

po~es of section 446, but the consent of the Commissioner 

will be deemed granted to make an annual adoption 

of either of the conventions described in sub-

division (ii) and (iii) of this subparagraph. 

§ 1.167 (a)-II (c) (2) (i) 
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(ii) Modified half-year convention. The 

depreciation allowance for a vintage account for 

which the taxpayer adopts the "m0dified half-year 

convention" shall be determined by treating: (a) all 

property in such account which is placed in service 

during the first half of the taxable year as 

placed in service on the first day of the taxable 

year; and (b) all property in such account 

which is placed in service during the second half 

of the taxable year as placed in service on the 

first day of the second half of the taxable year. 

The depreciation allowance for a vintage account for 

a taxable year in which there is an extraordinary 

retirement (as defined in paragraph (d) (3) (ii) 

of this section) is determined by treating all 

extraordinary retirements from such account during 

§ 1.167 (a)-II (c) (2) (ii) 
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the first half of the taxable year as occurring on 

the first day of the taxable year and all extra

ordinary retirements from such account during the 

second half of the taxable year as occurring on the 

first day of the last half of the taxable year. 

Thus, the depreciation allowance for such account 

for the taxable year will consist of an amount 

based on: the unadjusted basis of the account 

for the first half of the taxable year after adjust

ment for extraordinary retirements during the first 

half of the taxable year, plus the unadjusted 

basis of the account for the second half of the 

taxable year after adjustment for extraordinary 

retirements during the secortd half of the taxable 

year. This convention may also be applied by 

assuming, with respect to all vintage accounts of 

a taxable year, that all additions occur on the first 

day of the second quarter of the taxable year and 

that all extraordinary retirements occur on the 

first day of the second quarter of the taxable year. 

§ 1.167 (a)-II (c) (2) (ii) 
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(iii) Half-year convention. The depreciation 

allowance for a vintage account for which the tax-

payer adopts the "half-year convention" shall be 

determined by treating all property in the account 

as placed in service on the first day of the second 

half of the taxable year and by treating all 

extraordinary retirements (as defined in para-

graph (d) (3) (ii) of this section) from the 

account as occurring on the first day of the second 

half of the taxable year. 

§ 1.167 (a)-II (c) (2) (iii) 
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(iv) Rules of application. The first-year 

convention adopted for a vintage account must be 

consistently applied to all additions to and all 

extraordinary retirements from such account. See 

paragraph (d) (3) (ii) and (iii) for definition and 

treatment of ordinary retirements. For purposes of 

this subparagraph, the second half of a taxable year 

shall be deemed to commence on the beginning of the 

first day of a calendar month which is the closest 

such first day to the middle of the taxable year. The 

first half of the taxable year shall be deemed to 

expire at the close of the last day of a calendar 

month which is the closest such last day to the middle 

of the taxable year. Rules consistent with the preceding 

two sentences shall apply for purposes of determining 

the commencement of the second quarter of the taxable 

year and the expiration of the first quarter of the 

taxable year. If a taxable year consists of a period 

which includes only one calendar month, the first 

half of the taxable year shall be deemed to expire 

on the first day which is nearest to the midpoint 

of the month, and the second half of the taxable year 

shall begin the day after the expiration of the first 

half of the month. 
§ 1.]67 (a)-ll (c) (2) (iv) 
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(3) Taxable years beginning before and ending 

after December 31, 1970. In the case of a taxable 

year which begins before January 1, 1971, and ends 

after December 31, 1970, property first placed 

in service after December 31, 1970, but treated 

as first placed in service before January 1, 1971, 

by application of a convention described in sub-

paragraph (2) of this paragraph shall be treated 

as provided in this subparagraph. The depreciation 

allowed (or allowable) for the taxable year shall 

consist of the depreciation allowed (or allowable) 

for the period before January 1, 1971, determined 

without regard to this section plus the amount allow-

able for the period after December 31, 1970, 

determined under this section. However, neither 

the modified half-year convention described in sub-

paragraph 2 (ii) of this paragraph, nor the half-

year convention described in subparagraph 2 (iii) 

of this paragraph may be applied with respect to 

property placed in service after December 31, 1970, 

to allow depreciation for any period prior to 

§ 1.167 (a)-II (c) (3) 
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January 1, 1971, unless such 

application is consistent with the convention 

applied by the taxpayer with respect to property 

placed in service in such taxable year prior to 

January 1, 1971. 

(4) Examples. The principles of this para-

graph may be illustrated by the following examples: 

Example (1). Taxpayer A, a calendar year 
taxpayer, places new property in service in a 
trade or business as follows: 

Asset Placed in service Unadjusted Basis 

W April 1, 1971 $ 5,000 
X June 30, 1971 8,000 
Y July 15, 1971 12,000 
Z December 20, 1971 60,000 

(i) Taxpayer A adopts the modified half-year 
convention described in subparagraph (2) (ii) of 
this paragraph. Assets W, X, and Yare placed in 
a multiple asset account for which the asset depre
ciation range is 8 to 12 years. A selects 8 years, 
the minimum asset depreciation period with respect 
to such assets, and adopts the declining balance 
method of depreciation using a rate twice the 
straight line rate (computed without reduction for 
salvage). The annual rate under this method using 

§ 1.167 (a)-ll (c) (4) 
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a period of 8 years is 25 percent. The depre
ciation allowance for assets Wand X for 1971 
is $3,250, a full year's depreciation under the 
modified half-year convention (that is, basis 
of $13,000 (unreduced by salvage) multiplied by 
25 percent). The depreciation allowance for 
asset Y is $1,500, a half year's depreciation 
under the modified half-year convention (that 
is, basis of $12,000 (unreduced by salvage) 
multiplied by 25 percent, then multiplied by 
1/2, since the property is entitled to only a 
half year's depreciation). 

(ii) The taxpayer places asset Z in an 
item account and adopts the sum of the years
digits method. The asset depreciation range 
for such asset is 4 to 6 years and the taxpayer 
selects an asset depreciation period of 5 years. 
The depreciation allowance for asset Z in 1971 
is $10,000 (that is, basis of $60,000 (unreduced 
by salvage) multiplied by 5/15, the appropriate 
fraction using the sum of the years-digit method, 
then multiplied by 1/2, since only one half year's 
depreciation is allowable under the convention). 

Example (2). The facts are the same as in 
example (1), except that the taxpayer adopts the 
half-year convention described in subparagraph (2) 
(iii) of this paragraph 0 The depreciation allow
ances in example (1) with respect to assets Y and 
Z are not affected. However, assets Wand X are 
entitled to a depreciation allowance for only a 
half year. Thus, the depreciation allowance for 
assets Wand X for 1971 is $1,625 (that is, 1/2 
of the $3,250 allowance computed in example (1». 

§ 1.167 (a)-II (c) (4) 
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Example (3). The taxpayer during his taxable 
year which begins April 1, 1970, and ends March 31, 
1971, places new property in service in a trade or 
business as follows: 

Assets 

A 
B 
C 

Placed in Service 

April 30, 1970 
December 15, 1970 
January 1, 1971 

The taxpayer had used a convention with respect 
to assets placed in service in prior taxable 
years whereby assets placed in service during 
the first half of the year are treated as placed 
in service on the first day of such year and 
assets placed in service in the second half of 
the year are treated as placed in service on the 
first day of the following year. If the taxpayer 
selects the modified half-year convention, one 
year's depreciation is allowable on asset A deter
mined without regard to this section. No deprecia
tion is allowable for asset B. No depreciation is 
allowable for asset C for the period prior to 
January 1, 1971, but one-fourth year's depreciation 
is allowable on asset C determined under this 
section. 

Example (4). Assume the same facts as in 
Example (3) except that the taxpayer had used 
a convention with respect to assets placed in 
service in prior taxable years whereby such assets 
are treated as placed in service at the mid-point 
of the year. If the taxpayer selects the modified 
half-year convention, one-half year's depreciation 
is allowable for asset A determined without regard 
to this section. One-half year's depreciation is 
allowable for asset B determined without regard 
to this section. One-fourth year's depreciation 
is allowable for asset C determined without regard 
to this section and one-fourth year's depreciation 
is allowable for asset C determined under this 
sect ion. 
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Example (5). The taxpayer during his taxable 
year which begins August 1, 1970 and ends July 31, 
1971, places new property in service in a trade or 
business as follows: 

Asset 

A 
B 
C 

Placed in Service 

August 1, 1970 
January 15, 1971 
June 30, 1971 

The taxpayer had used a convention with respect 
to assets placed in service in prior taxable 
years whereby assets placed in service during 
the first half of the year are treated as placed 
in service on the first day of such year and 
assets placed in service in the second half of 
the year are treated as placed in service on the 
first day of the following year. If the taxpayer 
selects the modified half-year convention, one 
full year's depreciation is allowable for asset A 
determined without regard to this section. Five 
months depreciation is allowable for asset B de
termined without regard to this section and seven 
months depreciation is allowable for asset B 
determined under this section. One-half year's 
depreciation is allowable for asset C determined 
under this section. The taxpayer may not apply 
the modified half-year convention by assuming all 
additions occurring the first day of the second 
quarter of the taxable year since such application 
is not consistent with the convention applied with 
respect to assets placed in service in prior tax
able years. 
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Example (6)0 Assume the same facts as in 
example (5) except that the taxpayer applies a 
convention with respect to assets placed in 
service prior to January 1, 1971, whereby such 
assets are treated as placed in service at the 
mid-point of the year. If the taxpayer selects 
the modified half-year convention and applies 
such convention by treating all additions as 
occurring on the first day of the second quarter 
of the taxable year, one-half year's depreciation 
is allowable for asset A determined without regard 
to this section, seven months depreciation is 
allowable for asset B determined under this sec
tion, and seven months depreciation is allowable 
for asset C determined under this section. 

Example (7). (i) Taxpayer B reports income 
on the basis of a taxable year ending March 31. 
B adopts the declining balance method of depre
ciation using a rate twice the straight line rate 
(computed without reduction for salvage) with 
respect to new property, which is first placed 
in service by B in the taxable year ending 
March 31, 1971, as follows: 

Asset Placed in service Unadjusted Basis 

W May 15, 1970 $ 8,000 
X November 1, 1970 3,000 
Y January 20, 1971 4,000 
Z March 10, 1971 16,000 

(ii) B's depreciation deduction with respect 
to assets Wand X for the taxable year ending 
March 31, 1971, will be determined without regard 
to this section, since assets Wand X are not 
eligible property. Assume that B adopts for 
assets Wand X a convention under § 1.167 (a)-10 
which treats assets placed in service during the 
first half of the year as placed in service on the 
first day of such year, and which treats assets 
placed in service during the second half of the 

§ 167 (a)-II (c) (4) 
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year' as placed in service on the first day of the 
following year. Using this convention, B computes 
a full year's depreciation for asset Wand no 
depreciation for asset X. Assets Wand X have a 
guideline life of 10 years and no salvage value. 
The depreciation allowance for asset W is $1,600 
(that is, 20 percent multiplied by basis of 
$8,000). No depreciation is allowed for asset X 
in the taxable year ending March 31, 1971. 

(iii) Assets Y and Z are eligible property 
and B makes an election under this section. 
B selects an asset depreciation period of 8 years 
from an asset depreciation range of 8 to 12 years. 
B adopts the modified half-year convention de
scribed in subparagraph (2) (ii) of this paragraph. 
Thus, assets Y and Z would be treated as placed in 
service on October 1 1970 (that is, the first day 
of the second half of the taxable year), but for 
the special limitation in subparagraph (3) of this 
paragraph. The selection of an 8-year asset depre
ciation period only applies for the portion of the 
taxable year after December 31, 1970. Further, no 
depreciation is allowable for assets Y and Z for 
the period prior to January 1, 1971, since B 
selected a convention for assets Wand X which 
treats assets placed in service during the second 
half of the year as placed in service on the first 
day of the following year. The depreciation allow
ance for the period from January 1, 1971, through 
March 31, 1971, is computed using a rate based upon 
the asset depreciation period of 8 years selected 
by the taxpayer, and the depreciation allowance for 
assets Y and Z for such period is $1,250 (that is, 
basis of $20,000, multiplied by 25 percent then 
multiplied by 1/4, the portion of the taxable year 
to which the election under this section applies). 

§ 1.167 (a)-II (c) (4) 
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(d) Special rules for salvage, repairs, and 

retirements--(l) Salvage value--(i) In general. 

For purposes of this section the term "salvage 

value" means gross salvage value (that is, the amount 

expected to be realized, without reduction for the 

cost of removal, dismantling, demolition, or similar 

Qperations) less the amount, if any, by which the gross 

salvage value taken into account is reduced by applica

tion of section 167 (f). The ~ross salvage value of each 

vintage account of the taxable vear 9f election shall be 

estimated by the taxpayer at the time the election 

is made, upon the basis of all the facts and cir

cumstances existing at the close of the taxable 

year of election. The taxpayer shall specify the 

amount, if any, by which gross salvage value taken 

into account is reduced by application of sec-

tion 167 (f). See paragraph (f) (2) of this 

section for requirement that the election specify 

the estimated salvage value for each vintage account 

of the taxable year of election. The salvage value 

estimated by the taxpayer will not be redetermined 

merely as a result of fluctuations in price levels. 

§ 1.167 (a)-II (d) (1) (i) 
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Salvage value for a vintage account need not be 

established or increased as a result of a property 

improvement as described in subparagraph (2) (v) of 

this paragraph. Generally, gross salvage value is 

the amount which is estimated will be realized upon 

a sale or other disposition of the property in the 

vintage account when it is no longer useful in the tax

payer's trade or business or in the production of 

his income and is to be retired from service. If a 

taxpayer customarily sells or otherwise disposes of 

property at a time when such property is still in 

good operating condition, the gross salvage value of 

such property is the amount expected to be realized upon 

such sale or disposition, and under certain circum

stances, as where such property is customarily sold 

at a time when it is still relatively new, the gross 

salvage value may constitute a relatively large pro

portion of the unadjusted basis of such property. 

In no case may a vintage account be depreciated 

below a reasonable salvage value after taking into 

§ 1.167 (a)-II (d) (1) (i) 
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account any reduction in salvage value permitted 

by section 167 (f). Generally, as provided in 

section 167 (f), a taxpayer may reduce the amount 

of gross salvage value of a vintage account by an 

amount which does not exceed 10 percent of the 

unadjusted basis of the personal property (as 

defined in section 167 (f) (2» in the account. 

See paragraph (b) (3) (ii) of this section for 

requirement of separate vintage accounts for 

personal property described in section 167 (f) (2). 

§ 1.167 (a)-II (d) (1) (i) 
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(ii) Limitation on adjustment of salvage. 

The taxpayer's estimate of the salvage value for a 

vintage account will be deemed to be reasonable and 

will not be adjusted unless there is a final deter

mination of an amount of salvage value for the account 

which exceeds the taxpayer's estimate of salvage value 

for the vintage account by an amount greater than 10 

percent of the unadjusted basis of the account at the 

close of the taxable year in which the account is 

established. If there is a final determination of 

an amount of salvage value for a vintage account which 

does exceed the taxpayer's estimate of the salvage 

value for the account by more than 10 percent, or if 

the taxpayer follows the practice of understating his 

estimates of salvage value to take advantage of this 

subdivision, an adjustment will be made by increasing 

the taxpayer's estimated salvage value of the account 

by an amount eq~a1 to the difference between the 

salvage value as finally determined and the taxpayer's 

estimated salvage value. For purposes of this sub

division, the·Comrnissioner's determination of the 

§ 1.167 (a)-II Cd) (1) (ii) 
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reasonable salvage value of an account shall 

constitute the final determination unless there 

is a determination within the meaning of sec

tion 1313 (a) (1). 

(iii) Examples. The principles of this sub

paragraph may be illustrated by the following 

examples in which it is assumed that the taxpayer 

has not followed a practice of understating his 

estimates of salvage value: 

§ 1.167 (a)-ll (d) (1) (iii) 
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Example (11. Taxpayer B elects to apply this 
section to assets Y and Z, which are placed in a 
multiple asset vintage account for which the tax
payer selects an asset depreciation period of 
8 years. The unadjusted basis of asset Y is $50,000 
and the unadjusted basis of asset Z is $30,000. 
B estimates a gross salvage value of $55,000. The 
property qualifies under section 167 (f) (2) and 
B reduces the amount of gross salvage taken into 
account by $8,000 (that is, 10 percent of $80,000) 
under section 167 (f). Thus, B establishes a 
salvage value of $47,000 for the account. There 
is no basis for determining a gross salvage value 
for the account greater than $60,000 (which would 
result in a salvage value for the account of 
$52,000 after applying section 167 (f». Since 
the difference between $52,000 and $47,000 does 
not exceed 10 percent of the unadjusted basis of 
the account ($8,000), no adjustment will be made 
in the salvage value for the account. 

Example (2). The facts are the same as in 
Example (1) except that B estimates a gross salvage 
value of $50,000. The difference between the tax
payer's estimated salvage value of $42,000 (that is, 
estimated gross salvage value, $50,000, minus the 
$8,000 reduction under section 167 (f», and the 
salvage value as finally determined, $52,000 
(that is, gross salvage $60,000, minus the $8,000 
reduction under section 167 (f», is $10,000. 
This difference exceeds 10 percent of the unadjusted 
basis of the vintage account, $8,000. In this case, 
the salvage value will be redetermined to be $52,000, 
that is the gross salvage value, $60,OO~ minus the 
$8,000 reduction under section 167 (f). 

§ 1.167 (a)-ll (d) (1) (iii) 
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(2) Treatment of repairs--(i) In general. 

Sections 162 and 263 provide general rules for the 

treatment of certain expenditures for the repair, 

maintenance, rehabilitation, and improvement of 

property. In general, under those sections, expendi-

tures which appreciably prolong the life of Rn asset, 

or materially increase its value or adapt it to a different 

use are capital expenditures. If an expenditure is tre8ted 

as a capital expenditure under section 162 or 263, it is 

subject to the allowance for depreciamn. On the 

other hand, in general, expenditures which do not 

apprec iab 1y prolong the life of an asset or 

materially increase its value may be deducted as 

an expense in the taxable year in which paid or 

incurred. Such expenditures, or a series of such 

expenditures, may have characteristics both of 

deductible expenses and capital expenditures. This 

subparagraph provides a simplified procedure for 

determining whether such expenditures with respect 

to property in a vintage account are to be treated 

as deductible expenses or capital expenditures. 

§ 1.167 (a) -11 (d) (2) (i) 
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(ii) Repair allowance for vintage accounts. 

For purposes of this section, the term "repair 

allowance" for a vintage account means, for each tax-

able year, an amount determined by dividing the un-

adjusted basis (as of the beginning of the taxable year) 

of the vintage account (without reduction for salvage 

value) by the number of years in the asset depreciation 

period selected for the account. 

(iii) Application of repair allowance. Except 

as otherwise provided in subdivision (vi) of this 

subparagraph, if the taxpayer pays or incurs any 

expenditures during a taxable year for the repair, 

maintenance, rehabilitation, or improvement of property 

in a vintage account (other than for an "excluded 

addition" as described in subdivision Civ) of this sub-

paragraph), the taxpayer must either--

(~) Treat an amount of all su~h expendi-

tures in such taxable year with respect to 

property in a vintage account which does not 

exceed in total the repair allowance for that 

account as deductible repairs, and treat the 

excess of such expenditures 

§ 1.167 (a)-II Cd) (2) (iii) 



- 36 -

in the manner described in subdivision (v) of 

this subparagraph, or 

(b) Treat each of s~h expenditures in 

such taxable year as either a capital expendi

ture or as deductible repair in accordance with 

the principles of section 162 or 263, and treat 

the amount which would be required to be 

capitalized under section 162 or 263 in the 

manner described in subdivision (v) of this 

subparagraph. 

The treatment of expenditures under this subpara

graph for a taxable year for the accounts of all 

vintages shall be specified in the tax return filed 

for such taxable year. The treatment specified for 

a taxable year may not be changed after the time 

prescribed under paragraph (f) of this section for 

filing an election under this section for such tax

able year. Except as otherwise provided in sub

division (vi) of this subparagraph, if the taxpayer 

treats any expenditures for repair, maintenance, 

rehabilitation, or improvement of property in a 

vintage account of a particular vintage under 
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subdivision (iii) ~) of this subparagraph, he must 

apply this treatment to all such expenditures with 

respect to all accounts of that vintage. However, 

the taxpayer may treat expenditures under sub-

division (iii) ~) of this subparagraph with respect 

to accounts of one particular vintage and treat ex-

penditures under subdivision (iii) (b) of this sub-

paragraph with respect to accounts of some other 

vintage. In addition, the taxpayer may treat ex-

penditures with respect to accounts of a particular 

vintage under subdivision (iii) (a) of this sub-

paragraph in one taxable year, and treat expendi-

tures with respect to accounts of that vintage 

under subdivision (iii) (b) of this subparagraph 

in another taxable year. 

(iv) Definition of excluded addition. The term 
-

"excluded addition" generally means (~) an expendi-

ture for an additional identifiable unit of property, 

(b) an expenditure which substantially increases the 

productivity or capacity of an existing identifiable 

unit of property over its productivity or capacity 

§ 1.167 (a)-11 (d) (2) (iv) 
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when first acquired by the taxpaye~ or (£) an expen

diture which modifies an existing identifiable 

unit of property for a substantially different 

use. Such an expenditure is distinguished from an 

expenditure for replacement of a part in an existing 

identifiable unit of property which does not sub

stantially increase its productivity or capacity 

over its productivity or capacity when first acquired 

by the taxpayer or modify it for a substantially dif

ferent use and which is paid or incurred in connec

tion with the repair, maintenance, rehabilitation, 

or improvement of such property. For example, 

§ 1.167 (a)-11 (d) (2) (iv) 
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in the case of a vintage account of five automobiles, 

each automobile constitutes an identifiable unit of 

property. If the transmission of an automobile is 

replaced in order to repair, maintain, or rehabilitate 

the automobile, the new transmission is not an ex

cluded addition. However, the addition of an air 

conditioner to the automobile is an excluded addition 

unless the air conditioner is a replacement of an 

existing air conditioner in the automobile. The 

replacement of one of the automobiles in the vintage 

account is an excluded addition. Further, for example, 

an expenditure for the replacement of a truck body 

with a substantially greater capacity than the body 

for which it was substituted on an existing truck 

chassis is also an excluded addition. 

§ 1.167 (a)-II (d) (2) (iv) 
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(v) Treatment of property improvements. The 

term "property improvement II means the amount of any 

expenditure for the repair, maintenance, rehabilita-

tion or improvement (other than for an excluded 

addition) of property in a vintage account which 

either: ~) exceeds the repair allowance (if the 

taxpayer treats such expenditures under subdivision 

(iii) ~) of this subparagraph); or (b) is treated 

as a capital expenditure under section 162 or 263 

if the taxpayer treats such expenditures under sub-

division (iii) (Q) of this subparagraph. The amount 

of any property improvement paid or incurred during 

the taxable year with respect to the property in a 

vintage account shall be subtracted 

from the reserve for depreciation established for 

such vintage account, but the reserve for deprecia-

tion established for the vintage account shall 

not thereby be reduced below zero. The 

§ 1.167 (a)-II (d) (2) (v) 
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amount of any property improvement which is not 

subtracted from the reserve for depreciation under 

the preceding sentence shall be capitalized and 

recovered through the allowance for depreciation. 

If the amount of any property improvement is not 

subtracted from the reserve for depreciation in 

a taxable year, such amount shall be capitalized 

in a vintage account of the taxable year in which 

paid or incurred if the taxpayer elects to apply 

this section for the taxable year. 

(vi) Relationship to section 263 (e). Under 

section 263 (e), certain expenditures which would 

otherwise be chargeable to capital account are 

treated as deductible repairs. A taxpayer may, 

for any taxable year, treat expenditures under 

subdivision (iii) (~) of this subparagraph and 

exclude from such treatment expenditures with 

respect to property in vintage accounts to which 

section 263 (e) applies. See paragraph (b) (3) (ii) for 

§ 1.167 (a)-II (d) (2) (vi) 
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requirement of separate vintage accounts for property 

which qualifies for treatment under section 263 (e). 

If, however, the taxpayer for any taxable year treats 

any expenditures with respect to property in vintage 

accounts to which section 263 (e) would apply under 

subdivision (iii) (a) of this subparagraph, section 263 (e) 

shall not apply for such taxable year with respect to 

any such expenditures with respect to any such vintage 

accounts. If the taxpayer for any taxable year treats 

any expenditures with respect to property in vintage 

accounts to which section 263 (e) applies under sub-

division (iii) (b) of this subparagraph, then the 

amount which is treated as a deductible repair under 

section 162 or 263 shall be determined without regard 

to this section and will include the amount deductible 

under section 263 (e). The term "property improvement" 

does not include any amount deducted under sec-

t ion 263 ( e) . 

(vii) Records required. The taxpayer must 

maintain records of all expenditures in connection 

with the repair maintenance rehabilitation or im-, , 

provement of property in each vintage account. 

No deduction will be allowed under the repair 

§ 1.167 (a)-II (d) (3) (vii) 
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allowance rule of subdivision (iii) (a) of this 

subparagraph unless the taxpayer maintains records 

containing the following information: 

(a) The vintage of the account, 

(b) The unadjusted basis of the account and 

each asset in such account, 

(£) The depreciation reserve for the account, 

(d) The asset depreciation period selected 

for the accoun t , 

(~) The estimated gross salvage value for the 

account, and if the estimated gross salvage has been 

reduced by application of section 167 (f), the amount 

of such reduction, 

(f) An enumeration of the amount of all expendi-

tures in connection with the vintage account either 

individually or by some reasonable groupings or classi-

fications, a brief indication of the nature of such 

expenditures or groupings or classifications and some 

reasonable indication of the times at which such 

expenditures were paid or incurred. 

