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" Tax evasion was an expression used to describe illegal behavior. A
crook or politician who did not report large amounts of income could

be fined or thrown in jail for evading tax".
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(1) J. RICHARD AONSON, Public Finance, McGRAW-HILL BOOK
COMPANY, New York, 1985, pp.323-324.
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" In fact, these taxes contain a number of important legal loopholes,
that is, provisions which give favorable tax treatment to certain kinds
of income. Because these loopholes generally favor high- income
recipients, the after- tax distribution is less nearly equal than wold
otherwise be the case. In particular, the personal income tax in
practice is significantly less progressive than.... For example,
Treasury Department data show that people falling in tax brackets
where the average tax rate of table 8-2 is, say, 40 or 50 percent,
actually pay taxes at rate of 30 or 35 percent>... let us briefly mention
a few of the more important loopholes:

e Tax- exempt Securities. Interest income on the bonds of state

and local government is exempt from the Federal income tax.
Many high- income people can reduce their income tax

(1) CAMPBELL R. McConnell, ECONOMICS Principles, Problems, and
Policies, Eighth Edition McGraw- Hill Book Company , New York , pp.129-
132.
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liabilities very substantially by availing themselves of this
loophole.

e C(Capital Gains an individual realizes a capital gain when
either securities or property are sold at a higher price than the
person paid for them. Provided the gain is long term, that is,
that the securities or property have been held for a