§ 1.167 (a)-II (d) (3) (i) 
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(viii) Examples. The provisions of this subpara-

graph may be illustrated by the following examples: 

Example (1). Taxpayer A elects to apply this 
section to assets X and Y which are placed in a 
multiple asset vintage account for which A selects 
an asset depreciation period of 10 years. The 
unadjusted basis of asset X is $55,000 and the 
unadjusted basis of asset Y is $65,000. A adopts 
the straight line method of depreciation with 
respect to the account. A estimates a salvage 
value of zero and the salvage value as finally 
determined is zero. A elects to treat expenditures 
for the repair, maintenance, rehabilitation, and 
improvement of such assets under subdivision (iii) 
(a) of this subparagraph. The depreciation allowance 
for the first year is $12,000, that is, 1/10 of the 
unadjusted basis of $120,000. In year two, A incurs 
an expenditure of $20,000 for the rehabilitation of 
assets X and Y. An amount of $12,000 will be deductible 
in year two as a repair allowance and $8,000 will be 
subtracted from the depreciation reserve for the 
account as of the beginning of year two. Accordingly, 
the reserve as of the close of the second year is 
$16,000, that is, the $12,000 reserve at the beginning 
of year two, minus the $8,000 subtracted from the reserve 
as a property improvement, plus the $12,000 of deprecia
tion allowed in year two. Assuming no further expendi
tures with respect to the account, and no retirements 
from the account, the taxpayer will be allowed $12,000 
as a depreciation deduction in each of years three 
through ten. The balance of the reserve at the end of 
year ten will be $112,000, that is, $16,000 (the balance 
of the reserve at the end of year two) plus $96,000 
($12,000 per year for years three through ten). A 
depreciation deduction of $8,000 will be allowed in 
year eleven and in the absence of any other facts, no 
depreciation will be allowed after year eleven since 
the sum of the reserve ($120,000) and the salvage 
value (zero) at that time equals the unadjusted basis. 

§ 1.167 (a)-II Cd) (2) (viii) 
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Example (2)0 Assume the same facts as in 
Example (1) except that the expenditure in the 
second year of the asset depreciation period with 
respect to the rehabilitation of assets X and Y 
is $50,000. An amount of $12,000 of such expend
iture is deductible in year two as a repair allow
ance. An amount of $38,000 of such expenditure is 
a property improvement. An amount of $12,000 of 
such property improvement is subtracted from the 
reserve for depreciation for the account as of the 
beginning of year two, reducing the reserve to zero, 
and an amount of $26,000 of suc~ property impr?vement 
is required to be capitalized under subdivision (v) 
of this subparagraph. -If A elects to apply this section 
for year two the property improvement will be capital
ized in a vintage account of year two. 

Example (3). Assume the same facts as in 
Example (1) except that no rehabilitation expendi
turewas incurred in year two and in the tenth 
year of the asset depreciation period, A incurs an 
expenditure of $50,000 with respect to the rehabil
itation of assets X and Y. The depreciation allow
ance for each of the first nine years of the asset 
depreciation period is $12,000. Accordingly, the 
depreciation reserve as of the beginning of the tenth 
year is $108,000. In year ten, $12,000 of the 
$50,000 rehabilitation e~pense will be deductible 
as a repair allowance, the remaining $38,000 will 
be subtracted as of the beginning of year ten from 
the reserve as a property improvement, and $12,000 
of depreciation will be allowed for the year. At 
the end of year ten, the reserve for depreciation 
will be $82,000, that is $108,000 plus $12,000 minus 
$38,000. In the absence of other facts, in each of 
years eleven through thirteen the depreciation allow
ance will be $12,000. In the fourteenth year $2,000 
of depreciation will be allowed. No depreciation 
will be allowed in the fifteenth year since the sum 
of the depreciation reserve ~20,000) and the salvage 
value, zero, at that time equals the unadjusted 
basis of the account. 

§ 1.167 (a)-ll (d) (2) (viii) 



2 '} 5 

- 41 -

(3) Treatment of retirements--(i) In general. 

The rules of this subparagraph specify the treatment 

of all retirements from vintage accounts. The rules 

of § 1.167 (a)-8 shall not apply to any retirement 

from a vintage account. An asset in a vintage account 

is retired when such asset is permanently withdrawn 

from use in a trade or business or in the production 

of income by the taxpayer. A retirement may occur 

as a result of a sale or exchange, by other act of 

the taxpayer amounting to a permanent disposition 

of an asset, by physical abandonment of an asset, 

or by transfer of an asset to supplies (for 

cannibalization) or scrap. A physical abandonment 

occurs only if it appears that the property will 

neither be restored to use in the taxpayer's trade 

or business or in the production of income, nor 

retrieved for sale, exchange, or other disposition. 

§ 1.167 (a)-II (d) (3) (i) 
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(ii) Definitions of ordinary and extraordinary 

retirements. The term "ordinary retirement" means 

any retirement from a vintage account which is not 

treated as an "extraordinary retirement" under this 

subdivision. The retirement of an asset from a 

vintage account in a taxable year is an "extra-

ordinary retirement" if the asset is not a property 

improvement as described in subparagraph (2) (v) of 

this paragraph and if--

(~) The asset is retired as the direct 

result of fire, storm, shipwreck, or other 

casualty; or 

(b) (!) The asset is retired (other than by 

transfer to supplies or scrap) in a taxable year 

as the direct result of a cessation, termination, 

curtailment, or disposition of a business, manu-

facturing, or other income producing process, 

operation, facility or unit, and (~) the un-

adjusted basis of all the assets so retired (other 

than a property improvement) in such taxable year 

from such account as a direct result of the event 

described in (b) (!) of this subdivision exceeds 

20 percent of the unadjusted basis of 

§ l.167 (a)-ll (d) (3) (ii) 
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such account immediately prior to such 

event. For this purpose, all accounts of 

the same vintage for which the same asset 

depreciation period has been selected, and 

from which a retirement as a direct result of 

such event occurs within the taxable year, 

shall be treated as a single vintage account. 

(iii) Treatment of ordinary retirements. No 

shall be recognized upon an ordinary retirement. 

shall be recognized only to the extent specified 

in this subparagraph. All proceeds from ordinary 

retirements shall be added to the depreciation 

reserve of the vintage account from which the retire

ment occurs. See subdivision (viii) of this subpara

graph for recognition of gain when the depreciation 

reserve exceeds the unadjusted basis of the vintage 

account. The amount of salvage value for a vintage 

account shall be reduced (but not below zero) as of 

the beginning of the taxable year by the excess of 
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(!) the depreciation reserve for the account, after 

adjustment for depreciation allowable for such taxable 

year and all other adjustments prescribed by this 

section (other than the adjustment prescribed by 

subdivision (viii) of this subparagraph), over (h) 

the unadjusted basis of the account less the amount 

of salvage value for the account before such reduction. 

Thus, in the case of a vintage account with an unad

justed basis of $1,000 and a salvage value of $100, 

to the extent that proceeds from ordinary retirements 

increase the depreciation reserve above $900, the 

salvage value is reduced. If the proceeds increase 

the depreciation reserve for the account to $1,000, 

the salvage value is reduced to zero. The unadjusted 

basis of the asset retired in an ordinary retirement 

is not removed from the account and the depreciation 

reserve for the account is not reduced by the deprecia

tion allowable for the retired asset. The previously 

unrecovered basis of the retired asset will be 

recovered through the allowance for depreciation 

with respect to the vintage account. See sub

division (v) of this subparagraph for treatment of 

ordinary retirements on which gain or loss is not 

recognized in whole or in part. 
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(iv) Treatment of extraordinary retirements. 

Unless the transaction is governed by a special non

recognition section of the Code such as 1031 or 337 , 

gain or loss shall be recognized upon an extraordinary 

retirement in the taxable year in which such retire

ment occurs subject to section 1231 and all other appli

cable provisions of law such as section 1245. 

The unadjusted basis of the retired asset shall be 

removed from the unadjusted basis of the vintage account. 

The depreciation reserve established for the account 

shall be reduced by the depreciation allowable for 

the retired asset computed in the manner prescribed 

in paragraph (c) (1) (vi) (b) of this section for 

determination of the adjusted basis of· the asset. 

(v) Special rule for certain retirements. In 

the case of an ordinary retirement on which gain or 

loss is in whole or in part not recognized because 

of a special nonrecognition section of the Code, such 

as 1031 or 337, the unadjusted basis of the asset 

(other than a property improvement the cost of which 

was subtracted from the depreciation reserve) shall 

be removed from the unadjusted basis of the vintage 

§ 1.167 (a)-11 (d) (3) (v) 
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account. The depreciation reserve for the vintage 

account shall be adjusted for property improvements 

the costs of which were subtracted from the depreciation 

reserve and which are the subject of such a retirement, 

as provided in subdivision (vi) of this subparagraph. 

The depreciation reserve established for the account 

shall be reduced by the depreciation allowable for 

the asset (including depreciation allowable for any 

property improvement the cost of which was subtracted 

from the depreciation reserve) computed in the manner 

prescribed in paragraph (c) (1) (vi) (b) of this sec

tion for determination of the adjusted basis of the 

asset (or property improvement). 

(vi) Special adjustments to depreciation 

reserve for retirement of property improvements. If 

the cost of a property improvement is subtracted from 

the depreciation reserve established for a vintage 

account, and if the property improvement is thereafter 

removed from the vintage account in accordance with 

paragraph (b) (5) (iv) or (v) or paragraph (b) (6) (iii) 

of this section or is retired from the vintage account 

§ 1.167 (a)-II (d) (3) (vi) 
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in a retirement described in subdivision (v) of this 

subparagraph, such reserve shall be increased by the 

amount of the property improvement previously sub

tracted from the reserve. 

(vii) Reduction in the salvage value of a 

vintage account. (~) A taxpayer may apply this 

section without reducing the salvage value for a 

vintage account in accordance with this subdivision. 

See subdivision (iii) of this subparagraph for 

reduction of salvage value in certain circumstances 

in the amount of proceeds from ordinary retirements. 

However, except in the case of a property improvement, 

the 

§ 1.167 (a)-Ii (d) (3) (vii) 
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taxpayer may in addition follow the consistent 

practice of reducing, as retirements occur, the 

salvage value for a vintage account by the amount 

of salvage value attributable to the retired asset, 

or the taxpayer may consistently follow the prac-

tice of so reducing the salvage value for a 

vintage account as extraordinary retirements occur 

while not reducing the salvage value for the 

account as ordinary retirements occur. If the 

taxpayer does not reduce the salvage value for a 

vintage account as retirements occur, the taxpayer 

may be entitled to a loss in the taxable year in 

which the last asset is retired from the account 

in accordance with subdivision (viii) (b) of this 

subparagraph. 

(b) For purposes of this subdivision, the 

portion of the salvage value for a vintage account 

§ 1. 167 ( a) -11 ( d ) ( 3 ) (v i i) (~) 
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attributable to a retired asset may be determined 

by multiplying the salvage value for the account 

by a fraction, the numerator of which is the 

unadjusted basis of the retired asset and the 

denominator of which is the unadjusted basis of 

the account, or by any other reasonable method 

which is consistently applied if such method is 

adequately identified in the taxpayer's books and 

records. 

(£) If the taxpayer reduces the salvage value 

for a vintage account as ordinary retirements occur, 

in the case of an ordinary retirement the taxpayer 

may follow the consistent practice of reducing 

the salvage value for the account by the amount 

of salvage value attributable to the retired asset 

and considering the basis of the asset as zero. 

In the alternative, in the case of an ordinary 

retirement the taxpayer may follow the consistent 

practice of reducing the salvage value for the 

account by the amount of salvage value attributable 

to the retired asset and adding the same amount to 

§ 1.167 (a)-ll (d) (3) (vii) (£) 
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the depreciation reserve for the account (up to an 

amount which does not increase the depreciation 

reserve to an amount in excess of the unadjusted 

basis of the account) and considering the basis of 

the retired asset as the amount added to the depre-

ciation reserve for the account. Thus, for example, 

in the case of an ordinary retirement by transfer 

of an asset to supplies or scrap, the basis of the 

asset in the supplies or scrap account would either 

be zero or the amount added to the depreciation 

reserve of the vintage account from which the retire-

ment occurred. When the depreciation reserve for 

the account equals the unadjusted basis of the 

account no further adjustment to salvage value for 

the account will be made. 

(d) In the event of a removal of property 

from a vintage account in accordance with para-

graph (b) (5) (iv) or (v) or paragraph (b) (6) (iii) 

of this section, the salvage value for the account may 

be reduced by the amount of salvage value attributable 

§ 1.167 (a)-II (d) (3) (vii) (d) 
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to the asset removed determined as provided in 

(2) of this subdivision. 

(viii) Recognition of gain or loss in certain 

situations. (~) If at the end of any taxable year 

after adjustment for depreciation allowable for such 

taxable year and all other adjustments prescribed by 

this section, the depreciation reserve established 

for a vintage account exceeds the unadjusted basis 

of the account, the entire amount of such excess shall 

be recognized as gain in such taxable year. Such 

gain shall--

(1) Constitute gain to which section 1245 

applies to the extent that it does not exceed 

the total amount of depreciation allowances in 

the depreciation reserve for all years at the 

end of such taxable year, reduced by gain 

recognized pursuant to this subdivision with 

respect to the account previously treated as 

gain to which section 1245 applies, and 

(~) Constitute gain to which section 1231 

applies to the extent that it exceeds such total 

amount as so reduced. 

In such event, the depreciation reserve shall be 

reduced by the amount of gain recognized, so that 

§ ..... 167 (a)-II (d) (3) (viii) (~) 
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after such reduction the amount of the depreciation 

reserve is equal to the unadjusted basis of the 

account. Thus, for example, in the case of a vin

tage account with an unadjusted basis of $1,000 and 

a depreciation reserve of $700 (of which $600 repre

sents depreciation allowances), if $500 is realized 

during the taxable year from ordinary retirements 

of assets from the account, the reserve is increased 

to $1,200, gain is recognized to the extent of $200 

(the amount by which the depreciation reserve before 

further adjustment exceeds $1,000) and the depreciation 

reserve is then decreased to $1,000. The $200 of 

gain constitutes gain to which section 1245 applies. 

If the amount realized from ordinary retirements 

during the year had been $1,100 instead of $500, 

the gain of $800 would have consisted of $600 of 

gain to which section 1245 applies and $200 of gain 

to which section 1231 applies. 

§ 1.167 (a)-ll (d) (3) (viii) (a) 
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(b) If at the end of the taxable year during 

which the last asset in a particular vintage account 

is retired the unadjusted basis of the account exceeds 

the depreciation reserve for the account (after all 

adjustments prescribed by this section), the entire 

amount of such excess shall be recognized in such 

taxable year as a loss subject to section 1231. 

(ix) Dismantling cost. The cost of dismantling, 

demolishing, or removing an gsset in the process of 

a retirement from a vintage account shall be treated 

as an expense deductible in the year paid or incurred, 

and such cost shall not be subtracted from the 

depreciation reserve for the account. 

§ 1. 167 ( a) - 11 ( d ) (3) ( ix) 
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(e) Accounting for eligible property--(l) 

Definition of first placed in service. Property 

is "first placed in service" when first placed in 

a condition or state of readiness and availability 

for a specifically assigned function, whether in 

the taxpayer's trade or business, in the production 

of income, in a tax-exempt activity, or in a personal 

activity. The provisions of paragraph (d) (1) (ii) 

and (d) (2) of § 1.46-3 shall apply for the purpose 

of determining the date on which property is first 

placed in service. A property improvement as de

scribed in paragraph (d) (2) (v) of this section 

is first placed in service when its cost is paid or 

incurred. For special rule for subtraction of the 

cost of a property improvement from the depreciation 

reserve as of the beginning of the taxable year in 

which paid or incurred, see paragraph (c) (1) (ii) 

of this section. The date on which depreciation 

begins under a 

§ 1.167 (a)-II (e) (1) 
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convention used by the taxpayer or under a 

particular method of depreciation, such as the 

unit of production method or the retirement 

method, shall not determine the date on which 

the property is first placed in service. See 

paragraph (c) (2) of this section for applica-

tion of a first-year convention to determine 

the allowance for depreciation of property in 

a vintage account. 

(2) Special rules for transferred property. 

If eligible property is first placed in service 

by the taxpayer during a taxable year of election, 

and the property is disposed of before the end 

of the taxable year, the election for such taxable year 

shall include such property unless such property 

is excluded in accordance with 

paragraph (b) (5) (iii) of this section. 

(3) Special rules in the case of certain 

transfers--(i) Transaction to which section 381 (a) 

applies. If the distributor or transferor corporation 

(including any distributor or transferor corporation 

of any distributor or transferor corporation) has 

§ 1.167 (a)-II (e) (3) (i) 
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made an election to apply this section to eligible 

property transferred in a transaction to which 

section 381 (a) applies, the acquiring corporation 

is treated as if it were the distributor or trans

feror corporation with respect to such property. 

The acquiring corporation must segregate such 

eligible property (to which the distributor or 

transferor corporation elected to apply this section) 

into vintage accounts as nearly coextensive as possible 

with the vintage accounts created by the distributor 

or transferor corporation identified by reference to 

the year the property was first placed in service by 

the distributor or transferor corporationo The asset 

depreciation period for each vintage account selected 

by the distributor or transferor corporation from the 

asset depreciation range must be used by the acquiring 

corporation. The method of depreciation adopted by 

the distributor or transferor corporation, shall be 

used by the acquiring corporation unless such corpo

ration obtains the consent of the Commissioner to 

use another method of depreciation in accordance 

§ 1.167 (a)-II (e) (3) (i) 
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with paragraph (e) of § 1.446-1, changes to the 

straight line method of depreciation under para

graph (b) of § 10167 (e)-lor changes to the 

straight line method under paragraph (c) (1) (iii) 

of this section. Thus, the acquiring corporation 

may apply this section to the property so acquired 

only if the distributor or transferor corporation 

elected to apply this section to such property. 

(ii) Partnerships, trusts, estates, donees, 

and corporations. Except as provided in subdivi-

sion (i) of this subparagraph with respect to trans

actions to which section 381 (a) applies, if eligible 

property is placed in service by an individual, trust, 

estate, partnership or corporation, the election to 

apply this section shall be made by the individual, 

trust, estate, partnership, or corporation placing 

such property in service. For example, if a partner

ship places in service property contributed to the 

partnership by a partner, the partnership may elect 

to apply this section to such property. If the 

§ 1.167 (a)-II (e) (3) (ii) 
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partnership does not make the election, this 

section will not apply to such property. See 

paragraph (b) (7) of this section for special 

rule for certain property where there is a mere 

change in the form of conducting a trade or 

business. 

(iii) Leased property. The asset deprecia-

tion range and the asset depreciation period for 

eligible property subject to a lease shall be 

determined without regard to the period for which 

such property is leased, including any extensions 

or renewals of such period. See paragraph (b) (5) (iv) 

of this section for exclusion of property amortized 

under paragraph (b) of § 1.162-11 from an election 

to apply this section. 

§ 1.167 (a)-II (e) (3) (iii) 
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(f) Election with respect to eligible 

property--(l) Time and manner of election. An 

election to apply this section to eligible 

property shall be with the income 

tax return filed for the taxable year in which 

the property is first placed in service (see para

graph (e) (1) of this section) by the taxpayer. 

An election to compute the allowanc~ for depreciation 

under this section is a method of accounting but the 

consent of the Commissioner will be deemed granted 

to make an annual election. 

§ 1.167 (a)-II (f) (1) 
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For election by a partnership see section 703 (b) 

and paragraph (e) (3)(ii) of this section. If the 

taxpayer does not file a timely return (taking into 

account extensions of the time for filing) for the 

taxable year in which the property is first placed 

in service, the election shall be filed at the 

time the taxpayer files his first return for that 

year. The election may be made with an amended 

return only if such amended return is filed no later 

than the time prescribed by law (including extensions 

thereof) for filing the return for the taxable 

year of election. If an election is not made 

within the time and in the manner prescribed in 

this p~ragraph, no election may be made (by the 

filing of an amended return or in any other manner) 

with respect to any eligible property placed in 

service in the taxable year. 

(2) Information required. The election 

under this section must specify: 

§ 1.167 (a)-ll (f) (2) 
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(i) That the taxpayer makes such election 

and consents to, and agrees to apply, all the 

provisions of this section; 

(ii) The asset depreciation range for the 

property and the date the property was first 

placed in service by the taxpayer; 

(iii) The asset depreciation period selected 

by the taxpayer for each vintage account; 

(iv) The first-year convention adopted by the 

taxpayer for the taxable year of election; 

(v) The basis and estimated gross salvage 

value for each vintage account, and if such salvage 

value has been determined by application of sec

tion 167 (f), the amount by which gross salvage 

value was decreased under section 167 (f); 

(vi) Whether the special 10 percent used 

property rule described in paragraph (b) (5) (iii) 

of this section has been applied to exclude used 

property from the election and the separate 

depreciable basis of the new and used property 

first placed in service during the taxable year; 

§ 1.167 (a)-II (f) (2) (vi) 
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(vii) The amount of any property improve-

ments (as defined in paragraph (d) (2) (v) of 

this section) and the date the costs of such 

property improvements were paid or incurred; 

(viii) A reasonable description of any 

eligible property for which the taxpayer was 

not required or permitted to make an election 

because of the special rules of para-

graph (b) (S) or (6) or paragraph (e) (3) (i) 

of this section; and 

(ix) Such other information as may be 

required. 

Forms will be provided for submission of the infor-

mation required and an election to apply the section 

will not be rendered invalid under this subpara-

graph so long as there is substantial compliance 

with the requirements of this subparagraph. 

(3) Irrevocable election. An election to 

apply this section to eligible property for any 

taxable year may not be revoked or changed after 

the time for filing the election prescribed under 

subparagraph (1) of this paragraph has expired. 

§ 1.167 (a)-II (f) (3) 
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(g) Relationship to other provisions--

(1) Useful life. An election to apply this section 

to eligible property constitutes an agreement under 

section 167 (d) and this section to treat the 

period selected by the taxpayer for each vintage 

account as the useful life of the property in such 

account for all purposes of the Code, including 

sections 46, 47, 48, 57, 163 (d), 167 (c), 167 (f), 

179,312 (m), 514 (a), and 4940 (c). For example, 

since section 167 (c) requires a useful life of at 

least 3 years and the asset depreciation period 

selected is treated as the useful life for purposes 

of section 167 (c), the taxpayer may adopt a method 

of depreciation described in section 167 (b) (2) or 

(3) for an account only if the asset depreciation 

period selected for the account is at least 3 years. 

§ 1.167 (a)-ll (g) (1) 
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(2) Section 167 (d) agreements. If the tax

payer has, prior to January 1, 1971, entered into 

a section 167 (d) agreement which applies to any 

eligible property, the taxpayer will be permitted 

to withdraw the eligible property from the agree

ment provided that an election is made to apply this 

section to such property. The statement of intent 

to withdraw eligible property from such an agree

ment must be made in an election filed for the 

taxable year in which the property is first placed 

in service. The withdrawal, in accordance with this 

subparagraph, of any eligible property from a sec

tion 167 (d) agreement shall not affect any other 

property covered by such an agreement. 

(3) Relationship to the straight line method-

(i) In general. For purposes of determining the 

amount of depreciation which would be allowable 

under the straight line method of depreciation, 

such amount shall be computed with respect to any 

property in a vintage account using the straight 

line method in the manner described in paragraph (c)(l)(i) 

of this section and a rate based upon the period 

for the vintage account selected from the asset 

§ 1.167 (a)-II (g) (3) (i) 
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depreciation range. Thus, for example, sec-

tion 57 (a) (3) requires a taxpayer to compute an 

amount using the straight line method of deprecia-

tion if the taxpayer uses an accelerated method of 

depreciation. For purposes of section 57 (a) (3), 

the amount for property in a vintage account shall 

be computed using the period for the vintage account 

selected from the asset depreciation range. In the case 

of property to which the taxpayer does not elect to 

apply this section, such amount computed by using the 

straight line method shall be determined under 

§ 1.167 (b)-l without regard to this section. 

(ii) Examples. The principles of this sub

paragraph may be illustrated by the following examples: 

Example (1). (a) Corporation X places a 
new asset in service to which it elects to apply 
this section. The cost of the asset is $200,000 
and the estimated salvage value is zero. The 
taxpayer selects 9 years from the applicable asset 
depreciation range of 8 to 12 years. Corporation X 
adopts the double declining balance method of 

§ 1.167 (a)-II (g) (5) (ii) Example (1) 
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depreciation and thus the rate of depreciation is 
22.2 percent (twice the applicable straight line rate). 
The depreciation allowance in the first year would be 
$44,400, that is, 22.2 percent of $200,000. 

(b) Assume that the provisions of sec
tion 57 (a) (3) apply to the property. The 
amount of the tax preference would be $22,200, that is, 
the excess of the depreciation allowed under this 
section ~44,400) over the depreciation which would have 
been allowable if the taxpayer had used the period 
selected from the asset depreciation range and the 
straight line rate ($22,200). 

Example (2). (a) The facts are the same as 
in example (1) except that corporation X does 
not elect to apply this section. The depreciation 
allowance is based on a guideline life of 10 years 
and thus the rate under the double declining balance 
method is 20 percent. The depreciation allowance 
is $40,000, that is, $200,000 multiplied by 20 
percent. 

(b) Assume that the prov1s1ons of sec-
tion 57 (a) (3) apply to the property. The 
amount of the tax preference under that section 
would be $20,000, that is, the excess of the amount 
allowed under the double declining balance method, 
as determined in (a) of this example, $40,000, 
over the amount which would have been allowable if 
the taxpayer had used the straight line method, 
$20,000. 

Par. 2. The following new section is added 

immediately after § 1.167 ~)-4, to read as follows: 

§ 1.167 (a) -11 (g) (5) (ii) 
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§ 1.167 Gt)-5 Public utility property; election 

to use asset depreciation range system. 

(a) Application of section 167 (I) to certain 

pro~rty subject to asset depreciation range system. 

If the taxpayer elects to compute depreciation under 

the asset depreciation range system described in 

§ 1.167 (a)-II with respect to certain public utility 

property placed in service after December 31, 1970, 

see § 1.167 (a)-II (b) (6). 



)R IMMEDIATE RELEASE March 15, 1971 

ROBERT T. COLE APPOINTED TO NEW POST 
OF INTERNATIONAL TAX COUNSEL 

Secretary of the Treasury John B. Connally today announced 
w appointment of Robert T. Cole to the newly created position 
: International Tax Counsel. 

Mr. Cole previously was Special Assistant for International 
IX Affairs in the 0 ffice of Assistant Secretary for Tax Policy 
Iwin S. Cohen. He had served in that post, and also had been 
!puty Tax Legislative Counsel (International), since 
!ptember 1969. 

Mr. Cole's office has now been designated the Office of 
Iternational Tax' Counsel in recognition of its major role in 
Ie development of policy regarding the taxation of foreign 
ru~e income of U.S. taxpayers, the taxation of foreigners 
!ceiving income from U. S. sources, the interest equalization 
~, the prevention of international tax evasion, and other 
lternational tax matters. The office has been assigned 
lcreasingly important responsibilities for the legislative 
~ regulatory development of these policies, and also plays 
leading part in negotiating and implementing United States 

IX treaties with other nations. 

Mr. Cole, 38, was born in New York City. He received a 
S. degree in economics from the Wharton School of Finance and 
Irrunerce, University of Pennsylvania, in 1953, and an LL.B. 
om Harvard Law School in 1956. He also received an Academic 
st Graduate Diploma in Law from the London School of Economics 
1959. 

Prior to joining Treasury in April 1967 as Deputy Special 
sistant for International Tax Affairs, Mr. Cole was with 
e New York law firm of Mudge Rose Guthrie & Alexander. From 
57 to 1959 he was in the Judge Advocate General's Department 
the Air Force. A former editor of the Harvard Law Review, 
Cole was United States Rapporteur, Congress of the 

ternational Fiscal Association, held in Paris in 1963. 

C-iO (OVER) 
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Mr. Cole is married to Dr. Margaret Hall, an 
rofess or of Sociology at Georgetown University. 
!lve three daughters, El izabeth, 8, Tanya, 5, and 

Jdith, 3. 

000 
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They 
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""rtment of the TREASURY 
_ t.t 20220 TELEPHONE W04-2041 

filION: FINANCIAL EDITOR 

oo.EASE 6: 30 P. M. , 

!l¥, March 15, 1971. 

RESULTS OF TREASURY'S WEEKLY BILL OFFERING 

llie ~easury Department announced that the tenders for two series of Treasury 
, one series to b~ an additional issue of the bills dated December 17, 1970 , and 
ther series to be dated March 18, 1971 ,which were offered on March 9, 1971 
opened at the Federal Reserve Banks today. Tenders were invited for $1,900,000,000, 
ereabouts, of 91-day bills and for $1,400,000,000, or thereabouts, of 182-day 
. The details of the two series are as follows: 

OF ACCEPTED 91-day Treasury bills 
TITIVE BIDS: __ ...:;m~a;.::tur:=:.=in~g",-J_l.Ul-:-e_1_7~, _1_9~7_1~ __ 

Approx. Equiv. 

High 
Low 
Average 

Price Annual Rate 

99.183 
99.153 
99.164 

3.232% 
3.351% 
3.307% 

!I Excepting 2 tenders totaling $1,070,000 

182_day Treasury bills 
maturing September 16, 1971 

Approx. Equiv. 
Price Annual Rate 

98.295!y 
98.258 
98.273 

3.373% 
3.446% 
3.416% 

88% of the amount of 91-day bills bid for at the low price was accepted 
3% of the amount of 182 -day bills bid for at the low price was accepted 

TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

trict AEE1ied For AcceEted AEElied For $'ccepted 
ton $ 28,505,000 $ 18,505,000 $ 11,600,000 1,600,000 
York 2,144,890,000 1,336,690,000 2,035,960,000 1,095 ,560 ,000 

laddphia 34,520,000 19,520,000 4,120,000 4,120,000 
I'eland 38,975,000 38,975,000 24,260,000 19,260,000 
1IIIOnd 10,320,000 10,285,000 12,900,000 3,930,000 
mta 47,645,000 41,585,000 24,705,000 10,905,000 
~ago 198,935,000 175,935,000 200,290,000 17'6,290 ,000 
Louis 48,235,000 44,935,000 19,205,000 12,165 ,000 
leapolis 37,205,000 37,205,000 33,140,000 28,140,000 
las City 34,990,000 34,990,000 21,135,000 15,625,000 
las 32,720,000 22,720,000 32,050,000 14,1l0,000 
Francisco 156 ,470 ,000 118,750,000 108,070,000 18,370,000 

TOTALS $2,813,410,000 $1,900,095,000 EI $2,527,435,000 $1,400,075,000 ~ 

lUdes $256 375 000 noncompetitive tenders accepted at the aver~e price of 99.164 
ludes $ 86'390'000 noncompetitive tenders accepted at the average price of 98.273 , , . ld 
se rates are on a bank discount basis. The equivalent coupon issue y~e s are 
% for the 91-day bills, and 3.53% for the 182 -day bills. 
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FOR RELEASE ON DELIVERY 

STATEMENT BY THE HONORABLE PAUL A. VOLCKER 
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS 

BEFORE THE SENATE FINANCE COMMITTEE 
ON THE EXTENSION OF THE INTEREST EQUALIZATION TAX 

ON MONDAY, MARCH 15, 1971, AT 10:00 AM 

Mr. Chairman, Members of the Committee: 

Under present legislation, the Interest Equalization 

Tax expires on March 31 of this year. This tax, effective 

since July, 1963, has been adopted and maintained as a means 

of reducing the outflow of portfolio capital from the United 

States to developed countries. It has been extended on 

three occasions, with small modifications. I urge you to 

provide for the extension of this tax for another two years 

by adopting H.R. 5432. 

The effect of the tax is to raise the cost to foreigners 

in developed countries of borrowing or raising equity funds 

in the United States. The tax rate may be varied by the 

President between the equivalent of an effective annual rate 

of zero and 1-1/2 percent per annum. At present, it is 

3/4 percent. 

C-21 
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The tax provides important protection for our bal~ 

of payments position, particularly during a period when 

interest rates are relatively low in the United States al 

compared to mos t other advanced countries. That is the elle 

at present. 

The tax directly discourages foreign borrOWing in our 

market. It also complements and supports the Commerce 

Department program designed to limit the balance of payments 

cost of direct investment abroad and the Federal Reserve 

program designed to limit, outflows of funds from banks and 

other financial institutions. The three programs are 

mutually reinforcing in holding in check the volume of 

dollars that move into foreign hands through outflows of 

u. s. capital. Without the Interest Equalization Tax, the 

remaining programs -- particularly the Commerce program ~'t 

encourages u. s. firms to finance a portion of their overseas 

expansion in foreign markets -- would be substantially 

weakened. 

The President has stated his intention to relax these 

programs as soon as the balance of payments situation permits 
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I wish I could report to you today that the need for these 

restraints was no longer necessary. However, after full 

review within the Administration, the conclusion was reached 

that these programs must be maintained for a further period 

with little change. 

Although no single measure can reflect all aspects of 

the situation, our balance of payments position continues to 

be plainly unsatisfactory. 

On the official settlements basis, our deficit reached 

almost $10 billion in 1970, even after allowing for our 

allocation of Special Drawing Rights. That result was heavily 

influenced by the sharp easing of American money markets at a 

time when rates are still high in many foreign countries. 

We benefited from large inflows of interest-sensitive short

term capital in 1968 and 1969, when our domestic markets were 

extremely tight. Now those flows have sharply reversed. 

These flows of short-term capital, disturbing as they 

are, do not reflect our underlying position. Indeed, our 

total current account position improved last year. However, 

this improvement, while welcome, must also be discounted to 

Some extent. Cyclical conditions, here and abroad, were 
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exceptionally favorable for our exports. Even so, as 

Table I shows, our current account surplus was well below 

the leve ls recorded ear 1 ier in the 1960 's. It fa i led to 

cover exports of long-term capital and aid flO\.)s by a large 

margin. As a consequence, our so- ca lled "bas ic ba lance'! 

on trade, other current items, and long-term capi tal remained 

in sizeable deficit. 

Partial data for January and February shO\oJ the situation 

is not improving. We cont inue to face a maj or challenge in 

bringing our position into a sustainable equilibrium. 

Neglect of this problem would simply be inconsistent with 

maintaining a framework of international monetary stability 

so important in facilitating flows of trade and investment. 

Dealing with that challenge in a responsible way demands 

that we not prematurely remove the limitations imposed on 

capital outflows, including the Interest Equalization Tax. 

Ac t ion has been taken from time to time to ease the administra· 

tion of these programs and the difficulties of businesses in 

complying. But we do not believe, in the light of present 

balance of payments circumstances, that further relaxation 

can be justified at this time. 
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The Interest Equalization Tax has been effective in 

substantially reducing the volume of securities offered in 

the United States by countries subject to the tax. Since 

1963, annual offerings of developed countries -- apart from 

Canada, for which there is a special exemption -- have gener

ally been very small, as may be seen in Table II. Similarly, 

there is evidence to indicate that the tax has substantially 

inhibited U. S. purchases of outstanding foreign securities 

(see Table III). As a result, more of the burden of foreign 

financing has properly shifted to other countries in a 

stronger balance of payments position. 

While we have found it necessary to maintain special 

measures of restraint such as the Interest Equalization Tax, 

the basic approach toward strengthening our international 

financial position must be along different lines. Most 

fundamentally, we must restore a healthy economic climate at 

home. Orderly growth, increasing productivity, and price 

stability must be sought hand in hand. In this respect, our 

balance of payments and domestic aims broadly coincide. 
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I would emphasize that, even if it were acceptable on 

domestic grounds, there is no salvation for our balance of 

payments in a sluggish domestic economy. As we can see now , 

such an economy is prone to export capital abroad, and it 

does not encourage long-term capital inflows. Temptations 

to embark on self-defeating protectionist measures would be 

stronger and growth in the world economy would be retarded. 

What is essential is that, as economic growth resumes 

with more vigor, we continue and build upon the progress 

already made against inflation. The stability of the dollar 

at home is fundamental to its stability internationally and 

to the stability of the world monetary system. Only with 

the achievement of relative price stability can we hope to 

restore our trade and current account position to the point 

where it can fully support our policies of aid, defense, 

and unrestricted flows of private investment. 

There are more specific measures that we can and must 

take as well. 

We must also keep our export credit facilities in line 

with those of other countries and ensure that our tax system 
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does not discriminate against exports as compared with direct 

investment abroad. In that connection, I hope this Committee 

will, upon further review, support the proposal for a Domestic 

International Sales Corporation. 

There is no quick or easy answer to our balance of pay-

ments problem. Domestic inflation and overheating in the late 

1960's set back our efforts, and we are still struggling with 

the distortions and imbalances that developed as a consequence 

of that period. It is essential to demonstrate that we are 

coping with these problems and are willing to maintain the 

special measures required to protect our balance of payments 

position -- including continuation of the Interest Equalization 

Tax. 

The Treasury has no problems with the modifications to 

the present legislation which are contained in the House bill. 

To provide consistent treatment, we would also be glad to see 

a further provision to assure that certain domestic mutual 

funds treated as foreign for the purposes of the Interest 

Equalization Tax not be permitted such treatment on new issues. 

More importantly, we urge that you extend this legislation for 

another two years. 

--000--



Merchandi.e trade balance 
Exports 
Imports 

1961-65 
Aver&je 

5.4 
23.0 

-17.6 

Inve.tment inc~e balance 3.5 
Receipts from U.S. investments abroad 4.9 
Payments on foreign investment. 1n U.S. -1.3 

Balance on other services -2.5 

BAlJUIC£ Otl COODS , SErWICES 6.5 

Unilateral transfers, 
excluding ~ov·t. qr~nt~ -0.8 

BALANCE ON CURRENT ACCOUNT, 
--eXclUcilnq 90v-'i-:q-rariis- 5.7 

0.5. Cov't. economic grants and credits !I -3.7 

Balance on private direct investment -2.2 

Balance on sec~rities transactions -0.8 

Balance on various other long-term capital 
transactions ~ -0.5 

B_"LJ\~;CE ml CURRF":1T M:D Ul!lr,-TERM 
- £M>I~~CCOUl~ £1--- - .-- -1.4 

Balance on various other capital transactions: 
Short-terM. other than liquid liabilities: 
long-term bank liabilities to foreign official 
aqencies: non-marketable U.S. cov't. liabilities: 
unscheduled debt payments on U.S. Cov't. credits: 
and Coy't •• ales of foreign obligations 
to foreigners. -

Errors and omissions 

Allocation of Special Drawing Rights 

l)~L.'."C!" 01' LIreI::)!'?)' BASIS 
less--

Certain non-liquid liabilities to 
foreign official agencies 

plus 
Liquid liabilities to private 

foreigners and international 
organizations 

~~ ON OFFICI~ ~1:m:~rTS BASIS 

----
!I Net of scheduled repayment~. 

-0.9 

-2.3 

0.1 

0.7 

-1.8 

!ll!. 

3.9 
29.4 

-25.5 

4.1 
6.3 

-2.1 

-2.7 

5.3 

-0.9 

4.4 

-3.9 

-3.6 

0.4 

0.6 

-2.0 

1.2 

-0.5 

-1.4 

0.8 

2.4 

0.3 

~.2 

3.9 
30.7 

-26.8 

4.5 
6.9 

-2.4 

-3.2 

5.2 

-1.2 

4.0 

-4.2 

-2.9 

-0.3 

0.2 

-3.1 

0.6 

-1.1 

-3.5 

1.3 

1.5 

-3.4 

~!. 

0.6 
33.6 

-33.0 

4.8 
7.7 

-2.9 

-2.9 

2.5 

-1.1 

1.4 

-4.2 

-2.9 

3.1 

0.9 

-1.7 

2.3 

-0.5 

0.2 

2.3 

3.8 

1.6 

1969 

0.6 
36.5 

-35.8 

4.4 
8.8 

-4.5 

-3.1 

1.9 

-1.2 

0.8 

-3.7 

-2.2 

1.6 

0.7 

-2.8 

-1.3 

-2.8 

-7.0 

-1.0 

8.7 

2.7 

1.970 
(3 qtre .••••• 

annual. rate) 

2.7 
42.1 

-39.4 

4.3 
9.6 

-5.3 

-3.1 

3.9 

-1.3 

2.6 

-3.4 

-3.8 

1.0 

0.3 

-3.3 

0.1 

-2.0 

0.9 

-4.4 

-0.2 

-4.5 

-8.7 

1970 
(Actual) 

(2.2) 
(42.0) 

(-39.9) 

(1.3) 

(0.9) 

(-3.9) 

(-0.3) 

(-6.2) 

(-9.8) 

~/ £xcludinq chanqea in long-term bank liabilities to foreign of(icial aqencies and in non-marketable U.S. GOy't. liabilities. 

~/ One vera ion ot the so-called "basic balance". 

~OT£: Details will not necessarily add to totals due to rounding. 
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1962 

New Issues of Foreign Securities Purchased 
by u.s. Residents, by Area, 1962-1970 
(Ba1ance of payments basis, $ mi11ions) 

1963* 
;:;"FTir=s=-t~· Second 
Half Half 1964 1965 1966 1967 1968 1969 1970p 

All Areas 1,076 1,000 250 1,063 ~,206 1,210 1,61~ ~703 !..,667 1,457 

IET Countries, Total 356 343 110 35 147 19 14 45 23 130 -...:....=... 

West. Europe incl. U.K. 
Japan 
Other 1/ 

Of which: 
exempt from IET 2/ 
subject to IET 

Other Countries, Total 

Canada 
Latin America 4/ 
Other Countries 
International 

Institutions 

·-Not-seasonally adjusted. 

195 
101 

60 

722 

458 
119 

61 

84 

219 
107 

17 

53 
57 

110 ~/ 

656 141 

608 85 
13 23 
35 33 

1/ Australia, New Zealand, South Africa. 

35 

20 
15 

95 
52 

52 
95 

1,027 1,058 

700 709 
208 36 
115 134 

4 179 

15 
4 

10 
9 

14 

14 

1,191 1,605 

922 1,007 
68 140 

121 212 

80 246 

2/ Related to the export, the direct investment, and the Japanese exemptions. 

42 
3 

3 
42 

1,659 

949 
144 
176 

390 

3/ Rep~'esents commitments made prior to 7/18/63, the date of inception of the lET. 
!/ Includes Inter-American Development Bank issues. 

Source: Department of Commerce, Office of Business Economics. 

14 
9 

9 
14 

1,645 

1,270 
32 

179 

164 

u.S. Department of Treasury 
February 16, 1971 

130 

130 

1,327 

776 
120 
190 

241 

., 
~ 
~ 
~ 



NET TRANSACTIONS IN OUTSTANDING FOREIGN SECURXTXES 
BY U.S. RESIDENTS, BY AREA, 1962-1970 

CBa1ance of Payments basis, $ mi11ion, Net U.S. Purchases (_» 

All Areas 

lET Co~ntries, Total 

U.K. 
West Europe 
Japan 
Canada 3/ 
Other !7 

Other Countries, Total 

Latin America 2/ 
Other Countries 

1962 

-96 

15 

31 
-47 
-23 

79 
-25 

-13 

-25 
12 

International Institution -98 

'--Not seasonally auj~sted. 

1963 
First Second 
Half· Ha1f* 1964 

-151 

- 85 

17 
- 69 
- 25 

7 
- 15 

6 

3 
3 

- 60 

102 

85 

23 
31 

- 4 
30 

5 

10 

1 
9 

6 

194 

181 

49 
103 

17 
12 

2 

-13 
15 

11 

1/ Australia, New Zealand, South Africa. 

1965 

225 

234 

9 
110 

6 
147 
-38 

- 8 

-13 
5 

- 3 

1966 

300 

222 

- 7 
156 

10 
68 

- 5 

26 

2 
24 

51 

1967 

-135 

-Ill 

- 71 
- 25 

5 
8 
2 

- 36 

- 13 
- 23 

13 

2/ Includes Latin American Development Bank issue of $145 million in 1964. 

1968 

-61 

- 3 

-54 
21 

6 
33 

- 9 

-75 

-73 
- 2 

15 

1969 

-305 

-285 

-173 
263 

-294 
- 82 

1 

- 51 

- 65 
14 

31 

1970 

186 

n.a. 

n.a. 
n.a. 
n.a. 
n.a. 
n.a. 

n.a. 

n.a. 
n.a. 

n.a. 

3/ Excludes Canadian repurchases, undertaken in '66, '67 and '68 for reserve management purposes. 
NOTE: These data reflect residence of seller rather than the original country of issue of the 

security - the basis on which the lET applies. Also, the above data show net purchases 
(or .al~s) wnereas the lET applies to gross purchases. 

SOURCE: Department of Commerce, Office of Business Economics. 

u.S. Department of Treasury 
February 16, 1971 
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ItpDrtment of the TREASURY 
•• D.C. 20220 TELEPHONE W04·2041 

FOR IMMEDIATE RELEASE MClrch 16, 1971 

TREASURY SAYS PIG IRON FROM CANADA, FINLAND, AND TtffiST GERMANY 
IS BEING SOLD AT LESS THAN FAIR VALUE 

Assistant Secretary of the Treasury Eugene T. Rossides 
announced today that pig iron from Canada, Finland, and 
west Germ<";l~' is being, and is likely to be, sold at ] ess 
than fair value within the meaning of th: Antidumping Act, 
1921, at: amencled. 

Notices of these determinations will be published in 
~e Federal Register of Wednesday, March 17, 1971. The 
cases ,lre now being referred to the Tariff Commission for 
a determination as to whether injury exists. 

In the case of Canada, the Treasury Department issued 
a withholding of appraisemen: notice on December 17, 1970. 
Withholding of appraisement notices with rospe( t to Finnish 
and West G' 'cman pig iron are being issued simul taneously with 
the less 11an fair value determinations. 

In 1970, 222,400 long tons of pig iron valued at 
$13.7 mi11ir, n were j l1porte'! from Canada. In 1970 there 
were no pig iron im, rts from Finland. During 1969, 
pig iron imports frG:, Finland totalled 62,000 long tons 
valued at $2.4 millL.:l. Imports of pig iron from West Germany 
during 1970 totalled only 100 long tons valued at $8,500. 
In 1969 pig iron imports from West Germany totalled 32,500 
long tons valued at $1.5 million. 

The less than fair value de: ermination \l7i th respect 
to West Germany follows a tentative determination of no 
sales at less than fair value, which was published in the 
Federal Register of May 6, 1970. 

000 



rpartment of the TREASURY 
aU.C.20220 TElEPHONE W04·2041 

FOR H1MED lATE RELEAS E 
March 16, 1971 

TREASURY ANNOUNCES NEAR-TERM FINANCING PLANS 

The Treasury announced today plans to raise $5.0 
billion of cash in the bill market prior to the period of 
heavy corporate tax payments in the second half of April. 
This financing will take the form of $200 million increases 
in the regular six-month bill issues for a period of four 
weeks, an additional $2.0 billion of April tax anticipation 
bills, and a "strip" of bills totalling $2.2 billion. This 
'strip'wi11 consist of additions of $200 million each to 
eleven outstanding series of weekly Treasury bills. 

The increase in the six-month bills will start with the 
auction of March 22 and will end with the auction of Apri 1 12. 

The additional amount of April tax anticipation bills 
will be auctioned on Wednesday, March 24, for payment on 
fuesday, March 30. These bills are in addition to the $2.3 
billion of April tax bills already outstanding. The bills 
mature on April 22 but may be used at face value in payment 
of Federal income taxes due on April 15. 

The "strip" offering will be auctioned on Wednesday, 
March 31, with payment on April 6. Subscribers must submit 
tenders for equal amounts of each of the eleven bills being 
reopened. The reopened bills are those which mature July 8 
through September 16, 1971, inc Ius ive. 

None of the bills may be paid for by credit to Treasury 
tax and loan accounts. 

The Treasury noted that this financing has been made 
Possible by passage of the debt ceiling legislation by the 
Congress today. 



rportment of the TREASURY 
_. D.C. 20220 TELEPHONE W04·2041 

Washington 

:JR IMMEDIATE RELEASE March 16, 1971 

TREASURY OFFERS ADDITIONAL $2 BII;ION IN APRIL TAX BILLS 

llie Treasury Department, by this public notice, invites tenders for 

;2,000,000,000, or thereabouts, of 23-day Tasury bill (to maturity date), 

,0 be issuedon March ?,o, 1971, on a discount basis under competitive and 

oncompetitive biddirlg as hereinafter provided. These bills will represent 

.n additional amount of bills dated July 23, 1970, to mutul'(: April 22, 1971, 

riginally issued in the amount of $2,261,190,000. The a(:ltional and OrjgilLl 

ills will be freely interc1l8.ngeable. They will be accepted at face 

alue in payment of income taxes due on April 15, 1971 ,and to the extent 
(i~) 

hey are not presented for this purpose the face amount of thes(c bills will 

e payable without interest at maturity. Taxpayers desiring to apply these 

ills in payment of April 15, 1971 , income taxes may submit the bills to a 
(28r}: 

ederal Reserve l"cmk or Branch or to the Office of the Treasurer of the United 

Gates, Washington, not more than fifteen days before that date. In the case 

f bills sub,litted in payment of income taxes of a corporation they shall be 

!companied by a duly completed Form 503 and the office receiving these items 

Lll effect the deposit on April 15, 1971 In the case of bills 
2<x:x;>: 

lbmitted in payment of income taxes of all other taxpayers, the office 

!ceiving the bills will issue receipts therefor, the original of which the 

ucpayer shall submit on or before April 15, 1971 , to the District 
X(:®:){ 

Lrector of ! J '~ernal Revenue for the District in which such taxes are payable. 

Ie bills will be issued in bearer form only, and in denomin~_tions of $10,000, 

LS,OOO, $50,000, $100,000, $500,000 and $1,000,000 (mutw'itY value). 



- 2 -

Tenders will be received at Federal Reserve BElllks and Brcmches up to 

e closing hour, one-thirty 

nders will not be received 

p.m., Eastern Standard time, ~lneGda:.r, Harch 21, 1971. 
~)'1,~h'~f{ 

at the Treasury D?partment, Washington. Each 

nder must be for a minimum of $10,000. Tende ~ over $10,000 must be in 

ltiples of $5,000. In the case of competitive tenders the price offered 

st be expressed on the basis of 100, with not more than tllree decimals, 

;., 99.92~. Fractions may not be used. It is urged that tenders be made 

the printed forms an:1 forwarded in the special envelopes which will be 

?plied by Federal Reserve Banks or Branches on application tb-refor. 

BMkinC institutions generally may submit tenders for account of customers 

)vided the names of the customers are set forth in such tenders. Others 

m bMking institutions will not be permitted to submit tenders except for 

;ir own account. Tenders will be received Hit JUt deposit from incorporated 

lks and trust companies and from responsible and recognized dealers in 

Tf;stment securities. '.renders from ,thers must be accompanied by payment of 

lercent (" the face amount of Treaslli, bills applied for, unless the tenders 

accompanied by an express guaranty of payment by an incorporated bank or 

lst company. 

All bidders are required to agree not to purchase or to sell, or to make 

agreements with respect to the purchase or sale or other disposi tioD of 

bills of this issue at a specific rate or price, until after one-thirty p.m., 

tern Standard time , 



) 

- 3 -

IImnediately after the closing hom', tenders "rill be opened at the 

~deral Reserve Banks and Branches, following which public announcement will 

~ made by the Treasury Departme;lt of the amount and price range of accepted 

lds. Only those submitting competi ti ve tenders will be advised of the 

:ceptance or rejection thereof. The Secretary of the Treasury expressly 

~serves the right to accept or reject any or all tenders, in whole or in 

Lrt, and hiG acti:)n in any such respc: t shall be final. Subject to these 

!servation:..:, noncompetitive tenders for $ 300,000 or less without stated 
X(}l\~p);: 

'ice from anyone bidder will be Qccepted in full at the average price (in 

lI'ee decimals) of accepted competitive bids. Settlement for accepted teo:crs in 

cordance with tbe bids must be made or cc l:,leted at the Federal Reserve Bank 

cash nr oth er imm e rJi at ely a vailab le fund s on __ .fI_13._r_c_}_1 _:_,0_,-r:1_.9,-,7,-1-----
x(;,:l:k): 

yorqU~J.\t>~i'qd:yd"~~i{t~"X"";;:X1A(l:J::;1:..li):~xp:e::t:~rt:l~'t)0d;:):tc./lli3:1~c:y.z:c--<t:tlQfIjc:r;~:xbyxc:I".er.dttxtnxx 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code of 1954 

e runount of discount at which bills issued hcrellllder are sold is considered 

accrue when the bills are sold, redeemed or othen-rise disposed of, and the 

Us are exchded from consider~ltion as c:l;i tal assets. Accordingly, the 

ner of Treasury bills (other than life insurnnce companies) issued hereund.er 

st include in his inccne tax return, as ordinary gain or luGs, tJw difference 

tween the price paid for the biD.s, Ifhetller on original issue or on c,ub:e\111ent 

rChase, and the amount actuQl~ received either upon sale or reclcmpt~on i.lt 

turity duri! {; the taxable year for which the return iG made. 
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Treasury Department Circular No. 418 (current revision) anrl this notice, 

rescribe the terms of the Treasury bills and govern the conditions of their 

ssue. Copies of the circular may be obt. ined from an,Y Federal Reserve Bank 

r Branch. 



epartmentof the TREASURY 
IlON. D.C. 20220 TElEPHONE W04·2041 

JR nr,fEDIATE RELEASE March 16 -' 
TREA~URY' S lruEKLY BILL OFFERING 

The Treasury Departm(Cnt, by 
)r two series of Treasut"'y r:i11s 
l,SOO,OoO,oon or til~reabouts, 
.11s maturing March 25, 1971, 

follov.1s: 

this public notice, invites tenders 
to the nggregate amount of 
for cash and in exchange for Treasury 

in the amount of $3,304,795,000, 

91-day bills (t.'J maturity date) to be issued MO)'ch 25, 1971, 
l the amount oi$1,900,(nO,OOO, or thereabouts, repu:senting an 
ldition·::tl amount of bills dE·~:ed Decer'lber 24, lS170, and to matuee 
me 24, 1971 (CUSIP No. 912793 KPO) originally issued in _ 
~ amount of $1,403,800,000 (an additional $200~7r ,000 was issued 
~bruary 26, 19,' 1), the additional at'" or iginal bil :1, s to be freely 
lterchangeable. 

182- day bills, fot"' $ 1,600,000,000, or thereabouts, to be dated 
rch 25, 1971, and to mature September 23, 1971 
~USIP No. 9127S' 3 LKO). 

The bills of both series will be issued on a discount basis under 
~petitive and noncompetive bidding as hereinafter provided, and at 
lturity their face amount will be payable without: intere.,·t. They will 
~ issued in bearer fOLm only, and in denominations of $10,000, 
~5.000, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
) the closing hour, one-thirty p.m., Eastern Standard 
lme, Monday, March 22, 1971 • Tendo rs ~"i 11 not be rec eived 
~ ~he Treasury Department, Washington. Each tender must be for a 
~nlmum'of $10,000. Tenders ov~r $10,000 must be in m~ltiples of 
),000. In the ca.se of competitive tenders the price offered must be 
:pressed on the ba.- is of 100, wi th not more thAn three dec im<Jls , 
g.,99.925. Fractions may not: be used. It is uL-~;ed that tenders be 
de On the printed forms and for-warded in the special envelopes w!lich 
11 be sup~lied by FeJcral Reserve Banks OL Branches on application 
lerefor. 

Banking institutions generally may submit tenders [or a~count of 
Istomers provided the' n<Jmcs of the customers are set forth 111 such 
!nders. Others than bdnking institutions \.]i11 not be pcrmittc'd to 
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mit tender:: excel t for their OI,m ~l('count. Tender';; will be received 
hout deposit f)-om il corpor:1tedh,:1llks ~md trust compan:::~'3 dnd from 
ponsible and recogni;:c~d elf:';;!. l'~; in jrn1c'Jmeil i securit-jeE-;. Tenders 
1m others must be accomp;:-:tlH'd by P[:)'!! nt uf 2 percent of the facL' 
unt of Treasury 1 als applied [or, un} (':38 the tel" lct'-=: <1re (--}ccompanicc: 
an express guaranty of p.1ym" 'tt hy <:::1 inco!.[.oratul b, : or tn'st 

pany. 

Immed' ate] y afte r the c 1 as ing hou t~, tende L- S v.7i II be opened at the 
eral R-: serve Ban1:s and B rane hes, following vJhich publ ic ann (.unc elLen t 
1 be made b~ the Treasury DCp3L~tment of the amoullt and price range 
.,ccepted bids. Only those submitting competitive' tenders \vill be 
ised of the accept nee or rejection thereof. The Secretary of the 
asury expressly reserves the right to accept or reiect any or all 
:1ers, in whole or j part, and his 2ction in any such respect shall 
fin,:';,. Subject tl tilese reseL~vations, 1l0ncoinpetLtive tenders for 
1 issue for $200,000 or less \vithout stated price from anyone 
jer wEI b accepted in full at the 2ver2g: price (in thl--le decim,'ls) 
lccrpted cr ,11petitive bids for the respective issues. SetLlement for 
~pted tend L-S in ace ordance \\ii t the bid s mu:: t he mad e or c O[';P le ted 
:he Federal Re:::·'L-ve B2nk on March 25, 1971, 
:ash or other immediately available funus or in a like f2ce amount of 
Isury bills maturing Marr h 25, 1971. ',~2sh and exchange tendeL~ 
, receive equal tre3trnent. C2sh adjustments will be made fL-n-
7erences betl, .'0n the par value of m[;~uL-ing bIlls accepted in 
lat De and the ;ssue price of the nCI') bills. 

Under Sections L}54 (b) 2nd 1221 (5) of the InternJl Revenue Code 
954 the amount of discount at Ivhich bill~' issued hereunder a 1.'.: sold 
onsidr "2d to accrue \vhen the bills are sold, redeemed or othenJise 
osed 0[, and the bills are excluded from consideration us capital 
ts. AccorJingly, the O\,mel.~ of Treasury billS (other than life 
ranee comp2nies) issued hereunder WiSt include in his income tax 
rn, as ordinary gain or loss, the lliffeL~encc bet,vcen the price paid 
ilie bills, whether on original issue or on subsequent purchase, 2nd 
:Imount actu: 1] Y received either upon s.1le or redemption at m,ituL-ity 
19 the taxable year for \vhich the LC.:turn is made. 

Treasury Dep 3rtmen t Ci rC1.lL:n~ No. !.~18 (cur rent rev is iun) and th i s 
e, prescribe the torms of the Treasury bills and govern the , 
tions of their issue. Copic~; of the: CiL-cuLu- m2y be" obt[l;:~cd fro:-:: 

ed~ral Reserve Bank or Bl"2l1ch. 

000 
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7tpDrtment 01 the fREASU RV 
IITON. D.C. 20220 TELEPHONE W04-2041 

FOR RELEASE UPON DELIVERY 

STATEMENT BY THE HONORABLE JOHN B. CONNALLY 
SECRETARY OF THE TREASURY 

BEFORE 
THE SUBCOMMITTEE ON TREASURY, POST OFFICE AND 

GENERAL GOVERNMENT 
COMMITTEE ON APPROPRIATIONS, HOUSE OF REPRESENTATIVES 

WEDNESDAY, MARCH 17, 1971, AT 10:00 A. M. 

Mr. Chairman and gentlemen of the Subcommittee, I am 
pleas'ed to participate with you in the· review of the 
appropriation requests of the Department of the Treasury for 
fisca.l year'1972 following my appearance before the' full 
committee on the overall government budget. Although my 
acquaintance with the Department's operations is still 
limited, I have now been briefed on a great many of its 
a~tivities, problems, and opportunities. I have found th~ 
staff dedicated and informed and I can appreciate the 
Department's reputation for being an effective, cos t-con'scious 
performer. 

1972 Budget Increases 

It is my understanding that you have'been examining 
programs with several of the heads of bureaus in careful 
detail and that the examination will continue following this 
review with me. " If I may, then, I would like to just 
highl'ight'the activities of the Department which give rise to 
the budget increase we are re ques ting for the new year. 
Tre*sury requests for appropriations for fiscal year 1972 
departmental operations total $1,502,764,000. This is an 
increase of approximately $194 million over the prop~sed 
authorized level for 1971 as reflected in the President's 
budge.t for 1972. 

:-22 
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Operations increases proposed to meet new workload and 
responsibilities total $80 million; equipment and capital 
improvement increases total $75 million; the cost of 
maintaining in 1972 the levels of employment and operations 
attained in 1971 is $57 million. The increases are offset 
in part by $18 million of costs of 1971 which will not 
recur in 1972 and by management improvements savings. 
Capital and equipment items are unusually large this year and 
I will speak of these in a moment. Maintenance of current 
employment levels is also larger than usual reflecting the 
continuation on a full-year basis in 1972 of our regular 
programs, plus such recent additions as explosives control, 
increased supervision of tax-exempt organizations, and 
acceleration of antidumping and countervailing duty 
investigations. 

1971 Authorized Level 

The 1971 authorized level with whil~h we are comparing 
the 1972 requests is the 1971 appropriation increased by 
proposed supplemental appropriations for pay and program 
requirements of 1971. You will recall s:~milar comparisons 
made in previous years. I have for the record a table 
(Table 1 attached) showing the derivation of the proposed 
authorized level for 1971. Also may I offer for the record 
at this point a table (Table 2 attached) \1hich compares 
the 1972 request for each appropriation with the 1971 
authorized l"evel, and a third table (Table 3 attached) which 
shows manpower requirements. 

Since the estimates before you were pr~pared prior to 
the employee pay increases granted January 1971 under the 
authority of P.L. 91-656, neither the 1971 e1timates nor the 
1972 estimates include costs of that action. While there 
are supplemental requirements reflected in ttese estimates, 
generally they reflect the pay raise granted in July, 1970 
and do not include the most recent pay raise t~ffective 
in January 1971. It is my understanding that an additional 
supplemental appropriation request will be for~hcoming 
to you in the near future which will include tl£ half-year 
cost in fiscal year 1971. A budget amendment f~r 
fiscal year 1972 will be prepared by the Office of Management 
and Budget to include the full-year costs in fiscal year 1972. 
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Major Budget Considerations 

As you know from experience, current events and population 
and economic growth inevitably add to Treasury workloads and 
responsibilities. This brings increasing requirements for 
funds for employment and capital improvements which we do our 
best to offset by greater efficiency. In the 1972 budget we 
have tried to react appropriately, but conservatively: 

to the President's emphasis on effective law 
enforcement; 

-- to Congressional insistence on quick, thorough 
investigation of tax-exempt organizations, and 
antidumping and countervailing duty cases; 

to the urgent need to secure tax revenues and to 
protect the tax administration by adequate levels 
of audit and enforcement of the revenue and 
customs laws; 

to the demands of the nation for more products: 
coins, currency, stamps, checks and securities, 
and more services: relief on lost checks and 
bonds, assistance on tax rulings and tax 
preparation, and expeditious cargo and passenger 
inspection. 

Special Operational Emphasis 

The increases requested over the 1971 level of operations 
strongly reflect Treasury's major role in law enforcement and 
the reduction of crime. In 1972 the Bureau of Customs will 
continue to emphasize the interdiction of drugs and contraband. 
Internal Revenue Customs and the Secret Service are leading , , . 
participants in the broadening drive against Organzied Cr~me 
and the Department contributes about 50 percent of the 
strength of strike forces. Stronger enforcement action will 
be taken in the control of explosives, firearms and munitions 
as we gain experience in these areas. 
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Secret Service responsibilities in fiscal 1972 will includ 
the protection of foreign dignitaries, although no new funding 
is requested for this purpose. Before making any request for 
funds we need to gain experience in this area. For protection 
of presidential and vice presidential candidates and nominees 
for the 1972 campaign, the third and final increment of 
Secret Service staff is requested. The added staff will also 
combat increases in counterfeiting and forgery crimes. 

In other operational areas: Customs, in addition to 
accelerating investigations of antidumping and countervailing 
duty cases, will seek to reduce frauds on customs revenues. 
The application of additional funds for Internal Revenue 
Service audit and collections will obtain substantial direct 
revenues while encoura~ing voluntary compliance. The Mint's 
coinage program will include the new cupro-nickel dollar. 

A Capital-Intensive Budget 

$75 million of the appropriation increases represent 
investment in plant and equipment to process efficiently 
the workloads of the Department. 

Capital acquisition planned in 1972 includes $19 million 
for data processing equipment and furnishing three new 
Service Centers for the Internal Revenue Service. It also 
includes $8 million for special projects, such as automated 
systems for processing merchandise import entries, the 
Customs intelligence network, the Office of the Treasurer's 
check claims procedures and provision for" equipment 
acquisition in the Bureau of Engraving and Printing. 

We consider consolidation of Customs New York City 
activities in the new World Trade Center to be a plant 
improvement, as will be the consolidation of Chicago Public 
Debt activities with those of Parkersburg in Parkersburg, 
West Virginia. And vitally important for the near future, 
is the acquisition of a suitable plant site for a modern 
replacement mint in Denver. 

The largest capital item, $37 million for construction of 
the Federal Law Enforcement "Training Center, relates 
directly to the President's concern that crime be abated. 
This subcommittee knows, of course, that although the costs 
of construction and operation of this center are included as 
Treasury appropriations, the eventual use will be for virtually 
all of Government. 
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On-Going Activities 

I am providing, as an addendum to my statement, COmments 
on each bureau's request. The bureau witnesses will want to 
discusS with you the latest information and plans for their 
essential on-going activities. There are many activities 
of our bureaus with which you are familiar that I have only 
mentioned here. 

The largest collections of revenue and customs receipts 
in the world seem almost automatic because vast and 
intricate tax- gathering s ys terns are adminis te red so 
competently by Internal Revenue Service and Bureau of Customs 
employees. Public debt administration, government-
wide disbursing, check payment and central accounting go on 
apace. Large demands for coins, cu rrenc y and stamps mus t 
be met from year to year. I understand that this committee 
has had much to do with the automation, organization and 
improved processes that make possible these accomplishments. 

Improving Managment 

Fiscal 1970 marked another successful year of the Treasury 
cost reduction program with $95 million of benefits in the 
furms of increased revenues, saved interest costs and 
i~roved work methods. Fiscal 1971 can be expected to show 
similar fine results from the Department's thorough program 
to search for a better way. 

Secretary Kennedy mentioned to you last year several major 
reviews of procedures and organiz ations that were underway in 
a search for better ways to fulfill our missions. Initial 
studies of the organizational structures of Internal Revenue 
Service and the Bureau of Customs have been completed for 
top management review. A management review of the Bureau 
of the Mint is reaching the report stage. Substantial 
additional effort is being made in the project to speed up 
the Customs entry process through automated procedures. 
In-house planning and criteria development is continuing on 
requirements for the replacement mint in Denver. 
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It is my intention to be closely concerned with Treasury 
operations and to insist on active pursuit of every possibility 
for economy and efficiency. Treasury's conservative 
approach has always compelled the exercise of tight management. 
I assure you that tight management will continue. 

Committee Support 

I have been told of the fine relationship the Treasury 
has enjoyed with this Committee. We appreciate your 
initiatives, your understanding and your timely action on 
the matters that come before you. We look forward to 
continuing the fullest cooperation. 

Thank you, gentlemen. This concludes my prepared 
remarks. If you have any questions, I shall be glad to 
answer them. 

Attachments 
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Table 1 

DEPARTMENT or THE TREASURY 
Derivation of "Proposed Authorized Level for 1971" 

1971 Appropriations (PL-422) ------- --- ------ --- --- - -- - -- - - - -- S 1,239,858,000 
Supplemental Appropriations enacted by Congress 

Bureau of Customs (PL 91-665) -------- $500,000 

Internal Revenue Service (PL 91- 665) : 
Revenue Accounting and. Processing -- 118,000 
Compliance ------------------------- 5,026,000 

Total Appropriations enacted by Congress 

roposed 1971 Supplemental Appropriations: 

Increased C 1assified Pay Costs ---------$ 59,629,000 

Wage Board Pay Costs ------------------- 301,000 

Program Increase: 
Bureau of the Public Debt ------------ 3,000,000 

roposed Authorized Level for 1971 

bIUary lG, 1971 
lIil.l 

5,644,000 

1,245,502,000 

6(!,930,OOO 

$1,308,432,000 
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DEPARTMENT OF THE TREASURY 
Annual Appropriations for Treasury Department for 1971 

and Estimated Requirements for 1972 
(in Millions of Dollars) 

1971 Increase 
Proposed 1972 or 

Authorized Budget Decrease 
Level 1/ Estimates c-) 

~ -,------------------------------------------~~~~--~~~~~~ __ ~_~_L_ ___ 

lIar Operating Appropriations: 
ffiee of the Secretary ---------------------
ederal Law Enforcement Training Center: 
Salaries and Expenses ---------------------
Construction -- -- - - - - --- - -- - - -- - -- - -- - -- - ---

Jreau of Accounts: 
Salaries and Expenses ---------------------
Government Losses in Shipment -------------
lreau of Engraving and Printing ------------
weau of Customs ---------------------------
lreau of the Mint: 
Salaries and Expenses ---------------------
Construction of Mint Facilities -----------
lreau of the Public Debt -------------------
Iternal Revenue Service: 
Salaries and Expenses ---------------------
Revenue Accounting and Processing ----------
Compliance - - -- ---- -- - --- ------------ -------

Total, Internal Revenue Service 

fiee of the TreasJjrer, U. S.: 

$10.2 

1.1 
5.0 

47.7 
.4 

14-4.5 

20.2 

71.0 

27.4 
232.3 
694-.6 

954-.3 

Salaries and Expenses ---------------------- 8.6 
S. Secret Service: 

$11.2 $1.0 

1.5 .4 
36.5 31.5 

49.9 2.2 
.7 .3 

3.0 3.0 
166.3 21.8 

25.8 5.6 
1.5 1.5 

77.9 6.8 

30.5 3.1 
270.6 38.4 
761.8 67.2 

1,062.9 108.6 

9.3 .7 

56.3 10.9 Salaries and Expenses ---------------------- ___ ~4~5~.~4 ________ ~~~ ______ ~_ 

tal, Regular Operating Appropriations $1,308.4 $1,502.8 $194-.3 

: Arnowib are rounded and do not add to total. 
neludes sSg. q milliun for proposed supplemental for civilian and wage board 
ncreases and $ 3 million for workload increases. 

lary 20, 1971 
!4 
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DEPARTMf.NT OF THE TREASURY 
Comparative Statement of Average Positions 

Fiscal Years 1971 and 1972 
(Direct l\ppropriations Only) 

1971 Increase 
.I\ppropr i- 1972 f)ecrease 
ations Estimate Over 1971 

Regulllr J\nnual Operating 
Appropriations: 

Office of the Secretary - 5(4 599 35 

Federal Law r:nforcement 
Training Center ------ - 44 58 14 

Bureau of Accounts ------ 1,454 1,451 -3 

Rureau of Customs ------- 9,972 10,846 874 

Bureau of the r-lint ------ 1,757 2,012 255 

Bureau of the Public Debt 2,453 2,459 L 

Internal Revenue Service: 
Salaries and r~xpenses - 1,550 1,645 85 
Revenue Accounting and 

Processing ---------- 23,110 23,819 709 
Compliance ------------ 45 2 281 48 2 385 3 2104 

Total, Internal 
H~v('nue ~ervice 69 2951 73 ,849 3,898 

Office of the Treasurer - 820 861 41 

U. S. Secret Service 2,384 2 ,757 383 

TOTAL, Reh''lIlar Annual 
Operating Appropriations 89,399 04,902 5,503 

January 2O, 1971 
71023 

or 
( -) 
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ADDENDUM 

BUREAU STATEMENTS 
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OFFICE OF THE SECRETARY 

The estimate for the Office of the Secretary is $11,171,000, 
a net increase of $1, 011,000 from the proposed authorized level 
for 1971. 

Program increases are being requested for additional employ
ment and for travel funds. A total of 36 new positions (33 man
years) are proposed to provide professional and clerical assistance 
in several staff offices -- the largest requirement being 21 new 
positions in the. Office of Equal Employment Opportunity. Treasury 
is responsible under Executive Order 11246 for making compliance 
reviews of the equal opportunity employment programs of variuus 
banks, savings banks and savings and loan associations throughout 
the country and gives assistance to those institutions which seek to 
corrply. The 15 positions remaining are for the Director of Law 
Enforcement, staff assistants in the Office of Enforcement and 
Operations, an attorney in the Office of the General Counsel, an 
accountant in the Fiscal Division, auditors ln Management and 
Organization and for secretarial help. The 36 new positions \vill 
cost $647,000. Adequate, competent staff support is needed for 
the vast amount of policy study and formulation and the control of 
operations by this office. 

To provide for the travel for the compliance reviews described 
above and to more adequately fund the travel of the Secretary, the 
Under Secretaries and Assistant Secretaries in 1972, $112,000 is 
requested. Travel costs in F. Y. 1971 have exceeded budget estimates 
and have been met only by curtailing needed support in staff areas. 
A more realistic travel budget is required for F.Y. 1972. 

other increases totalling $317,000 are necessary to 
in 1972 the current levels of employment and operations. 
reductions for non-recurring equipment purchases and for 
savings amount to $55,000. 

maintain 
Offsetting 

management 
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When the training center becomes fully operational, a core 
staff will conduct the common training for the agencies, carry 
out research ·in law enforcement training methods and curriculum 
content, operate and maintain the physical plant, and provide 
necessary support services, under the administrative supervision 
of the Secretary of the Treasury. 

Advanced training unique to a particular group of agents 
will be conducted by the individual agency, using the central 
facilities, but with the direct expenses met by the individual 
agency. Training policy will be formulated by the Center Board 
of Directors made up of representatives of the participating 
Federal agencies. 

It is estimated the entire facility will be ready for use 
at the end of calendar year 1974-. The facility will be capable 
of training 8,725 students in a year (750 federal law enforcement 
officers at a given time). 
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BL'RLAl! (JI' ACCUUl\T~ 

SllLlr ics amI expenses Appropr iat ion 

Tile 1<)72 estimate for the Bureau of Accounts is Sl~9,~99,OOO 
a net increase of S c , 249,000 above the proposed author ized level 
for 1971. This net umount, virtually all of which is to k.eep 
pace \dth uncontrollable rises in \vork.load, includes: (1) sl, 090, 000 
for the fixed cost of postage, (2) 5420,000 for 1'a\\' materials, 
(3) Sl%,UOO for equipment purchases, (q) s3D,UUO for equipment 
rental, (5) $148.000 necessary to maintain existing staff levels, 
and (G) SG8,OOO for all other expenses. 

Tile central disbursing job financed by this appropriation will 
produce l~8B million payment items in 1972 -- 17 million units (31/~) 
above 1971. At current product ivity levels, this increased \vorkload 
would re(luire an additional 41 average positions and 5279,000. How
ever, tllis increase has been completely offset by proj ect ing an 
incrcilse in productivity, thus requiring no increase in manpower 
for disbursing activities for 1972. 

The increased funding requirements for the other four activities 
in the Bureau of Accounts is only S44,000 -- virtually the same in 
1972 as in 1971. Offsetting this increase ~hich is primarily to 
maintain existing staff levels) is a reduction of 518,000 (3 man
years) anticipated from a lower level of activity in the liquidation 
of the Postal Savings System. 

1'01' the second successive year the Bureau of Accounts is 
estimating a reduction of manpower requirements below the current 
year despite ever-increasing work volume. 

Government Losses in Shipment 

Rising losses in shipment of Covernment property, such as 
coins, currency and securities, certain losses of the Postal Service 
and losses connected with l'edemptil)n of savings bonds, make a 
S700,UOO appropriation necessary for 1972. 
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BUREAU OF CUSTOMS 

T~e request for the Bureau of Customs is for $166,328,000 __ 
a net 1ncrease of $21,778,000 over the proposed authorized level 
for 1971. Of the incr:ase, $S,~19,000 is to handle increasing 
worklo~ds, $2,630,000 1S for new and expanded activities, particu
larly 1n the enforcement area, $8,68~,000 is to fund new and 
continuing special projects, and $S,O~S,OOO is needed to maintain 
current levels of employment. 

A majority of this request is largely outside administrative 
control -- $5 million needed to maintain current levels of 
operations; $2.8 million to cover our move of New York offices to 
the New York \vorld Trade Center; $92~ thousand for mail handling 
equipment for new Post Office installations at Secaucus, New 
Jersey and Boston, Massachusetts; and $700 thousand for consolida
tion of Customs headquarters office operations, which are now 
carried on in four separate buildings. 

We are asking for an additional $5o~ million to cover all 
types of Customs work -- for processing of cargo and persons, for 
law enforcement, and for the headquarters office. This workload 
is generated outside the Department and continues its increasing 
trend. Formal merchandise entries filed, the single most signifi
cant indicator of cargo processing workload, increased by 9 percent 
in 1970, on top of years of similar rises. Air passenger arrivals 
increased by a striking 17 percent, and total Customs collections 
reached a new peak of $3.3 billion. 

On the enforcement side, increased results, reflecting the 
personnel increases from last yearTs supplemental and improved 
methods of investigation, have been dramatic. During the first 
six months of the fiscal year 1971, there were ~,580 arrests, 
compared with 7,3~0 during all of fiscal year 1970. Seizures of 
340 pounds of heroin and 290 pounds of cocaine during the first 
six months of this fiscal year greatly exceeded the total seizures 
made last year, while there were 75,000 pounds of marihuana seized 
during this period as compared with 103,000 pounds during all of 
last year. Current results are good, but additional manpower is 
needed to cope with this continuing threat. 

As a part of our expanded enforcement effort, we included 
$1.9 million for intensified antifraud activities. Customs has 
been unable to make adequate examination of commercial shipments 
to determine that they are properly classified and valued for 
tariff purposes, and has been unable to investigate many apparently 
fraudulent entries. Such fraudulent practices hurt the honest 
importer and deprive the Government of much needed revenue: It is 
expected that additional revenue to be derived from these lnc~e~sed 
antifraud activities will run many times the costs of the addltlonal 
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personnel requested. Customs also proposes to use $600 thousand 
to strengthen its internal security and audit operations, and 
expand its technical training programs. 

Customs Automated Merchandise Processing System holds promise 
of meeting future workloads more effectively and at less cost than 
would otherwise be required. Last year, $800 thousand was provided 
for a start on this long-term project. further development in 
fiscal year 1972 calls for $2.7 million. This is iJ. most important 
multi-year project from which results initially will be sleJ..", uut, 
in the long run, extremely worthwhile. 

Customs enforcement work is steadily being enh'.lnccd by tl1C' 
expanded coverage of its automated intelligence nebvork. This 
computer-based network will cover the entire r-lexican border and 
a number of other key offices by the end of the current fiscal 
year. For fiscal year 1972, $1.6 million is requested to extend 
coverage to major airports and key crossings on the Canadiall border. 

Customs is also providing manpower for, and, with the Depart
ment of Transportation, is administering the /\ir Security or Sky 
I'larshal Program. funds for this probrram are being provided by the 
Department of Transportation, but a tremendous amount of Customs 
effort has been expended to make the program effective. 
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BUREAU OF ENGRAVING AND PRINTING 

The production operations of this Bureau are conducted on a 
completely ~eimbursable basis, financed by means of a revolving 
fund author1zed by the Congress. An appropriation of $3 million 
is being requested for fiscal year 1972 to increase the working 
capital of the Bureau. In the light of current prices and 
advanced technology the working capital available to the Bureau 
has been found to be insufficient for the purchase of equipment 
to accelerate its modernization program. The specific equipment 
to be funded by the requested increase in 1972 is two modern 
printing presses for the production of postage stamps. 

The Bureau's technological improvement progr~m is the key 
to the remarkable productivity records achieved by this organiza
tion. Currently, two additional high-speed presses are being 
installed for the production of currency. In addition to increasing 
the Bureau's productive capability to meet continuing increases in 
the requirements for new currency, the installation of this equip
ment, coupled with ITin_house" advancements being made in additional 
sophistication of processing operations, will result in further 
reducing manufacturing costs. Current projections indicate that 
the unit cost rate for manufacturing currency in the current fiscal 
year will be less than the $7.73 per thousand notes projected in 
the budget document. The budget rate had, in itself, established 
a new low in the cost of producing currency. 

Early installation is anticipated also of a prototype over
printing and processing machine to mechanize some of the costly 
finishing operations associated with the production of l'urrenl'y. 
Complete conversion to such automation through the acquisition 
of four production models of these machines has the potential 
of substantially reducing the manufacturing cost of currency. 
Also, the Bureau recently acquired a seven-unit rotobTavure 
printing press to obtain more flexibility in meeting emerging 
requirements of the U. S. Postal Service. 

These are but a few examples of the prolo,Tessive planning by 
management for continued improvement in the BureauTs oper~tion. 
~Iuch remains to be done, however, to provide for the Llcquisition 
of plant machinery ~nd equipment necessary to aCl'omplish present 
and imminent product requirements. !\ major portion of the Bureau T s 
printing press equipment utilized in the production of its ~ajOl: 
products __ currency, food coupons and postage st~mp5 -- st1l1 15 
obsolete in terms of pI' oductivity capabilities and ~h()~ld b: .'. 
replaced with more modern equipment. \<Jith the contlI;U1ng Sl~TJl1~ 1-
cant increases that are occurring and are proj el'ted l.n the l'eqUire~ 
ments for Bureau products, management conducted an in:deptll al.lalys1s 
of equipment needs required to maint,:lin Bureau ef~ect1ven:S5 ill 
meeting production and cost obj ectives. This reVH~1i culm111ate~ 
in the initiation of a broad program covering fiscal yCLl.l'S llJ72 
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to 1974, inclusive, for the accelerated acquisition of additional 
modern printing presses and other specialized equipment identified 
to mechanize some of the more costly manual processing operations. 
It is anticipated that the greater productivity potentials from 
planned equipment acquisitions and improvements in the process 
operations will effect further economies to customer agencies 
served and to the Government as a whole. 

Significant necessary improvements are being made also in 
other major program areas, particularly with respect to security 
and research projects. 
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BUREAU OF THE i'llNT 

The Appropriation for Salaries and Expenses 

The request of the Bureau of the Mint for fiscal year 1972 
is for $25,833,000, a net increase of $5,627,000 over the proposed 
authorized level for 1971. Of this amount $16,697,000 is for 
the production of 9,200,000,000 coins -- 500,000,000 more than 
produced in 1971. 

Coinage: The coinage program includes the new cupro-nickel 
clad half dollars and dollar coins authorized by the Coinage Act 
of 1970 (Public Law 91-607) of December 31, 1970: 300 million 
half dollar and 200 million dollar coins. This is in addition 
to our normal production of coins of the other denominations 
for which demand continues high. 

Sales of coin silver: The sorting and melting of subsidiary 
silver coins withdrawn from circulation and the sale of the result
ing silver bars have been completed during fiscal year 1971. 

In-house production of clad strip: Plans for fiscal year 1972 
are that the cladding line in Philadelphia will produce the strip 
for 10¢ and 25¢ coins produced in Philadelphia. Strip for Denver 
production of these two denominations will continue to be purchased 
from outside contractors. Strip for 5Q¢ and $1 pieces will also 
be pur chas ed. 

The Appropriation for Construction of Mint Facilities 

The new Philadelphia Mint is now operational. The cladding 
line which has been installed is being de-bugged. When this 
de-bugging is successful, the Philadelphia Mint will have the 
capability of being self-sufficient from the purchase of raw 
material through the production of finished coins with the capa
bility of pr cxlucing four billion pieces, on a two-shift basis, per 
year. 

To meet future coinage demands as indicated in the Treasury 
study entitled "Coin Requirements and Capacity in the Seventies, T! 

Treasury officials considered that additional Mint facilities 
would be required before the end of this decade. In June 1966 the 
Parsons-Jurden Corporation conducted a preliminary engineering 
study for expanding the Denver fvlint. Later considerations al~ered 
the expansion plans at Denver and decisions were made to obta~n a 
new facility at a new location in Denver. With the concurrence 
of the Office of Management and Budget, we are asking.f~r_$1,500,OOO 
to be appropriated for advance planning and site acqu~s~t:on for a 
new Denver Mint in fiscal year 1972. Several excellent s~tes are 
presently available which may not be available later; therefore, we 
feel that it is imperative that these construction funds be made 
available during fiscal year 1972. 
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Experience in the building, equipping and operation of the 
new Philadelphia Mint has afforded us excellent background for 
efficient handling of these phases of the new Mint in Denver. 

Joint Commission on the Coinage 

One meeting of this Commission was held during fiscal year 
1970; however, no additional funds are requested for fiscal year 
1972. There is a small balance of $4,000 in this account avail
able for the printing of reports, etc. 
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BUREAU OF THE PUBLIC DEBT AND U. S. SAVINGS BONDS DIVISION 

The request for the appropriation "Administering the Public 
DebtlT for fiscal year 1972 is $77,853,000, an increase of $6,807 ,000 
over the proposed authorized level for fiscal year 1971. The 1971 
proposed authorized level reflects a supplemental of $4,254,000 of 
which $1,254,000 is for the P.L. 91-231 pay act increase and 
$3,000,000 is for increased costs of reimbursing the Federal Reserve 
Banks for their services as fiscal agents of the Bureau. 

The Bureau of the Public Debt 

The workload of the Bureau has grown steadily with the increase 
in the size of the public debt, and the greater number and complexity 
of transactions in Treasury securities. More than 545 million 
individual securities were outstanding as of September 30, 1970, to 
represent the gross debt of $378 billion. In fiscal year 1972 it 
is estimated 142.7 million securities will be issued and 150.5 
million securities will be retired. This is an increase of 5.3 
million pieces above the anticipated 1971 volume. 

The Bureau will undergo two major moves in fiscal 1972. A 
study has indicated that the consolidation of the Chicago field 
office and the Parkersburg Office in Parkersburg will result in 
substantial improvements in service to bond holders and produce 
ultimate savings that would more than offset the initial cost. 
It is estimated that this move will cost $3.25 million. The other 
move involves the staff of the Washinbrton Office now located in 
the Bureau of Engraving and Printing Annex. The Bureau of Cnbrravillg 
and Printing must expand its production facilities, and to permit 
this, the staff of the Bureau of the Public Debt will have to be 
moved to another building at an estimated additional cost of $GSI 
thousand. 

Operations of the Bureau of the Public Debt will shm.; a net 
decrease of 4 average positions of employment although an addition 
of 13 average positions ($139 thousand) will be Ileelled in certain 
areas to process the increased workload, particularly ill thl' handling 
of inquiries and claims; to study and pLm for thl' llevelopmellt of 
long-range improvements in automating thc Bureau's llctivities; ami 
to staff the Federal Reserve Bank visitation and revic'\oJ pl'o>-,Tam. 

The anticipated rise in the volume of securities to Dl' issul'Ll. 
serviced and retired necessitates increascs in fees paill tu pay illg 
agents and reimbursements to Federal Reserve Ballks ur s 2.5 million. 

U. S. Savings Bonds Division 

A one-half percent bonus for Savings Bonus in mid-I()7 () -
bringing the effective rate to 51<,~'6 -- triggercll d significallt 
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turn-about in Savings Bond sales and redemptions. Sales for the 
calendar year increased 6:S; redemptions declined 6%, and the total 
amount of Savings Bonds outstanding reached a record high of 
$52.524 billion at year end. 

The Savings Bonds Division operates with a paid staff of 
less than 500, depending upon a great volunteer organization of 
several hundred thousand to carry out its mission. The annual 
value of the contributed advertising alone is eight times the 
appropriated funds. 

Savings Bonds account for 22% of the privately held portion 
of the public debt and provide a noninflationary form of financing 
for the Department of the Treasury. 

Payroll Savings continue to be the dominant sales activity, 
accounting for 70% of total sales. More than 2.2 million new and 
increased savers were enrolled in 1970, oversubscribing the 
National Industrial Payroll Savings CommitteeTs goal and resulting 
in the greatest E Bond sales in three years. 

The present campaign slogan "Take Stock in America" appeals 
to both the Patriotism and self-interest of all Americans. 



- 23 -

INTERNAL REVENUE SERVI CE 

The 1972 estimates for the Internal Revenue Service total 
$1,062,918,000, including $30,50~,000 for Salaries and Expenses, 
$270,616,000 for Reven~e Accountlng and Processing, and 
$761,795,000 for Compllance. The amounts represent an increase 
of $108,62?,000 and 3,898 average positions of employment over 
the au:h~rlzed level for 19~1. Program increases for expanded 
supervl~lon of exempt organlzations, to meet the growth of the 
populatlon and the economy, for data processing and other equip
ment amount to $71,781,000. The net increase necessary to maintain 
1971 staff levels would be $36,839,000. 

The Compliance Appropriation 

We are asking for an increase of $67.2 million and 3,lO~ 
average positions in compliance principally for expanded super
vision of exempt organizations and to meet workload growth. 

A number of developments have converged in recent years to 
create the tremendous problems now facing the Service. We are 
all aware of the substantial growth in the number of tax returns 
filed, but the effective growth in workload had been much greater 
because of the much more rapid increase in the number of complex 
income, estate and gift tax returns. These complex returns 
comprise the core of the audit program and provide a major vehicle 
for IRS efforts to foster taxpayer compliance. The growth in these 
mainstream responsibilities has in itself been enough to overburden 
the technical manpower IRS has had to devote to them. 

But in addition, new legislation and initiatives by the 
Executive Branch have brought sizeable new responsibilities to 
IRS in recent years. These include special programs for the 
enhanced supervision of exempt organizations, the Organized 
Crime Drive, strike forces, expanded responsibilities in the 
firearms area, and, most recently, responsibility for enforcing 
the new explosives control laws. These programs have largely 
been carried on with resources originally provided for revenue 
producing activities. 

This growth in workload both in mainstream programs and in 
special programs has combined with budgetary and hiring restric
tions to create the acute shortage of technical manpower that 
exists today. There are fewer employees in the Serv~ce today 
available for examining tax returns than there were ln 1968, 
and audit coverage has declined to low levels. The cost in 
revenue is substantial; since F.Y. 1969 successive budgetary 
restrictions and hiring freezes have cost an estimated.$1.5. 
billion in direct revenue. An increased number of audlts will 
help to maintain compliance levels and to guarantee equitable 
treatment under the tax laws that is the basis for voluntary 
compl:LaReih 1'1;u~sp an.dits will more than pay for themselves. 
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The revenue estimates included in the President's Budget 
assume full funding of the program proposed for IRS. If funds 
for these purposes are reduced, Federal revenues must be reduced 
by an amount several times larger than the expenditures avoided. 

The increase we are requesting for F.Y. 1972 will by no means 
remedy the problem, but it is an essential step toward improving 
a capability in tax administration. It represents only what can 
realistically be achieved in one year toward restoring the corrpli
ance operations of IRS and contains additional manpower that is 
well within the ability of IRS to hire, train and use productively. 

Revenue Accounting and Processing Appropriation 

The fiscal year 1972 program for Revenue Accounting and 
Processing will require 23,819 average positions and $270,616,000. 
These activities include the receipt and processing of tax returns; 
accounting for tax revenues; and preparation of statistical informa
tion on income and other features of the tax system. 

To accomplish this objective, funds are needed to cover the 
increased workload resulting from growth in the population and 
economy and the increased complexity of the returns being filed. 
Included in our request are funds for additional equipment to 
cope with increased workloads. All ADP equipment on lease in 
F.Y. 1971 will be continued on a lease basis except for those 
items on which lease credits would cease to accrue in F.Y. 1972. 

The principal increase is for data processing operations that 
require an increase of 794 average positions and $38,936,000 over 
the level authorized for fiscal year 1971. Capital improvements, 
such as acquisition of automatic data processing equipment and 
furnishing and equipping three new service centers, accounts for 
$18,820,000 of the total increase. 

Salaries and Expenses Appropriation 

For overall planning and direction of the Service and for 
internal controls and security, we are requesting an increase of 
$3,089,000 and 85 additional average positions. 

For planning and direction, the request includes only 3 
average positions over the 1971 authorized level. The Service'S 
plan for internal controls and security in this budget provides 
for the completion of 13,550 Inspection Reports and will require 
928 average positions at a cost of S18,152,000. This includes 
a program increase of 82 average positions required to accomplish 
workload which, even now, is being generated in the Service, 
particularly in the Data Processing and Compliance activities. 
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OFFICE OF THE TREASURER, U. S. 

r-

'I '1 I 'J 
. " )) 

The estimate for the Office of the Treasurer of the United 
States for fiscal year 1972 is $9,336,000, an increase of $73G 000 . , 
over the proposed authorlzed level for 1971. The largest part of 
the activities of this Office are concerned with paying Government 
checks, reconciling such payments to reports of issues submitted 
by disbursing officers, and processing claims of loss, theft, and 
forgery of Government checks. 

Disbursing agencies have furnished estimates that check issues 
will increase from 606 million in 1971 to 622 million in 1972. 
Only three additional positions are being requested to process the 
16 million additional checks. 

The increasing number of claims of loss, theft, and forgery 
of Government checks is a major problem for this bureau. These 
claims are expected to increase from 615 thousand in 1971 to 679 
thousand in 1972. Based on actual 1970 productivity and after 
making allowances for expected improvements, the analysis, docu
mentation, and adjudication of these additional claims will require 
a net increase of 30 more average positions in 1972. Without these 
the settlement of claims will have to be delayed and experience 
has proven that if claims are not processed promptly, the payees 
suffer and their complaints multiply. This in turn results in a 
heavy increase in mail which must be handled and consumes time 
that should be devoted to analyzing claims. 

Man-year requirements for all other activities of the Treasurer's 
Office -- the maintenance of accounts, custody of securities, etc. 
are being held to the 1971 level despite increased workloads and 
service demands. 

Provision is made in this estimate for the partial automation 
during 1972 of the check claims activity. This will enable the 
Treasurer's Office to reduce future personnel requirements and to 
provide more prompt and efficient service to the general public 
in the processing of check claims. 
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U. S. SECRET SERVICE 

The appropriation request for the U. S. Secret Service for 
the fiscal year 1972 totals $56,266,000, an increase of $10,866,000 
over the proposed authorized level for 1971. The increase requested 
will provide funds for 360 additional positions (285 average positions 
for increases in protective activities and also for the maintenance 
of current employment levels including the full-year cost of the 
additional positions authorized on a part-year basis in the fiscal 
year 1971. 

Executive Protective Service 

The intensive recruitment campaign for the Executive Protective 
Service has been completely successful. The Service will become 
fully operational in the latter part of the current fiscal year 
when all recruits will have completed a comprehensive training 
course designed especially for the particular duties involved. 
For the fiscal year 1972, no additional positions or funds are 
being requested other than the amounts required for the full-year 
costs of previously authorized positions. 

Candidate and Nominee Protection 

The budget estimate provides for the additional agents and 
supporting clerical assistance necessary to complete the staffing 
needed to implement Public Law 90-331. Under this law the Secret 
Service is required to provide protection to all major presidential 
and vice presidential candidates. The experience gained during 
the 1968 campaign year revealed decisively the magnitude of the 
protective responsibilities involved as well as the need for the 
Service to be basically self-sufficient in performing them. In 
order to be in a position to provide the required protection in 
the campaign for the 1972 election, the Service in fiscal year 
1970 commenced a program to acquire the'additional manpower over 
a period of three years. In the off election years, the new 
agents will provide the additional investigative resources 
required to combat increases in counterfeiting and forgeries. 

Funds are included to cover the extra travel and expenses 
related to the protection of the candidates and nominees which 
are expected to be incurred in the last half of fiscal 1972. 

Counterfeiting 

Counterfeiting activity in the country continues to reflect 
an increase. In the fiscal year 1970, cases received totaled 
22,346, up 19 percent over fiscal year 1969. This increase has 
continued into the current fiscal year with 10,995 cases received 
in the first six months, up 9 percent over fiscal year 1970. 
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Forgeries 

Check forgeries continued to increase for the fourth year in 
a row. The 62,094 cases received in fiscal year 1970 represented 
an increase of almost 8 percent over the 57,616 received in the 
fiscal year 1969. This increase is in approximately the same 
ratio as the increase in the issuance of Government checks. 

Bond forgery cases have increased substantially in the current 
fiscal year. The 12,177 cases received in the first six months 
is d significant 77 percent increase over the 6,891 received in 
the first six months of fiscal year 1970. 

To combat the increasing trends in counterfeiting as well as 
check and bond for~eries, the Service plans to utilize the additional 
agents requested for candidate protection for criminal investigations 
in the off election years 0 

Foreib'11 Dignitary Protection 

Public La,,, 91-651 approved January S, 1971, assigned significant 
additional responsibilities to the Secret Service. Under this law, 
the Service is required to "protect the person of a visiting head 
of Ll foreign state or government and, at the direction of the 
President, other distinguished foreign visitors to the United 
States and official representLltives of the llnited States performing 
special missions abroad. II Pendin~ an accumulation of operating 
experience and an evaluation of the program, no additional funds 
for implementation of this legislation are bein~ requested at 
this time. 



wDeportment 01 the TREASURY 
__ O.C. 20220 TELEPHONE W04-2041 

[Q,R IMMEDIATE RELEASE March 17, 1971 

TREASURY'S MONTHLY BILL OFFERING 

The Treasury Departmen,t, by this public notice, invites tenders for 
tltlO series of Treasury bills to the aggregate amount of $ 1,700,000,000, 
Dr thereabouts, for cash and in exchange for Treasury bills 
maturing March 31, 1971, in the amcn::lAt of $1,701,620,000, 
as follows: 

275 -day bills (to maturity date) to be issued March 31, 1971, 
in the amount of $ 500,000,000, or thereabouts, r:epresenting an 
additional amount of bills dated December 31,1970, and to mature 
December 31,1971 (CUSIP No. 912793 KV7) originally issued in the 
amount of $1,20~,185,000,' the additional and original bills to be 
freely interchangeable. ' 

366-day bills, for $ 1,200,000,000, or thereabouts, to be dated 
March 31, 1971, and to mature ' March 31, 1972 
(eUSIP No. 912793 LZ7). 

The bills of both series will be; issued on_ a discount basis under 
co~etitive and noncompetitive bidding as hereinafter provided, and at 
maturity their face amount will be payable without interest. They will 
~ issued in bearer form only, and in denominations of SlO,OOO, $15,000, 
$50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
to the closing hour, one-thirty p.m., Eastern Standard 
time, Thursday March 25 1971. Tenders will not be received , , 
at the Treasury Department, Washington. Each tender must be for a 
1D1nlmum of $16,000. Tenders over $10,000 mus t be in mul tip1es of 
$5,000. In the case of competitive tenders the price offered mu~t 
be expressed on the basis of 100, with not more than th['ee decimals, 
e.g. 99.925. Fractions may not be used. (Notwithstanding the fact 
~hat the one-year bills will run for 366 days, the discount rate will 
e computed on a bank discount basis of 360 days, as is currently the 

practice on all issues of Treasury bills.) It is urged that tenders be 
~de on the printed forms and forwarded in the special envelopes which 
w111 be supplied by Federal Reserve Banks or Branches on application 
therefor. 
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Banking institutions generally may submit tenders for account of 
customers provided the names of the customers are set forth in such 
tenders. Others than banking institutions will not be permitted to 
submit tenders except for their own account. Tenders will be received 
\~ithout deposit from incorporated banks and trust companies and from 
responsible and recognized dealers in investment securities. Tenders 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are 
accompanied by an express guaranty of payment by an incorporated bank c 
trust company. 

Immediately after the closing hour, tenders will be opened at the 
Federal Reserve Banks and Branches, following which public announcement 
will be made by the Treasury Department of the amount and price range 0 

accepted bids. Only those submitt.ing competitive tenders will be 
advised of the acceptance or reiection thereof. The Secretary of the 
Treasury expressly reserves the right to accept or reject any or all 
tenders, in whole or in part, and his action in any such respect shall 
be final. Subject to these reservations, noncompetitive tenders for 
each issue for 5200,000 or less without stated price· from anyone bidde 
will be accepted in full at the average price (in three decimals) of 
accepted competitive bids for the respective is~ues. Settlement for 
accepted tenders in accordance with the bids must be made or completed 
at the Federal Reserve Bank on March 31, 1971, 
in cash or other immediately avai1ablefuI1ds ,or in a like face amount 
Treasur-y bills maturin\S March 31, 1971. 
Cash al,d exchange tenders will receive equal treatment. Cash adjustmen 
will he made for differences between the par value of maturing bills 
accepted in e.'\change and the issue price of the new bills. 

~nder- Sections 454 (b) and 1221 (5) of the Internal Revenue Code 
195~ the amount of discount at which bills issued hereunder are sold is 
considered to accrue when the bills are sold, redeemed or otherwise 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordin~ly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or loss, the difference between the price paid 
for the bills, whether on original issue or on subsequent purchase, and 
the amount actually received either upon sale or redemption at maturity 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescrihe the terms of the Treasury bills and govern the 
cor~ditions of their issue. Copies of the circular may be obtained from 
dnv Federal Reserve Bank or Branch. 

000 



Department of the TRfASU RY 
.at D.C. 20220 TELEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 17, 1971 

PROPOSED REGULATIONS ON STOCK DIVIDENDS 
ANNOUNCED BY TREASURY DEPARTMENT 

The Treasury Department today announced proposed 

regulatjons implementing changes in the taxation of 

stock dividends made by the Tax Reform Act of 1969. 

The proposed rules will be published in the Federal 

Register of March 18. 

Although the Tax Reform Act generally le'ft unchanged 

the tax-free treatment of common stock dividends to common 

shareholders, it did provide new rules for the taxation of 

stock distributions (or transactions to be treated as 

distributions) which increase some shareholders' pro-

portionate interests in the earnings and profits or assets 

of their corporations. In addition, the Act provided 

new rules for the taxation of stock distributions on 

preferred stock and transactions which have the effect of 

stock distributions. 

Before final adoption of the proposed regulations, 

Treasury will consider comments or suggestions submitted 

within 30 days from the date of publication in the Federal 

Register. If asked to do so, the Department will hold a 

public hearing on its proposals. 

C-23 000 
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Department of the TRfASU RY 
__ ._ .... 1:. 8220 TELEPHONE W04·2041 

FOR IMMEDIATE RELEASE March 17, 1971 

TREASURY ANNOUNCES PROPOSED RULES ON 
TAX DEDUCTIONS FOR MOVING EXPENSES 

The Treasury Department today announced proposed rules 
for income tax deduction of job-related moving expenses by 
employees and self-employed persons. 

The rules implement a provision of the Tax Reform Act 
of 1969 that increased the types of job-related moving 
expenses which are deductible, and extended deduction benefits 
to self-employed persons who relocate to find other 
~ployment. The changes in the law are expected to result 
in an annual tax saving of $110 million for individual 
taxpayers, including an estimated 500,000 employees transferred 
to new locations by their employers. 

Under prior law, a taxpayer who incurred job-related 
moving expenses could deduct only the costs of transporting 
himself, members of his household, and their belongings from 
their old residence to their new residence, and costs of 
meals and lodging en route. Under the changed law, the 
taxpayer may also include the costs of pre-move house hunting 
trips, temporary living expenses at the general location of 
his new place of work, and certain expenses of selling a 
residence or terminating a lease at his former location and 
buying or leasing a residence at his new location (not including 
the cost of the residence itself). 

Self-employed persons who move to a new principal place 
of work also were made eligible for the deduction benefits 
under certain conditions. 

The Tax Reform Act also changed the m~nLffium distance 
requirement for allowance of the moving expense deduction 
from 20 miles to 50 miles. In addition, it required that any 
amount received or accrued, either directly or indirectly, 
by the taxpayer as reimbursement or payment of moving expenses 

C-24 (OVER) 
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which is attributable to employment or self-employment must 
be included in his gross income. As a result, for example, 
an employee who is reimbursed for moving expenses by his 
employer must first include the reimbursement in his income 
as wages, and then deduct his moving expenses to the extent 
allowed by the law. 

Treasury's proposed regulations do not affect the 
moratorium on tax withholding and r~porting by the military 
services on moving expense reimbursements of servicemen 
through December 31, 1971. This moratorium, announced by 
the Commissioner of Internal Revenue on November 30, 1970, 
continues unchanged. 

Treasury's proposed regulations will be published 
in the Federal Register of March 18. They provide a period 
of 30 days from the date of publication for interested persons 
to comment on the proposals. On request, Treasury will 
hold a public hearing to consider comments on 'the proposed 
regulations. 

000 
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DeplH'tment of the TREASURY 
_. D.C. 20220 TElEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 16, 1971 

TREASURY OFFERS $2.2 BILLION STRIP OF WEEKLY BILLS 

The Treasury Department, by this public notice, invites tenders for additional 
amounts of eleven series of Treasury bills to the aggregate amount of $2 200 000 000 
or ~hereabouts, for cash: The additional bills will be issued April 6, i971: wiil ' 
be lfi the am01ll1ts, and wlll be in addition to the bills originally issued and 
maturing, as follows: 

Ori'ginal Maturity Days from Amount 
IOWlt of Issue Dates Dates A12ril 6~ 1971 Currently 
Ditional 1971 1971 CUSIP ( 7) Outstanding 
ssue ~5~ ~6~ NOS. to Maturit;l (in millions) 
,000,000 January '/ July 8 912793 KX3 93 $ 1,402 

100,000; 000 January 14 July 15 912793 KYl 100 1,408 
ICO, COO, 000 Janw. ~7 21 July 22 912793 KZ8 107 1,401 
100,000, 000 January 28 July 29 912793 1.<\2 114 1,400 
100,000, 000 February 4: August 5 912793 LC8 121 1,405 
100,000,000 February 11 August 12 912793 LD6 128 1,400 
100,000~ 000 February 18 August 19 912793 LE4 135 1,402 
100,000,000 February 25 August 26 912793 T 1;'l 142 1;40G -'-'-'- ~ 

100,000,000 March 4 September 2 912793 LG9 149 1,401 
10(1,000,000 March 11 September 9 912793 ill7 156 1,40:' 
IIIll,QQQ,QQQ March 18 September 16 912793 LJ3 16~ 1,-100 

Jf,8Qo,000 
.:t..)Nifi~X~~~ Average ........ 128 

The additional and original bills will be freely interchangeable. 

Each tender submitted must be in the minimum amount of Tenders 
over 110 000 must be in multi les of 55 000. One-eleventh 
tendered ~ill be applied to each of the above series of bills. 

the amount 

The bills offered hereunder will be issued on a discount basis under 
competitive and noncompetitive bidding as hereinafter provided, and at maturity 
their face amount will be payable without interest. They will be issued in bearer 
form only, and in denominations of $10,000, $15,000, $50,000, $100,000, $500,000 
and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up to the 
closing hour, one-thirty p.m., Eastern Standard time, Wednesday, March 31, 1971. 
Tenders will not be received at the Treasury Department, Washington. In the case 
of competitive tenders the price offered must be expressed on tbe basis of 100, 
with not more than three deCimals, e.g., 99.925. Fractions may not be used. A 
S~le price must be submitted for each tender. It is urged that tenders be made 
on the printed forms and forwarded in the special envelopes which will be supplied 
by Federal Reserve Banks or Branches on application therefor. 

(OVER) 
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Banking institutions generally may submit tenders for account of customers 
provided the names of the customers are set forth in such tenders. Others than 
banking institutions will not be permitted to submit tenders except for their 
own account. Tenders will be received without deposit from incorporated banks 
and trust companies and from responsible and recognized dealers in investment 
securities. Tenders from others must be accompanied by payment of 2 percent of 
the face amount of Treasury bills applied for, unless the tenders are accampanie 
by an express guaranty of payment by an incorporated bank or trust company. 

All bidders are required to agree not to purchase or to sell, or to make 
any agreements with respect to the purchase or sale or other disposition of any 
bills of these additional issues at a specific rate or price, until after 
one-thirty p.m., Eastern Standard time, Wednesday, March 31, 1971. 

Immediately after the closing hour, tenders will be opened at the Federal 
Reserve Banks and Branches, follOWing which public announcement will be made by 
the Treasury Department of the amount and price range of accepted bids. Only 
those submitting competitive tenders will be advised of the acceptance or reject 
thereof. The Secretary of the Treasury expressly reserves the right to accept 0 

reject any or all tenders, in whole or in part, and his action in any such respe 
shall be final. Subject to these reservations, noncompetitive tenders for 
$330,000 or less (in amounts as set forth in the second paragraph) without state 
price from anyone bidder will be accepted in full at the average price (in thre 
decimals) of accepted competitive bids. Settlement for accepted tenders in 
accordance with the bids must be made or completed at the Federal Reserve Bank 
in cash or other immediately available funds on April 6, 1971. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Code of 1954 
the amount of discount at which bills issued hereunder are sold is considered to 
accrue when the bills are sold, redeemed or otherwise disposed of, and the bills 
are excluded from consideration as capital assets. Accordingly, the owner of 
Treasury bills (other than life insurance companies) issued hereunder must 
include in his income tax return, as ordinary gain or loss, the difference betwel 
the price paid for the bills, whether on original issue or on subsequent purchasl 
and the amount actually received either upon sale or redemption at maturity duriI 
the taxable year for which the return is made. Purchasers of a strip of the bil] 
offered hereunder should, for tax purposes, take such bills on to their books on 
the basis of their purchase price prorated to each of the eleven outstanding 
issues using as a basis for proration the closing market prices for each of the 
issues on April 6, 1971. (Federal Reserve Banks will have available a list of 
these market prices, based on the mean between the bid and asked quotations 
furnished by the Federal Reserve Bank of New York. ) 

Treasury Department Circular No. 418 (current revision) and this notice, 
prescribe the terms of the Treasury bills and govern the conditions of their 
issue. Copies of the circular may be obtained from any Federal Reserve Bank 
or Branch. 



Department 01 the TRfASU RY 
_N. D.C. 20220 TELEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 19, 1971 

DECISION ON EGGS FROM MEXICO 
UNDER THE ANTIDUMPING ACT 

Assistant Secretary of the Treasury Eugene T. Rossides 
announced today that chicken eggs in the shell from Mexico 
are being, and are likely to be, sold at less than fair 
value within the meaning of the Antidumping Act of 1921, as 
amended. 

The case will now be referred to the Tariff Commission 
for a determination as to whether there has been injury to 
American industry. In the event of an affirmative determination, 
dumping duties will be assessable on all entries of eggs on 
which dumping margins exist. 

Simultaneously with the determination of sales at less 
than fair value, the Treasury Department issued a withholding 
of appraisement order on the eggs. The significance of 
withholding is that if dumping duties were to become assessable, 
the date such assessments became effective would be that of 
the withholding action. 

Both the determination of sales at less than fair value 
and the withholding order will be published in the Federal 
Register on Saturday, March 20. The withholding order, by 
its terms, will terminate within 3 months after issuance. A 
total of approximately 18,000 dozen eggs were imported from 
Mexico during all of 1970. From February 22 through Marc~ 17, 
1971, approximately 867,000 dozen eggs were entered. Dur~ng 
the past few days, the egg imports from Mexico were being 
entered at a rate of approximately 100,000 dozen a day. 

The antidumping complaint in this case was filed on . 
March 11, 1971, by United Egg Producers o~ Atla~ta, Georg~a. 
An Antidumping Proceeding Notice was publ~shed ~n the 
Federal Register of March 17, 1971. 

000 



Department of the TRfASU RY 
... D.C. 20220 TELEPHONE W04·2041 

~l'r:'lnMJ: FINANCIAL ElJITflR 

Monday I t~:lrc L -
')0 
f.L.., 1971. 

RP,SULTS OF 'lTEASlmy t S W'EEKLY BILL OFFERING 

'111<: 'l'rcasury Department announced t.hat the tenders for two serte[; of Treasury 
~ill:', orJ(' ;;eries to be an add i tionC'Ll i .';sue of the bills dated December 24, 1970 , ,U1d 
tli~ oLher CNies to he dated :'hrch 2.C:, 1971 , which were offered on March 16, 1971, 
H~r~ opr·ned at the Feof,'ral Rc.';ervr ilanke today. Tenders were invited for ;~1,900,000,OOO, 
ur t.il(,f(':).bouts, of 91-day bj 1J::; and for :h ,600 ,000 ,000, or thereabouts, of 182 -on.y 
niUe. 1hc detaile of the two eeri(,;, ayc ::l.S folloWG: 

1i0il;f: I,'i" ACCEPTED 
C(I:,iPI':TlTIV~ BIDS: 

Hiel' 
Low 
AlIcrD<!',c 

91-day Treasury bills 
maturing J~~e ?4, 1971 

ApIJrox. Equi v . 
Price Annual Rate 

99.177 ::;. 256;~ 
99.14G ;-,.378% 

99.153 3.3:1,: ~ 

l82-day Treasury bills 
maturing September 23, 1971 

Price 

98.265 
98.211 
98.240 

Approx. Equiv. 
Annual Rate 

3.432% 
3.539% 
3.4 r l% 

9:;;' uf th€: amount of 91-day bills bid for at. the low price was acceptel1 
41;', -:-f the amount of 182 -day bi I1s biel for at the low pricR was accepted. 

'1'l'rAl, TErn ,-:RS J.PPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

ilistrid A12~lied for Acce~ted AEElied For AcccEted 
BosLon :¥ 23,::90,000 :t· 1:")::'90,000 J, 12,370,000 $ 2,370,000 
flew Yo:)-; 2,080,245,000 1,4j::::,~45,000 2,215,960,000 1,299,280,000 
Ph ilo.ddph ia 37,135,000 22,135,000 12,525,000 12,525,000 
Cleveland 43,150,000 41,150,000 26,820,000 26,820,000 
I\ichmond 10,3:::'5,000 10 , ~)55 ,000 2,955,000 2,955,000 
AthUlta 47,145,000 41,14:::' ,000 31,960,000 25,255,000 
Chi('Cl;~O 172,160,000 I1G,460,OOO 133,580,000 97,680,000 
;'L. I.olli,:::; 14,540,000 L,540,OOO 20,450,000 17,450,000 
:'iinnICapollc 30,~10,OOO ~:.:, ,:S10 ,:JOO 43,200,000 38,200,000 
Ka.nsas City 40,::35,000 40,335,000 15,665 ,000 15,665 ,000 
Da.lb.:.; ::::8,:;4;),000 :::1, ~'05 ,000 :_5,665 ,000 19,665,000 
~;J.n [. l' :Ull'i ~ C 0 101,;.)95 ,000 7 ~, ::45 ,000 10'1,355,000 42,375,000 

T'J':'ALS .:.~ ,053, 90S, 000 .;1,90) ,01S ,000 ~, ,;:: ,,:,;,~,O\)S ,000 .t,l, 600,240,000 b' ::..; 

I Include::; :~ 2~~, ~10;] ,000 nonc()rnpcti t i ve tenders accepted at the fLVer3{';C price of 99,158 
l' ~nclUdC:'::; .~ 94,960,~}}) nC1J1compctitLvc tenders arccpted at the avC'r~l{~e price of 93.24.) 
:J 1/1'~~:C rall-s [l.!'e , .. n a ban)~ Ji,SCOlt:!i basi". 1110 equivalent coupon L:~SUC ylcLJs arc 

3 .'" ,.~ '\ J or, b' 11 .. ~ " lor til(' 91-day bills, and" . '-'_I'!, for the lu; -day 1 G, 



eOepartment of the TREASURY 
IINSTON. D.C. 20220 TELEPHONE W04-2041 

FOR RELEASE ON DELIVERY 

STATEMENT OF SAMUEL R. PIERCE, JR. 
GENERAL COUNSEL, U. S. TREASURY DEPARTMENT 

BEFORE THE SUBCOMMITTEE ON POSTAL OPERATIONS 
OF THE COMMITTEE ON POST OFFICE AND CIVIL SERVICE 

ON H. R. 135 
WEDNESDAY, MARCH 24, 1971, AT 10 A.M. 

Mr. Chairman and Members of the Subcommittee: 

I welcome this opportunity to appear before you to support H. R. 135, 

a bill designed to provide for the distribution, to the 50 States and to 

the District of Columbia, Puerto Rico, the Virgin Islands, and Guam, of 

most of the remaining funds representing unclaimed Postal Savings System 

accounts. This legislation is similar to H. R. 19400 introduced in the 

91st Congress by you, Mr. Chairman, and Congressman Derwinski pursuant to 

a recommendation of this Department. Our purpose in recommending this 

legislation initially, and for supporting it now, has been to provide a 

more practical and equitable method than presently exists for the 50 States 

and the four other jurisdictions to obtain an appropriate portion of the 

unclaimed amounts, while retaining in the Treasury sufficient funds to 

meet possible future claims. 

Liquidation under Public Law 89-377 

I would like to review briefly the Treasury's liquidation of the 

Postal Savings System under Public Law 89-377, enacted March 28, 1966. 

The 1966 legislation, which originated in this Subcommittee, discontinued 

the Postal Savings System as of April 27, 1966, and transferred as of 

July 1, 1967, the remaining funds to the Treasury for deposit in a trust 

fund for unclaimed moneys and for liquidation. As of that date, the 

Post Office Department transferred to the Treasury a total of $56,789,000 
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to cover unpaid principal of $52,934,000 plus $3,855,000 for estimated 

accrued interest. On June 30, 1970, an additional amount of $8,350,000 

was transferred by the Post Office Department to cover the unpaid lia

bilities for estimated accrued interest and principal, as reconstructed 

by the Treasury, making a total transfer of $65,139,000. 

From July 1, 1967 to February 28, 1971 the Treasury has liquidated 

83.5 percent of the original unpaid balance; that is, total payments of 

$54.4 million, consisting of $44.5 million in principal and $9.9 million 

for accrued interest. In terms of accounts paid, however, only 102,000 

accounts have been paid or about 17.6 percent of the number unpaid as of 

July 1, 1967. 

Available unclaimed funds and pro rata shares of the jurisdictions 

As of the end of February, 1971 there was an aggregate liability of 

$10.7 million, consisting of $8.6 million for principal and $2.1 million 

for estimated accrued interest. This is the liability on the total of 

477,500 unpaid accounts, most of which are small in amount. A table 

attached to my statement shows as of February 28, 1971 the remaining 

principal balance of the deposits which were made in each of the 50 States 

and the four other jurisdictions, and the percentage, or pro rata share, 

of each of these 54 entities in the total. The table also shows the 

amount of funds which each of the jurisdictions would have received if 

a first distribution of $5,000,000 had been made as of February 28. 

These figures and percentages will, of course, change as the liquidation 

continues. During fiscal year 1971 the Bureau of Accounts has been paying 

out at the rate of approximately $100,000 a month on claims. 
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Outline of the legislation 

The first section of H. R. 135 would authorize the Secretary of the 

Treasury to determine how much of the balance in the trust fund account 

need reasonably be retained to pay future claims from rightful owners 

and then to distribute the surplus to the 54 jurisdictions on a pro rata 

basis. The pro rata basis is simply the ratio of the balance of each 

State account to the total amount available for current distribution. 

This first distribution would be made within sixty days after enactment 

of this bill and subsequent distributions would be made on such dates as 

the Treasury may set during the four following years. The balance finally 

retained after the fifth annual distribution would be held available to 

pay future claims. I think it is appropriate to state that even with 

this so-called retention balance, the States, as a whole, would have a 

considerably higher "net profit" under H. R. 135 than through any other means. 

The second section would authorize appropriations without fiscal 

year limitation to the trust fund account, in the event that the trust 

fund balance, because of the distributions made under the first section, 

is insufficient to pay claims. The balance which will be retained in the 

trust fund after the fifth and final annual distribution will be the 

amount estimated to cover future claims. Inevitably, it will be slightly 

higher or lower than what will ultimately be needed. 

Reason for the legislation 

Since the passage of the 1966 Act many of the States have pressed 

claims, under their laws providing for State custody or escheat of 
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unclaimed funds, for the unclaimed accounts of Postal Savings depositors 

in those States. This Department opposed State claims for custody and 

administration of these unpaid accounts on the ground thRt the Department 

had no authority to transfer the custody and administration given to it 

by the Congress. However, the Postal Savings System Act had provided 

(39 U.S.C. 5222, 1964 ed.), and Federal courts had determined, that en

titlement to an account should be determined by State courts. Consequently 

the Department issued regulations on August 12, 1969 (34 F.R. 13031; 

31 CFR 257.3) providing for recognition of a State court judgment of 

escheat to the State under applicable State law, and for furnishing to 

a State, upon request, of records of "inactive" accounts, Le., those 

which had been 20 years without activity at the time of transfer of records 

from the Post Office Department. 

Enactment of H. R. 135 would eliminate significant burdens and 

expenses for the States, including legislative action to enact an 

appropriate escheat statute; sorting out the addresses on account cards 

acquired from the Treasury for all unliquidated accounts pertinent to 

the States; advertising such accounts in the appropriate locality or 

otherwise attempting to reach each depositor by mail; obtaining the 

State court judgment of escheat; and handling individual claims received 

after escheat. All burdens for the Treasury, which are implicit in the 

foregoing, would likewise be precluded by the proposed legislation. 

As for the general public, the bill would preserve for all future 

claimants the right to look directly to the United States for their 

money, promptly upon submission of their claims, as they fully expect. 
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1 believe that the desirability of this legislation is recognized 

by those States which have taken an active interest in this subject. 

In fact, it is my understanding that several States are refraining from 

initiating court action to escheat the inactive accounts in expectation 

of the passage of this distribution legislation. At the request of this 

Department the Director of the Office of Intergovernmental Relations of 

the Office of the Vice President has recently advised the 53 Governors 

and the Mayor of Washington of the pendency of H. R. 135. 



STATUS OF POSTAL SAVINGS ACCOUNTS 

As of February 28, 1971, the total unpaid balance for the postal 
savings accounts on the books of the Treasury was $10,765,100.68 
consisting of: 

Unpaid principal . 
Accrued interest 

$ 8,645,728.77 
2,119,371.91 

$10,765,100.68 

The attached schedule gives the breakdown of unpaid principal 
balances according to each of the 54 jurisdictions that would share 
in the distributions (the 50 States plus District of Columbia, Guam, 
Puerto Rico and Virgin Islands). It also shows the "sharing" per
centage for each jurisdiction. 

We expect that a total of $5,000,000 will be freed up for the 
first annual distribution. Thus, for example, New York State (which 
has the largest "sharing" percentage) would receive about $855,000 
in the first year. 

Note: The "sharing" percentage for each jurisdiction is the 
same whether computed on the basis of unpaid principal 
balances alone or unpaid principal and accrued interest 
combined. This is because the system-wide total of 
accrued interest is an estimate, distributable to the 
54 jurisdictions proportionately according to the unpaid 
principal for each jurisdiction. 

Treasury Department 
Fiscal Service 
Bureau of Accounts 



POSTAL SAVINGS SYSTEM LIQUIDATION 
UNPAID PRINCIPAL BALANCE BY LOCATION OF DEPOSITCRY 

AS OF FEBRUARY 28, 1971 

suerOTAl ••• ..! $ 7 288,322.0C $ 1 348 ol~8.00 
ADD: Foreign I----L-:--------~ .. --.. ·-'2(~:i:5C 
Ae,: Misc. ., =- Q,053.-ff '+0.00 

11 Illustrates a distribution as of 
Fe~ €i, *9t*J alll-.-LI'1'j Q total 
adbunt of $5,000,000. 

?J ,tess than $1,000 
DEPAR~T OF THE TREASURY 



FOR RELEASE ON DELIVERY 

STATEMENT BY THE HONORABLE CHARLS E. WALKER 
UNDER SECRETARY OF THE TREASURY 

BEFORE 
THE SUBCOMMITTEE ON AIR AND WATER POLLUTION OF 

THE SENATE PUBLIC WORKS COMMITTEE ON S. 1015 
TUESDAY, MARCH 23, 1971, AT 10:00 A. M. 

Mr. Chairman: 

I am pleased to be here today to express the 
Administration's strong support of S. 1015, a bill to 
establish an Environmental Financing Authority to assist in 
the financing of waste treatment facilities. It is 
elpecially gratifying that 38 members of the Senate -
including 10 members of this subcommittee -- have joined to 
introduce this legislation. 

Simply stated, the Environmental Financing Authority, or 
EFA, would make a significant contribution to our program for 
a better environment by greatly facilitating the efforts of 
State and local governments to construct waste treatment 
facilities. This EFA would do by purchasing municipal waste 
treatment bonds which could not otherwise be sold on 
reasonable terms. To finance these purchases EFA would issue 
its own securities in the market. 

EFA could not purchase any obligations unless the 
Administrator of the Environmental Protection Agency (1) has 
certified that the borrower is unable to obtain on reasonable 
terms sufficient credit to finance its actual needs; (2) has 
approved the project as eligible for a waste treatment 
construction grant under the Federal Water Pollution Control 
Act; and (3) has agreed to guarantee timely payment of 
principal and interest on the obligations. 

0-26 



- 2 -

To avoid unnecessarily interfering with the market, the 
bill provides an important saieguard: the interest rate at 
which EFA would lend would be s~t by the Secretary of the 
Treasury only after considering the current market yields on 
comparable Treasury or EFA securities outstanding in the 
private market as well as the market yields on municipal 
bonds. EFA would also be authorized to charge fees to 
cover its administrative costs and provide for reasonable 
contingency reserves. 

In his February message -- "Program for a Better 
Environment" -- President Nixon presented a $12 billion 
proposal for the construction of municipal waste treatment 
facilities -- $6 billion in Federal grants over the next 
3 years, and the remaining $6 billion to be financed by 
State and local governments. The President pointed out, 
however, that: 

·Some municipalities need help in 
overcoming the difficulties they face in 
selling bonds on reasonable terms to finance 
their share of construction costs. 

The availability of funds to finance a 
community's pollution control facilities 
should depend not on its credit rating or 
the vagaries of the municipal bond market, 
but on its waste disposal needs. 

In order to assure that no municipality in this country is 
denied the opportunity to sell its waste treatment plant 
construction bonds, the President proposed the creation of 
EFA. 

Concerned people may well differ on the scope of the 
problem and the size of the funds necessary to deal with it. 
But there is no question that the time has come for the 
establishment of EFA if we mean business in fighting waste 
pollution. 

Most municipal waste treatment bonds should be readily 
saleable in the private market on reasonable terms. EFA 
will be concerned only with the one out of perhaps four or 
five bond issues that is not readily marketable. 
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Let me illustrate this specifically with an example of 
bow EFA would operate. Let's say that tax-exempt waste 
treatment bonds of medium quality or better are selling in 
the current market at interest rates ranging from 5 to 
6 percent, and that 80 percent of the bond issues can be 
marketed within this range. Under such circumstances, EFA 
might stand ready to lend at a 6 percent interest rate, 
so as to provide a reasonable rate for the remaining 20 percent 
of the bonds issued. Thus EFA would have the effect of setting 
a ceiling on the interest rate which state and local 
government8 are required to pay. 

At the same time, we do not want to get locked into an 
inflexible ceiling rate in the bill, a rate that might get 
out of line with the current market. If the rate is too 
low, for example, EFA would be pressured to purchase many 
bonds which could have been readily placed in the private 
market. Accordingly, the bill gives us sufficient flexibility 
to assure that the EFA lending rate can beradjusted from time 
to time with changes in overall market rates. 

Under present market conditions EFA might be paying 
about 7 percent on its own long-term taxable borrowings and 
purchasing tax-exempt municipal waste treatment obligations 
at about 6 percent. Und~r the bill, the 1 percentage point 
difference between EFA's borrowing and lending rates would 
be made up by an annual payment from the Secretary of the 
Treasury to EFA. It is our belief that this payment would not 
involve a net cost, however, since it would be offset by the 
additional revenues which the Treasury would receive because 
of the substitution of taxable for non-taxable ob1.igations. 

Besides this advantage of being a simple and cost1ess 
operation, EFA could contribute significantly to the 
success of the whole waste treatment facility program. With 
EFA standing ready to assure a market, no essential project 
need be canceled or delayed because the state or local 
government is unable to market its bond issue on reasonable 
terms. 

Now I know that many questions were raised about EFA 
when it was first proposed by the Administration last year, 
and the Treasury provided this committee with specific 
answers to these questions. I have attempted in this brief 
statement only to clarify the major issues. 

I am happy to note, Mr. Chairman, that the EFA proposal 
was strongly endorsed last year by the distinguished 
Advisory Commission on Intergovernmental Relations. I 
believe t~ tRe ~iiiton is well qualified to provide a 
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truly intergovernmental view on such matters, since it 
includes in its membership a number of governors, mayors, 
county officials, and members of State legislative bodies 
as well as representatives of the Congress, the Executive 
branch, and the private sector. The Chairman of th~ 
Committee has long been a member of the Commission. 

I respectfully request that this Committee consider 
carefully the Commission's statement on EFA which deals 
directly with the questions raised in last year's hearings. 
We would be happy to make copies of the statement available 
to this committee. 

Mr. Chairman, I know that this Committee has gone over 
this ground before and that you have other witnesses 
scheduled this morning. I will end my prepared statement 
at this point, but 1- will be happy to respond to any 
questions which you or other committee members may have. 

We strongly urge that this Committee act promptly and 
favorably on S. 1015 so that we can get on with the job of 
cleaning up our environment -- a task too long delayed. 

000 



FOR IMMEDIATE RELEASE March 23, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by 
for two series of Treasury bills 
$ 3,500,000,000, or the reabouts , 
bills maturing April 1, 1971, 
as follows: 

this public notice, invites tenders 
to the aggregate amount of 
for cash and in exchange for Treasury 

in the amount of $3,305,065,000, 

91-day bills (to maturity date) to be issued April 1, 1971, in 
ilie amount of $1,900,000,000, or thereabouts, representing an 
additional amount of bills dated December 31, 1970, and to mature 
July 1, 1971 (CUSIP NO. 912793 KQ8) originally issued in the amount 
of $1,402,020,000 (an additional $200,745,000 was issued February 26, 
1971), the additional and original bills to be freely interchangeable. 

182-day bills (to maturity date) to be issued April 1, 1971, in 
the amount of $1,600,000,000, or thereabouts, representing an 
~ditional amount of bills dated September 30,1970, and to mature 
September 30, 1971 (CUSIP NO. 912793 KS4), originally issued in the 
mount of $1,202,480,000 (an additional $500,550,000 was issued 
December 31,1970), the additional and original bills to be freely 
interchangeable. 

The bills of both series will be issued on a discount basis under 
competitive and noncompetive bidding as hereinafter provided, and at 
~turity their face amount will be payable without interest. They will 
~ issued in bearer form only, and in denominations of $10,000, 
»5,000, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
to the clOSing hour, one-thirty p. m., Eastern Standard 
time, Monday, March 29, 1971. Tenders will not be received 
at the Treasury Department, Washington. Each tender must be for a 
minimum"of $10,000. Tenders over $10,000 must be in multiples of 
$5,000. In the case of competitive tenders the price offered must be 
expressed on the basis of 100, with not mor-e than three decimals, 
e·g.,99.925. Fractions may not be used. It is urged that tenders be 
~de on the printed forms and forwarded in the special envelopes which 
will be supplied by Federal Reserve Banks or Branches on application 
therefor. 

Banking institutions generally may submit tenders for a~count of 
CUstomers provided th~ names of the customer: are set forth. ~n such 
tenders. OChers than banking institutions w~ll not be perm~tted to 
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submit tenders except for their own account. Tenders will be receiv 
without deposit from incorporated banks and trust companies and from 
responsible and recognized dealers in investment securities. Tender 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accompsi 
by an express guaranty of payment by an incorporated bank or trust 
company. 

Immediately after the closing hour, tenders will be opened at tt 
Federal Reserve Banks and Branches, following which public announcemE 
will be made by the Treasury Department of the amount and price rangE 
of accepted bids. On1 y those subrni tcing competitive tenders will be 
advis ed 0 f the acc ep t cmc e 0 r rej cc t i en the n-'o f . The Sec retary of thE 
Treasury expressly reservps the ri~~L [0 accept or reiect any or all 
t~nders, in whole or in part, and his action in any such respect shal 
be final. Subject to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three decima 
of accepted competitive bids for the respective issues. Settlement f 
accepted tenders in accordance with the bids must be made or complete 
at the Federal Reserve Bank on April 1, 1971, 
in cash or other immediately available funds or in a like face amount 
Treasury bills maturing April 1, 1971. Cash and exchange tend 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

Under Sections 454 (b) and 1221 (5) of the Internal Revenue Cod 
of 1954 the amount of discount at which bills issued hereunder are so 
is considered to accrue when the bills are sold, redeemed or otherwis 
disposed of, and the bills are excLuded [rom consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereund2r must include in his income tax 
return, as ordinary gain or loss, Lhe difference between the price pa 
for the bills, ~\'hether on original issue or on subsequent purchase, a 
the amount actually received either upon sale or redemption at maturi 
during the taxable year for ,<;hicr: L1" return is made. 

Treasury Department CIrcular No. 418 (current revision) and this 
notice, prescribe the terms o[ the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained fr 
any Federal Reserve Bank or Branch. 

000 



Department of the TRfASU RY 
liN. D.C. 20220 TELEPHONE W04-2041 

FOR RELEAS~ 6;30 p.m., 
'wednesday, Harch 24, 1971. 

RESULTS OF TREASURY'S OFFEI\ OF ADDITIONAL $2 BILLION (~F APEIl TAX SE1:; 

The Treasury Department announced that the tenders for an .J.dcJi t i ')llal .;", OuO, J' 

or thereabouts, of Tax Anticipation Series Treasury oills clatl:i '_'uly 23, 1070, n,u,tUl'j 
April 22, 1971, were opened at the Federal Reserve Danks today. The adcli tional arr.owlt 
of bills, which were off ered on March 16, 1971, will be is sued Jv:arch 30,1971, (23 days 
to maturity date). 

The details of this issue are as follows: 

Total applied for - $5,094,635,000 
Total accepted - $2,000,395,000 

Range of accepted competitive bids: 

(includes $8,065,000 entered on a 
noncompetitive basis and accepted in full 
at the average price shown belmv) 

High 99.773 Equivalent rate of discount approx. 3.5::53% per 8...'1nwl': 
Low II " II It " 3.741:, " " 99.761 
Average II " " It It 

3.67 
II " j 99.765 ,-. 

(78;', of the amount bid for at the low price was accepted) 

Federal Reserve Total Total 
District Applied For Accepted 
Boston $ 20,720,000 $ 720,000 
New York 3,719,200,000 1,555,200,000 
Philadelphia 60,475,000 3,475,000 
Cleveland 78,305,000 29,805,000 
Richmond 285,000 285,000 
Atlanta 13,000,000 1,000,000 
Chicago 492,920,000 131,340,000 
St. Louis 23,875,000 16,495,000 
Minneapolis 10,870,000 870,000 
Kansas City 33,385,000 16,845,000 
Dallas 94,300,000 17,760,000 
San Francisco 547,300,000 226,600,000 

Total $5,094,635,000 $2,000,395,000 

Y This is on a banl-: discount basis. The equivalent coupon issue yield is ;").75". 



t:r 
Department of the TRfASU RY 
80N. D.C. 20220 TElEPHONE WD4·2041 

FOR IMMEDIATE RELEASE March 25, 1971 

The Alexander Hamilton Award, highest honor of the 
U.S. Treasury Department, today was presented to former 
~cretary of the Treasury David M. Kennedy. 

Mr. Kennedy, who now is U.S. Ambassador-at-Large, was given 
the certificate by his successor, Treasury Secretary 
John B. Connally, in ceremonies at the Main Treasury offices 
where Mr. Kennedy served from January 22, 1969 to February 11 
of this year-. 

The Citation read by Mr. Connally: 

"David M. Kennedy, as Secretary of the 
Treasury from January 22, 1969, to Febr-uary 11, 
1971, provided perceptive and determined leader
ship dur-ing a time when the nation was grappling 
with serious domestic and international economic 
problems. 

"His economic statemanship was a major factor 
in maintaining international monetary stability 
and confidence dur-ing his per-iod in office. His 
wise analysis and unflinching suppor-t for the 
policies necessar-y to reduce inflationary 
pressures will long be r-emembered as the needed 
steps to return the nation to stable economic 
growth. 

"Secretary Kennedy's extensive knowledge 
of financial mar-kets and Tr-easury oper-ations 
enabled him to put together a talented, dedicated 
and loyal staff which earned for the Department 
a reputation for excellence." 

000 
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Department of the TRfASU RY 
.TON. D.C. 20220 TELEPHONE W04-2041 

~rrENTION: FINANCIAL EDITOR 

FOR RELEASE 6: 30 P.M., 

'lhursday, March 25, 1971. -
RESULTS OF TREASURY'S MONTHLY BILL OFFERING 

The Treasury Department announced that the tenders for two series of Treasury 
Dills, one series to be an additional issue of the bills dated December 31 1970 , and 
the other series to be dated March 31, 1971 , which were offered on Ma:.ch 17 1971 , , 
vereopened at the Federal Reserve Banks today. Tenders were invited for $500,000,000, 
orthereabouts, of 275-day bills and for $1,200,000,000,or thereabouts, of 366 -day 
Dills. The details of the two series are as follows: 

MNGE OF ACCEPTED 275-day Treasury bills 366-day Treasury bills 
WMPETITIVE BIDS: maturin~ December 31, 1971 maturin~ March 31 2 1972 

Approx. Equiv. Approx. Equiv. 
Price Annual Rate Price Annual Rate 

High 97.349 3.470% 96.372 ~ 3.569% 
Low 97.296 3.540% 96.296 3.643% 
Average 97.321 3.507% Y 96.354 3.586% Y 
~ Excepting one tender of $200,000 
73% of the amount of 275 -day bills bid for at the low price was accepted 
74% of the amount of 366 -day bills bid for at the low price was accepted 

I'CTAL TENDERS APPLIED FOR AND ACCEPTED BY FEDERAL RESERVE DISTRICTS: 

DIstrict A}2}21ied For Acce}2ted A}2}2lied For AcceEted 
Boston $ 11, 020,000 $ 750,000 $ 11,290,000 $ 290,000-

New York 1,186,160,000 388,350,000 1,805,395,000 991,895,000 

Ihiladelphia 1,280,000 1,280,000 855,000 855,000 

Cleveland 22,770,000 9,610,000 40,945,000 23,945,000 

Richmond 900,000 900,000 4,515,000 4,515,000 

Atlanta 18,340,000 3,040,000 16,455,000 5,155,000 

Chicago 110,780,000 67,970,000 159,875,000 133,575,000 

St. Louis 12,370,000 7,370,000 12,905,000 7,905,000 

Minneapolis 9,415,000 9,415,000 3,535,000 3,535,000 

Kansas City 4,910,000 4,910,000 7,480,000 7,480,000 

Dallas 23,470,000 3,470,000 23,380,000 5,380,000 

San Francisco 89,000,000 3,000,000 90,565,000 15,565,000 

TOTALS $1,490,415,000 $ 500,065,000 ~ $2,177,195,000 $1,200,095,000 sI 

~Includes $16,965,000 noncompetitive tenders accepted at the average price of 97.321 
V Includes $25,865,000 noncompetitive tenders accepted at the average price of 96.354 
V These rates are on a bank discount basis. The equivalent coupon issue yields are 

3.64% for the 275 -day bills, and 3.7570 for the 366 -day bills. 



Department of the TRfASU RY 
IlTON. D.C. 20220 TElEPHONE W04-2041 

FOR RELEASE UPON DELIVERY 

STATEMENT OF THE HONORABLE PAUL A VOLCKER 
UNDER SECRETARY OF THE TREASURY FOR MONETARY AFFAIRS 

ON H.R. 6077 
BEFORE THE SUBCOMMITTEE ON LEGAL AND MONETARY AFFAIRS 

OF THE HOUSE COMMITTEE ON GOVERNMENT OPERATIONS 
MARCH 30, 1971, 10:00 A.M., EST 

Mr. Chairman and Members of the Committee: 

We appreciate the opportunity to appear before you in 
support of H.R. 6077, introduced by Chairman Holifield for 
himself and Mrs. Dwyer. The bill is identical to a draft 
bill the Treasury Department transmitted to the Congress on 
March 9, 1971. It is also identical to S. 1181, which has 
been passed by the Senate and referred to your Committee. 
We are particularly appreciative of your prompt scheduling 
of the bill for consideration. 

The purpose of the proposed legislation is to help 
maintain a broad market in Government securities by minimizing, 
to the extent possible, risks of certain financial losses that 
holders now bear in the case of loss or theft of Government 
securities. 

Under existing law the Secretary of the Treasury may, 
after maturity, make payment to the owner of a bearer Govern
ment security which has been lost or stolen and which has not 
been presented for payment by a holder in due course. The 
Secretary cannot, however, replace such a security before 
maturity. As a result, participants in the Government securities 
market, particularly financial institutions which handle large 
volumes of these securities, run the risk that they will be 
deprived of the use of their security or its equivalent value 
in money for the period of time between a loss or theft and 
maturity. 

C:-28 
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The bill would remove this risk, to the extent that the 
Government can do so without subjecting itself to financial 
risk, by authorizing the Secretary to give relief on account 
of 10~t or stolen bearer securities before, as well as after, 
maturl. ty. 

The bill uses the generic word "relief" to describe 
the action the Secretary may take. For many years Treasury 
regulations on the subject (31 CFR, Subpart N) have used this 
term to cover (1) payment, as the means of settling a claim 
after maturity, and (2) replacement, as the means of settling 
a claim before maturity. 

After enactment of the bill, owners of bearer Government 
securities that are lost or stolen will incur substantial 
financial loss only in those infrequent cases where the 
securities come into the hands of holders in due course who 
are entitled to redeem them. This reduced exposure to financial 
loss will help assure that financial institutions will be able 
to continue to deal in and hold Government securities. By 
avoiding a contraction in the market from a needless withdrawal 
of participants, we will be acting to preserve an efficient 
and economical vehicle for Treasury financing. 

The problem posed for the marketing of Government 
securities by the exposure of financial institutions to financial 
risks from the loss and theft of securities was dramatized by 
events which occurred last fall. Reports of losses and thefts 
of Government securities had jumped from only $4 million in 
1966 to over $32 million in 1969, and were running at a rate 
of $30 million for 1970. There is attached to this statement 
as an exhibit a table covering these reports by years. 

Our experience indicates the vast proportion of lost or 
stolen securities are never redeemed, and thus the ~reasury will 
eventually provide relief. But the investor is out of funds 
for a prolonged period. Consequently, faced with this large 
increase in losses, certain major insurers of banks and brokers 
in New York City notified their policy holders that coverage 
would be sharply curtailed after December 31, 1970. In fact, 
insurance against the loss of bearer Government securities 
was withdrawn entirely for brokerage houses, and greatly reduced 
for banks by increases in deductibles, requirements for loss 
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sharing, and other prov1s1ons. Most, if not all, financial 
institutions felt that they would not be able to continue 
to handle Government securities without greater insurance 
protection. It appeared, therefore, that the mechanism for 
marketing Government securities might cease to function. 

If that had happened, the Government would not have 
been able to sell its obligations. Government obligations 
are a form of investment for a very wide range of investors 
batiks and other financial institutions, corporations, govern
ments, various kinds of funds, individuals. One of their 
attractions is that they are relatively liquid -- they can 
be sold quickly because there is a very broad market for them. 
This market exists not only because the securities are attractive 
to ultimate investors but also because there is a highly 
developed network of intermediaries who buy and sell as well 
as hold the securities. We are totally dependent on this 
market mechanism in our vast financing operations. 

The prospect of a breakdown in this mechanism was avoided 
last fall by an action program that persuaded market partici
pants and their insurers that steps would be taken to reduce 
the financial risk from exposure to losses and thefts. A key 
element in this program was a commitment by the Treasury to 
seek Congressional approval to replace lost or stolen securitie~ 
before maturity. The bill before this Committee is the result .. 

A hypothetical, but factually typical case, might be use
ful to illustrate how enactment of the bill would provide sub
stantial relief. Assume a bank holding Government securities 
discovers that they are missing. It or its insurance company 
would then file a claim for relief with the Treasury. Under 
existing law, the Treasury could not entertain the claim until 
after maturity of the securities. In such a case, the bank or 
its insurance company would be deprived of the use of the money 
for that entire period, even though the Treasury would retain 
the funds it had borrowed under the obligation. With losses 
and thefts sharply increased in recent years, investment 
institutions and insurance companies felt it necessary to 
reappraise their policies. 

Under the bill, on the other hand, the Treasury can 
immediately consider the claim, and replace the security that 
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has been lost, thus restoring to the bank the use of the 
security or its value for the period. At the same time, 
enactment of the bill will not result in any financial risk 
for the Government because a bond of indemnity will be 
obtained in every case in which relief is granted. If the 
security for which relief has been granted is presented for 
redemption and must be paid, the United States will be 
protected against double payment by recovery under the bond 
of indemnity. 

In the long run the bill will result in reduced 
expenditures in the administrative handling of claims for 
relief; claims will not be held in suspense and the cost of 
much correspondence and many telephone calls and wires between 
the Treasury and the claimants will be avoided. A small 
initial increase in the administrative expenses of the Bureau 
of the Public Debt, as it moves quickly to handle all pending 
cases involving unmatured securities, will be absorbed in its 
current appropriation. 

I would emphasize that this proposed legislation deals 
only with one narrow point -- minimizing, to the extent the 
~vernment can without incurring costs for itself, the financial 
losses that flow from the loss or theft of Government securities. 
It does not deal with the prevention of losses and thefts. 

We do have other programs, however, which deal with that 
aspect of the problem. First, we have the Federal Reserve1s 
list of securities reported lost or stolen against which every 
security presented to a Federal Reserve Bank is checked. This 
list, together with the cooperation of law enforcement agencies, 
has resulted in the apprehension of a number of passers of 
stolen securities. At the same time, we expect that expansion 
of our computerized system for recording ownership of securities, 
which we call our "book-entry system", will greatly reduce the 
need for physical pieces of paper to evidence ownership --
pieces of paper which can be lost or stolen. This program 
was inaugurated four years ago and is being expanded as rapidly 
as possible. 

Until recently mechanical capabilities limited the system 
to those securities which could have been deposited with the 
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Federal Reserve Banks in physical form. With the experience 
gained in these years, and with the addition of new equipment, 
the Reserve Banks are now able to accept holdings of securities 
of investor groups vital to the functioning of a broad Govern
ment securities market. These categories include investment 
portfolios of banks, trading accounts of dealers, and brokerage 
accounts. Several institutions have taken advantage of the 
system since it became available to them in expanded form last 
month, and others are working to conform their own operations 
in order to do so. We believe that this system will in time 
sharply reverse the rising trend of losses and thefts in the 
Government securities market. But prompt action on the legis
lation before this Committee is vital to the continued healthy 
functioning of that market in today's circumstances. 



STATISTICAL SUMMARY OF CLAIMS FOR RELIEF FILED WITH TREASURY DEPARTMENT ON ACCOUNT OF LOSS, THEFT, DESTRUCTION, ETC., 
OF UNITED STATES TREASURY AND AGENCY SECURITIES--1966-1970 

CLAIMS 1966 1967 l26~ ! 1969 1970 Total 
RECEIVED No. I Amount N°·1 Amount No. Amount ~o. Amount No. Amount No. Amount 

Treasury: 

i125 ! ll81 1137 b9 ! Registered securities $513,900 $471,500 $970,500 $833,200 121 $1,070,200 640 $3,859,300 
(Bonds, Notes) 

Bearer securities 
251 

I I 

Bills 1,308,000 33; 3,193,000 51 3,351,000 D-14 26,610,000 182 12 ,362 ,000 405 46,824,000 

All others i133 i 1,561,100 ; 134l 2,760,500 1199 i 3,069,900 (228 3,891,600 254, 8,825,900 948 20,109,000 

I 18 : 141 : 48 ~ 
, 

AgeQ,cy Issu€s 640,000 312,000 j 26: 840,000 1,414,000 : 95 8,396,500 1201: 11,602,500 
J I 

1301 : 2991 '413 : $8,231,400 ~29 j$32,748,800 !652 
, 

TOTAL $4,023,000 $6,737,000 $30,654,600 2194 ~2,394,800 
I I I I -_.- ; t I j 

t(l!;L1M' 

INa. I 
1966 I 1967 ! 1-.2§.8 1969 1970 I Total 

GRANTED Amount No. Amount INa. Amount No. I Amount ~o. ' Amount /N0. Amount 
Treasur;y:: 

i 56 I I 

I 61 ! I 
/267 Registered securities $222,100 :40 $1l4,000 $167,400 60 : $197,200 i 50 I $578,800 $1,279,500 

(Bonds Notes) I ; : J 
Bearer securities i 

4i 151,000 ill ! 814,000 8 I 1,230,000 i 17 802,000 311 1l,594 ,000 1 71 : 14,591,000 I 

Bi lIs : i I 

All others 
: 13 : 93,000 I 6 ! 63,000 14 ' 238,YlO 15: 1,784,500 24 : 2,561,000 172 4,739,600 

I 

Agency issues I 1 500 6 ; ' 5 290,000 , 
, 

61,000 I 3: 25,000 3 j 176,000 118 552,500 

TOTAL ' 74 $466,600 :62 $1,281,000 89 1$1,696,500 I 95! $2,808,700 ~08 :$14,909,800 /+28 ~21,162,600 
t I , I i 

NOTE: (a) An individual claim may relate to one or more Treasury or Agency securities. 
(b) The figures shown for the amount of "Relief Granted" for 1966 are slightly understated; they do not reflect the relief given 

for claims filed prior to 1964. 
(c) The figures shown for "Relief Granted" do not necessarily relate to the "Claims Received" in the same year. 

,~, 
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\ 
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Department of the TREASURY 
HINGTON. D,C, 20220 TELEPHONE W04·2041 

crEilTION: FIILl\jlCIAL EDITOl\ 

~rl RELEASE G::".o P. 11. , 

~nday, Harch ;;9 ( 1971. --
RESULTS OF TREAGlBY' S "lillEKLY BILL OFTE::;mC 

The Treo.:3ul'Y nerJartment announced tho.t the :"enders i".'r ~' .. v) series d' TreaSlJ.r" 
ms, one se:cies tu be :ill ,'l.cldi tional issue .)f Hie bills do.ted Jecembec 31, ] C;"O. c' c:.nJ 
Ihe other series i,Cl be QJ1 cuiiiti,)Do.l issue of the bills dai:ed September 30, 1970, whic'l 
Jere offered, 111 F:lrch ;:;3, 1971, were opened at tl1e Ferler8.1 Reserve Ban}:s today. Tenders 
,e~e invited 1" ,r 4'1,900,000,000, nr tl;ereabouts, of 91-day bills and for $1,600,000,000, 
~r thereab,)ut:::. ,)1' L8?-do.y bills. The c1eto.ils of the twu series are as follows: . 

IAliGE OF ACCEPTED 
IOI,:FETITIVE RIDS: 

91-day Treasury bills 
maturin& July 1, 1971 

182-day Treasury bills 
maturing September 30, 1971 

Approx. Equiv. 
Price Annual Rate Price 

Approx. Equ.iv. 
Annual Rate 

Rig]1 
Low 
A1Ter8(Se 

99.130 ~ 
99.090 
99.110 

3.442% 
3.6001)b 
3.5211)b 

98.160 El 
98.114 
98.132 

3.640% 
3.731% 
3.695% 

~ Excepting 1 tender of $1,300,000; EI Excepting 1 tender of $100,000 
9% of thf amount of 91-day bills bid for at the low price was accepted 

47% Jf the amount of 182-day bills bid for at the low price was accepted 

MiU, TENURS f.PPLIED FOR rum ACCEPTED BY FEDERAL RESJ~VE DISTRICTS: 

District Jl.l'rlied For Acce£ted Applied For AcceEted 
Boston ;1, 19,780,000 ;~ 9,780,000 : $ 12,510,000 $ 2,510,000 
flew Yo:k 2,250,845,000 1,362 ,295,000 : 2,235,700,000 1,332,300,000 
Philaddph i.a 33,975,000 19,975,000 : 6,290,000 6,290,000 
Cleveland 35,690,000 35 , 690 , 000 : 20,205,000 15,205,000 
Richmond 11,830,000 11,830,000: 13,300,000 13,300,000 
Atlanta 38,150,000 38,150,000: 21,570,000 12,570,000 
Chicago 229,100,000 199,100,000: 162,510,000 127 , 6 30 ,000 
St. Louis 56,610,000 55,610,000: 24,375,000 19,375,000 

Minneapolis 32,155,000 27,335,000: 21,720,000 10,720,000 

Kansas City 32,350,000 32,350,000 : 14,015,000 14,015,000 

Dallas 29,750,000 21,750,000: 26,230,000 9,230,000 

Sa.n Francisco 114~660~000 86~550,000: 113 2960,000 36 2860,000 

Ti)'l'ALS $2,884,895,000 $1,900,415,000 ~$2,672,385,000 $1,600,00S,000 !V 
~Includes .t239,465,000 noncompetitive tenders accepted at the aVI;r8.{3e price of 99.110 
y Includes *103,705,000 noncompetitive tenders accepted at the avera{,;c price of 9S .132 
9 These rates are on a bank discount basis. 'lhc equivalent coupon i.:;.suc yields arc; 

3.61 % for the 91-day bills, 3.lld 3.83% for the 182-day bill::;. 
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Department of the TRfASU RY 
IISTON. D.C. 202[0 TL.EPHONE W04·2041 

FOR IMMEDIATE RELEASE Mar-ch 30, 1971 

TREASURY'S WEEKLY BILL OFFERING 

The Treasury Department, by 
for two series of Treasur-y bills 
$3,500,000,000, or thereabouts, 
bills maturing April 8, 1971, 
as follows: 

this public notice, invites tenders 
to the aggregate amount of 
for cash and in exchange for Trea~ury 

in the amount of $3 404 445 000 , , , , 

9Lday bills (to maturity date) to be issued April 8,1971, 
in the amount of $1,990,000,000, or ther-eabouts, repr-esenting an 
additional amount of bills dated January 7,1971, and to mature 
July 8, 1971 (CUSIP No. 912793 KX3) originally issued in 
the amount of $1,401,705,000 (an additional amount of approximately 
$200,000,000 will be issued on April 6, 1971) the additional and 
original bills to be freely interchangeable 0 

182 - day bills, for $ 1,600,000,000, or thereabouts, to be dated 
April 8, 1971, and to mature October 7, 1971 
(CUSIP No. 912793 LL8). 

The bills of both ser-ies will be issued on a discount basis under 
competitive and noncompetive bidding as hereinafter- provided, and at 
~turity their face amount will be payable without inter-est. They will 
be issued in bear-er form only, and in denominations of $10,000, 
$15,000, $50,000, $100,000, $500,000 and $1,000,000 (maturity value). 

Tenders will be received at Federal Reserve Banks and Branches up 
to the clOSing hour, one-thirty p.m., Eastern Standard 
time, Monday, April 5, 1971. Tenders will not be received 
at the Treasury Department, Washington. Each tender must be for a 
minimum of $10,000. Tenders over $10,000 must be in multiples of 
$5,000. In the case of competitive tenders the price offered must be 
expressed on the basis of 100, with not more than thr-ee decimals, 
e.g., 99.925. Frac t ions may not be used. I t is urged that tende r s be 
~de on the printed forms and forwarded in the special envelopes which 
will be supplied by Federal Reserve Banks or Br-anches on application 
therefor. 

Banking institutions generally may submit tenders for account of 
CUstomers provided the names of the customers are set forth in such 
tenders. Others than backing institutions will not be permitted to 
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submit tenders except for their own account. Tenders will be receive 
without deposit from incorporated banks and trust companies and from 
responsible and recognized dealers in invesFment securities. Tenders 
from others must be accompanied by payment of 2 percent of the face 
amount of Treasury bills applied for, unless the tenders are accompan 
by an express guaranty of payment by an incorporated bank or trust 
company. 

Immediately after the closing hour, tenders will be opened at th 
Federal Reserve Banks and Branches, following which public announceme 
will be made by the Treasury Department of the amount and price range 
of accepted bids. Only those submitting competitive tenders will be 
advised of the acceptance or rejection thereof. The Secretary of the 
Treasury expressly reserves the right to accept or reiect any or all 
tenders, in whole or in part, and his action in any such respect shal 
be final. Subject to these reservations, noncompetitive tenders for 
each issue for $200,000 or less without stated price from anyone 
bidder will be accepted in full at the average price (in three decima 
of accepted competitive bids for the respective issues. Settlement f 
accepted tenders in accordance with the bids must be made or complete 
at the Federal Reserve Bank on April 8, 1971, 
in cash or other immediately available funds or in a like face amount 
Treasury bills maturing April 8, 1971. Cash and exchange tend 
will receive equal treatment. Cash adjustments will be made for 
differences between the par value of maturing bills accepted in 
exchange and the issue price of the new bills. 

~nder Sections 454 (b) and 1221 (5) of the Internal Revenue Cod 
of 1954 the amount of discount at which bills issued hereunder are so 
is considered to accrue when the bills are sold, redeemed or otherwis 
disposed of, and the bills are excluded from consideration as capital 
assets. Accordingly, the owner of Treasury bills (other than life 
insurance companies) issued hereunder must include in his income tax 
return, as ordinary gain or loss, the difference between the price pa 
for the bills, whether on original issue or on subsequent purchase, a 
the amount actually received either upon sale or redemption at maturi 
during the taxable year for which the return is made. 

Treasury Department Circular No. 418 (current revision) and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be obtained fr 
any Federal Reserve Bank or Branch. 

000 



Department of the TRfASU RY 
EON. D.C. 20220 TELEPHONE W04-2041 

FOR RELEASE ON DELIVERY 

STATL:Jv1ENT BY THE HONORABLE ClIARLS E. WALKER 
UNDER SECRETARY OF THE TREASURY 

BEFORE THE SUBCOMMITTEE ON FINAHCIAL INSTITUTIONS 
OF Tl IE SENATL: COMMITTEE ON BANKING, HOUSING AND URI3AN AFFAIRS 

WEDNESDAY, MARCH 31, 1971 

Mr. Chairman and Members of the Committee: 

I am pleased to appear here today to testify on S. 1201, 

introduced by you, Mr. Chairman, and on H. R. 4246, which was 

passeJ by t:1C House of Representatives on March 10. We recommend 

prompt enactment of H. R. 4246, with one amendment, and I would 

like to take up this bill before turning to your proposal. 

Section 1 of H. R. 4246 would extend until March 31, 197~ 

the authority, first enacted in September 1966, under which the 

Federal Reserve Board, the Federal Deposit Insurance Corporation, 

and the Federal Home Loan Bank Board have been regulating 

interest rates payable on time and savings deposits. As you 

know, this authority lapsed on March 22 but has now been 

extended to June 1, 1971. 

I)nd~r present circumstances, with market interest rates 

havinc de·cliilcd sharply from last year's peaks, and Ii tt Ie 

ctisposition on the part of thrift institutio,ns to increase 

their rates on savlngs and time deposits, the lapsin~ of 

this duthority did not have severe consequences. 

C-29 
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But had this same lapse occurred in 1969 under mounting 

credit pressures, one might well have seen an outbreak 

of the same sort of destructive rate competition that 

occurred in 1966 and that led to enactment of the present 

law. 

The regulation of interest rates paid by banks and 

savings and loan associations during the past 4-1/2 years 

has been useful. Such controls, of course, do little to 

solve the fundamental problem of competitive equality 

among thrift institutions, nor can they insulate banks 

and savings and loan associations from disintermediation 

in a period of tight money and high interest rates. 

We believe, however, that a 2-year extension of the 

authority is desirable. The President's Commission on 

Financial Structure and Regulation is studying the 

interest-rate control prob!em intensively, and plans to 

report to the President before the end of this year. 

Extension of the authority for two years, therefore, 

will provide, sufficient time for submission of the 

Commission's report, followed by enactment of whatever 

legislation may be necessary to deal with the 

fundamental problem. 



3 

Section 2 of the bill would extend the authority , 
of the President to issue orders and regulations to 

stabilize prices, rents, wages and salaries under the 

Economic Stabilization Act of 1970, to the earlier of 

March 31, 1973 or to the expiration of a six-month period, 

beginning on the date the President issues the first order 

or regulation pursuant to the Act. 

With the exception of one proposed change which I shall 

discuss shortly, we support this provision of H. R. 4246. 

However, as Secretary Connally emphasized in testifying 

before the House Banking and Currency Committee, we do not 

believe that a panoply of general wage and price controls 

is needed at this time, nor do we believe that the American 

people would tolerate such regimentation under present 

circumstances. It i~ therefore~ highly unlikely that the 

President would impose a network of general controls 

without a further specific mandate from the Congress, 

indicating widespread support for such action. At the 

least, any such mandate should involve an actual 

appropriation of the $20 million for administrative 

expenses authorized by Section 3 of H. R. 4246. 
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Clearly, however, the broad authority granted to 

the President under this legislation can be highly useful 

in helping to promote noninflationary decisions in specific 

industries in which increases in costs and prices are most 

pronounced, and which are clearly unjustified. The 

President utilized such authority, under the Economic 

Stabilization Act of 1970, only day-before-yesterday, ln 

issuing an Executive Order providing for the stabilization 

of wages and prices in the construction industry. I submit 

this Executive Order for the record. 

I should add that the arrangements authorized in the 

Executive Order in no sense constitute the imposition of 

Government-administered wage and price controls. They are 

instead a system of restraints which are to be applied on 

a self-executing basis. 

The 2-year extension of the President's wage-price 

authority, because of its applicability to specific 

industries, is clearly ln the public interest. However, 

we question the wisdom of limiting the application of the 

authority, ln actual practice, to six months. Such a limit 

would seem to serve no useful purpose, nor would it provide 

any significant safeguards against abuse of such authority, 
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especially in view of the fact that we have made clear 

that there lS small chance that the general powers would 

be invoked without a further specific mandate from the 

Congress. 

We therefore recommend elimination of the six-months 

limit on the application of the authority. 

Mr. Chairman, let me now comment briefly on several 

provisions of your bill, S. 1201. 

Section 1 is substantially the same as Section 1 of 

H. R. 4246. 

Section 2 would exempt Section 708 of the Defense 

Production Act of 1950 -- having to do with voluntary 

agreements and programs and exemptions from anti-trust 

laws and the Federal Trade Commission Act -- from the 

present June 30, 1972 termination date of the Defense 

Production Act. We would have no objection to enactment 

of this provision. On the other hand, the matter i~ not 

of pressing importance at the present time. 

Section 3 of S. 1201 provides only a 5-month ey.ten~ion 

of the authority of the President to regulate price:~, rents 

and wages and salaries under the Economic Stabilization 

Act of 1970. For reasons just noted, we believe thdt a 

longer extension is preferable. 
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Section 4 would provide authority for the Federal 

Reserve Board to establish variable reserve requirements 

based on different classes of bank assets. The purposes 

for which this authority would be exercised, as set forth 

in S. 1201, would contemplate very basic and fundamental 

changes in our financial structure. It is my understanding 

that the Commission on Financial Structure and Regulation 

is explicitly considering the implications of reserve 

requirements based on asset structure and will have 

recommendations to make in its report. 

We would hope that the Congress would want to 

consider the views of the Commission before acting In 

this area. At least until the Commission has reported, 

the Administration would be strongly opposed to the 

enactment of this provision. 

Finally, Section 5 of 1201 would authorize the 

Federal Reserve Board to exercise very broad powers to 

regulate credit upon its own determination as well as 

upon authorization by the President. In our view, it 

is preferable that the decision continue to be lodged 

entirely with the President as the elected chief 

executive officer of the Government, rather than with 
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an independent Board which is not directly responsible 

either to the President or to the public. 

Mr. Chairman, I shall be pleased to respond to any 

questions. 

000 



Department of the TRfASU RY 
'NINGTON. D.C. 20220 TELEPHONE W04-2041 

FOR IMMEDIATE RELEASE March 31, 1971 

MEMORANDUM FOR THE PRESS: 

Attached is a copy of the sixth semiannual 

report on U.S. purchases and sales of gold and 

other reserve assets and the state of the U. S. 

gold stock forwarded by Treasury Secretary 

John B. Connally to the President of the Senate, 

Speaker of the House and appropriate committee 

chairmen. The report covers the second half of 

1970. 

000 

Attachments 
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Semiannual Report on Purchases and Sales of Gold 
and Other Reserve Assets and the 
State of the U. S. Gold Stock 

__ . ____ Ju~L~- December 31, 1970 - ._- .- '--'-'- - -- --- ----

U. S. reserve assets declined by $1,841 million in the 
secon~ half of 1970 compared to a decline of $636 million in 
the f1rst ha~f, or a total of $2.5 billion for the year as a 
whole. Had 1t not been for the allocation of $867 million in 
SDR at the beginning of the year, the total decline in reserves 
would have been $3.3 billion. On either basis the decline was 
the largest experienced in any single year, a ;esult that is not 
surprising in light of the fact that our official settlements 
deficit on the balance of payments was also the largest recorded. 

In the early part of the year the United States acquired 
SDR over and above its allocation through purchases from other 
countries. In the second half, there were net sales by the 
United States, for a net use of SD~ of $16 million for the year. 
The principal transaction was the sale of $110 million to 
Belgium in December. 

Yoreign exchange reserves of the United States declined by 
$503 million in the second half, considerahly less than in the 
first half when the United Kingdom and France were repurchasing 
their currencies that had ~een obtained by the united States 
under swap arrangements. For the year as a whole, U. S. foreign 
exchange holdings declined by $2,152 million. 

Gold reserves of the United States declined by $787 million, 
all in the second half of 1970. This decline is largely accounted 
for by two transactions with the International Monetary Fund. 
The U. S. quota payment in Dece~~er 1970, 25% of which was payable 
in gold, resulted in a $385 million transfer to the IMF. This 
payment did not represent a net loss of reserves, however, because 
our gold tranche posi tion in the InF 'lias increased equally. The 
other transaction was the resale to the rlF by the U. S. of $400 
million in gold out of a total of $800 million sold ~y the IMP 
to the United States in the years 1956-1960. There 1S attached 
a Treasury press release describinq this latter transaction and 
other gold transactions \Jhich took place between the U. S. and 
the IMF at the same time. 

Also attached are two tables detailinq by country and by 
quarter u. S. gold transactions. Table I ~hows ~hat miqht b~ 
called regular transactions, which result 1n a r1se or. fall 1n 
the U. S. gold holdings. Table II lists ~old s~les wh1ch were 
made by the united States to countries,wh1c? paln the qol~ to the 
International Monetary Fund in connect1on wlth the quota lncrease 



- 2 -

of 1970. In ~le latter case, an equivalent amount of gold was 
sold to Lle l.i. S. by the U:F so that there was no net change 
in the l.i. S. gold stock. I t should be noted tha t this op~ration 
differs from that of five years earlier when the PIF deposited 
rather than sold gold to the U. S. Under the proc~Jure follO\"cu 
in 1965, there was an eventual actual decline in U. S. gold 
reserves, although this decline is spread over time, as the qold 
deposi ts are withdrawn gradually by the I::F. In the present 
instance, the sale of gold is outriqht and not subject to rcversu 
The dollars received by the I~F in pay~ent for the qold did, 
hO'Never, erode the l.i. S. super gold tranche pas i t ion in the I··~F. 

Revertinq to Table I, as already noted, the major trans
actions were directly with the IMF. The bulk of the remainino 
transactions represented sales of gold by the U. S. to other 
countries for payments due the p1F' or other financial institution 
but not subject to resale by the I~1F as describe<i ahove. ./\sid(' 
from these transactions, the only transactions siqnificantly 
(over $5 million) affectinq the aold reserves of other countries 
were the sale by the·u. S. of $50 million each in aold to the 
:Jetherlands and Switzerland and the purchases by the lj. s. of 
gold amountinq to $51 million from Spain, $21 million from Burma 
and $25 million from Kuwait. 

'l'he U. S. reserve pas i tion in the r~T"' decreased S 3 8<) mi llion 
in 1970, all of which decline took place in the last six months. 
The only LJ. S. drawing of foreiqn currencies from the D~:-', al'lount 
inc to S150 reillion, too~ place-durinn the first half of the 
year. 

The follovlinq table shows the U. S. reserve holdinqs by 
comronents at the end of 197() and thtO chanaes over the course of 
the whole year (in millions of dollars) . 

Gold 
sun 
Foreic1D Lxchange 
!~e3erve l'osition in I.T 

Total 

Dec. 31, 1 <) 7 n 
Sll,1)72 

851 
62'1 

1."~5 
<:i4,4~7 

Chance in 1170 
:; --7"<37 --

+851 
-2,1')2 

-389 
~-?,477 

1/ The allocation to blC L'. S. on Jan uac' 1, 117') amoun to,} to 
S3G7 million. There ',vas t:1US a n"t 1]:;e durinq t>0 y\~ar of 
S16 million. 



- 3 -

'I'he price of gold in the frcc"-private gold marJ~et averaged 
considerably lower than in the precedinq two years of the two
tier system and the range of fluctuation was less. In 1970 
the average price was $35.~6 per ounce with shifts from sli~~tly 
below $35 during most of the first quarter of the year to 
slightly above $39 on two days in October. At year enn t!lC 
price was $37.37-1/2 in London. 

South African gold sales to monetary authorities may ~c 
made from their new production when the market price is belm.,. 
$35 per ounce, and from their official reserves to the extent 
required to meet balance of pay~p.nts needs. Also, limited 
sales of gold officiallv held at thc inception of the t',·m-tier 
system in 1968 could be made. Under these provisions, South 
Africa sold nearly $700 million to monetary authoritics, 
primarily the H1F, durinq the entire year of 1 ~ 70. ~ew produc
tion of South African gold rose to over ~l.l billion in 1970, 
of which over $900 million was sold on the market. 



Department of the TREASURY 
HNGTON, D.C. 20220 TELEPHONE W04-20'l1 4 

FOR RELEASE AT 3: 3·0 P.M., E .D. T., 
WEDNESDAY, SEPTEMBER 16, 1970 

U. S. ANNOUNCES SEVERAL PARTIALLY OFFSETTING 
TRANSACTIONS WITH INTERNATIONAL HONETARY FUND 

The United States Treasury today announced sevpr<11 
partly-offsetting gold and SDR transactions with the 
International Monetary Fund to take place this month. 

The first of these transactions is related to a decision 
of the IMF, announced today, to sell $325 million in gold to 
replenish its holdings of various currencies. 1he Unite I 

States' share is about $132 milliono The United States has 
exercised its option to take $30 million of this amount in 
SDR's in lieu of gold. 

In connection with the decision to sell $325 million in 
gold, the IMF will withdraw approximately $23 million from 
its $210 million deposit of gold with the U.S. Treasury. 
This gold was deposited in connection with the quota increases 
that took place in 1965-1966. The deposit was designed to 
mitigate the effects of the U.S. gold stock of concentrated 
purchases from the United States by other countries which had 
to pay gold to the IMF at the time of the quota increases. 
It was agreed at that time that future sales of gold by the 
Fund would normally be made in part from such deposit in 
proportion to the amount that the deposit bore to total IMF 
gold holdings. 

In a second transaction, the IMF has also agreed to a 
Treasury proposal that the IMF repurchase at this time 
$400 million of the $800 million in gold that the United 
States had purchased from the Fund in the years 1956, 1959 
and 1960. These sales to the United States were made to 
provide the IMF with funds for investment to augment its 
other income in order to meet its administrative expenses 
and to establish a reserve. Since the need for this 
investment has been reduced, half of this investment is 
being eliminated. 

(OVER) 
K-4.i4 
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The IMF will obtain the funds to repurchase the gold 
by selling U.S. Treasury bills from its investment account. 
This sale will be arranged in such ~ way as to minimize any 
impact on the money market and bank reserves. 

The result of these transactions will be a reduction of 
about $322 million' in the U.S. gold stock and an increase of 
$30 million in U.S. SDR holdings. In connection with the 
reduction in the gold stock, the Treasury will transfer $250 
million in gold from the General Fund to the Exchange 
Stahilization Fund to replenish the balance of the ESF. 
As 3 result of this transfer, an equivalent amount of ?~ld 
certificates issued by the Treasury to the Federal Reservp 
System will be redeemed. 

000 
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TABLE 1 

UNITED STATES NET MONETARY GOLD TRANSACTIONS WITH FOREIGN 
COUN'l'RIES AND INTERNATIONAL I"lSTITUTIONS 

January 1 - December 31, 1970 

(In millions of dollars at $35 per fine troy ounce) 

Area and Country 

Europe 
Denmark 
Greece 
Iceland 
Ireland 
Malta 
Netherlands 
Norway 
Spain 
Switzerland 
Turkey 
Vatican City 
Yugoslavia 

Total 

Latin Americ:a 
Argentina 
Barbados 
Bolivia 
Chile 
colombia 
Dominican Republic 
El Salvador 
Guatemala 
Haiti 
Nicaragua 
Peru 
Uruguay 

Total 

Asia 
Afghanistan 
Burma 
Ceylon 
China 
Cyprus 
Indonesia 
Korea 
Kuwait 
Muscat 
Nepal 
Pakistan 
Philippines 
syria 
Yemen Arab Republic 

Total 

Africa 
Cameroon 
Central African Republic 
Gabon 
Ghana 
Guinea 
Liberia 
Morocco 
Rwanda 
Sierra Leone 
Sudan 
Tunisia 
united Arab Republic 

Total 

IMF 

TOTAL 

Flrst Second Third Fourth 
Quarter 

-0.1 
+2.2 
+2.5 

-0.3 

-5.0 

* 
-0.8 
-1.1 
-0.1 
-0.1 
-0.1 

-0.1 
-0.1 
-7.3 

-0.2 

* 
+24.9 

-0.4 
+1.2 

* 
-1.5 

+24.0 

* 
-0.1 
-0.2 

-0.4 
* 

+23.7 
+44.0 

Quarter 

-0.3 
-0.1 

-2.1 
~1. 2 

-0.5 
-0.1 
-0.1 
-0.1 
-0.1 
-0.1 

-0.2 
-8.0 
=-9T 

-0.2 
* 

-0.8 

-0.4 
* 

-0.2 
-0.1 
-0.1 
-0.6 

* 

-0.4 
-0.2 
-0.6 
-2.2 

14.0 

Q\,Iarter 

-2.0 

-0.1 

-20.0 

+50.8 
-50.0 
-5.5 

-0.4 
~ 

-0.2 

-0.1 
-0.1 
-0.1 

* 
-3.4 

- 3.9 

+20.8 
-0.4 

-59.8 
* 

-0.9 

-1.1 

+2.7 
* 

-0.2 
* 

* 
* 

-0.4 
-0.2 
- 2.7 
-3.5 

Quarter 

-0.3 
-0.1 

-30.0 
-0.9 

+19.6 

-0.3 
-11. 9 

-2.0 

-0.1 
-0.1 
-0.1 

* 
* 

-0.1 

-2.4 

-0.2 
-0.1 
-0.1 

-1.0 
* 

+3.0 

-0.5 
* 

+T.T 

-1.1 

- 0.1 

-0.1 

-0.4 
-0.2 
-0.6 
=2.4 

-321.7 -406.0 

-395.1 421.7 
-=:..~:..=...--

*Undcr $~O,OOO. I" 
t dd to t otals because of roun( lng. 

Figures may no" a 

TOTAL 

-2.0 
-0.6 
-0.3 
+2.2 
+2.5 

-50.0 
-0.9 

+50.8 
-50.0 
+11. 8 

+1.2 
-0.7 

-36.0 

-5.0 
-2.0 

* 
-1.5 
-1.2 
-0.4 
-0.3 
-0.4 
-0.1 

* 
-3.8 
-8.1 

-22.8 

-0.5 
+20.7 
-0.5 

-59.8 
* 

-2.6 
* 

+24.9 
-1.1 
+3.0 
-0.4 
+3.0 
-0.2 
-1.5 

-15.0 

-0.2 
-0.1 
-0.1 
-1.9 

* 
-0.2 
-0.2 
-0.1 

* 
-1.6 
-0.6 
-3.9 
-8.9 

-704.0 ___ _ 

-786.A 
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UWITED STATES MONETARY GOLD TRANSACTIONS WITH 
PORBJGN COUNTRIES MITICATED BY EQUIVALENT 

SALES BY THE IMP' TO THE U. 8. 

Area ana Country 

Europe 
France 
Gr .. ce 
Jceland 
Malta 
Turkey 
yugoalavia 

TOTAL 

Latin ~rica 
Argent~ 
Bolivia 
Brazil 
Chile 
Coata Rica 
DoDinican Republic 
El Salvador 
Guyana 
Haiti 
Honduraa 
Mexico 
Nicaraqua 
Panama 
Paraguay 
Peru 
Trinidad and Tobago 

TOTAL 

Asia 
iiUriiia 
Ceylon 
Cyprus 
India 
Indonesia 
Iarael 
Japan 
Kuwait 
Laos 
Pakistan 
Philippines 
Southern Yemen 
Syria 
Viet-Nam 
Yemen Arab Republic 

TOTAL 

New Zealand 

Africa 
iiOtiWa"na 
Burundi 
Cameroon 
Central African Republic 
Chad 
Congo Republic 
Dohomey 
Gabon 
Gambia 
Ghana 
Guinea (Equatorial) 
Guinea RepubliC 
Ivory Coast 
Kenya 
Lesotho 
Liberia 
Libya 
Malagaay 
Malawi 
Mali 
Mauritania 
Mauritiu. 
Morocco 
Niger 
Nigeria 
Rwanda 
Senegal 
Sierra Leone 
sudan 
Tanzania 
TogO 
Uganda 
Upper Volta 
Za!llbia 

TOTAL 

TOTAL 

" MILLIONS) 

Fourth OUarter 

128.8 
9.5 
2.0 
1.5 

10.8 
14.3 

m:T 

22.S 
2.0 

22.S· 
8.3 
1.' 
2.8 
2.S 
0.6 
0.1 
1.S 

25.0 
2.0 
2.0 
1.0 
9.S t.' 

""DI:'1 

3.0 
0.2 
1.5 

30.0 
'.5 
8.0 

11'.8 
3.' 
0.' 
7.3 
7.2 
1.8 
3.0 
5.8 
0.5 

Bn" 

11.2 

O.S 
0.4 
4.0 

• 
• 

0.3 
0.7 
1.1 
0.1 
1.2 
0.5 
1.3 
8.2 
4.0 

* 
0.1 
1.2 
1.8 
0.9 
0.1 
0.1 
1.5 
5.8 
0.7 
8.8 
1.0 
0.7 
2.S 
0.9 
2.5 
0.9 
2.0 
0.7 
~.2 

IT:'} 

547.8 

lu,.,d"r s'4'h bao because of roundinq. 
Figura. may not add to totals 

) ") 
oJ 

.;. 
) 

~ 



FOR RELEASE 6:50 p.m., 
Wednesday, March 51, 1971. -

RESULTS OF OFFERING OF $2.2 BILLION STRIP OF WEEKLY BILLS 

The Treasury Department announced that tenders for additional amounts of 
eleven series of Treasury bills to an aggregate amount of $2,200,000,000, or thereabouts, 
tobe issued April 6, 1971, which were offered on March 16, 1971, were opened at the 
Federal Reserve Banks today. The amount of accepted tenders will be equally divided 
among the eleven issues of outstanding Treasury bills maturing July 8, July 15, 
July 22, July 29, August 5, August 12, August 19, August 26, September 2, September 9 
wd September 16, 1971. The details of the offering are as follows: 

Total applied for - $5,080,185,000 
Total accepted - $2,205,720,000 (includes $6,655,000 entered on a non

competitive basis and accepted in full 
at the average price shown below) 

RANGE OF ACCEPrED 
COMPETITIVE BIDS: 

High 
Low 
Average 

Price 

98.664 
98.650 
98.645 

Approximate equivalent annual rate of discount based 
on 128 days (average number of days to maturity) 

5.758 
3.855 
3.811 11 

43~ of the amount bid for at the low price was accepted 

TOTAL TENDERS APPLIED FOR AND ACCEPl'ED BY FEDERAL RESERVE DISTRICTS: 

District A:eR1ied For Acce12ted 
Boston $ 58,500,000 $ 495 ,000 
New York 4,028,640,000 1,929,235 ,000 
Philadelphia 55,770,000 770,000 
Cleveland 65,450,000 5,500,000 
Richmond 22,330,000 11,330,000 
Atlanta 17,050,000 3,850,000 
Chicago 268,070,000 79,035 ,000 
St. Louis 14,740,000 5,445,000 
Minneapolis 5,830,000 330,000 
Kansas City 6,215,000 990 ,000 
Dallas 82,940,000 

168,740,000 San Francisco 474,650,000 

TOTALS $5,080,185,000 $2,205,720,000 

YThis rate is on a bank discount basis. The equivalent coupon issue yield is 3.93~. 
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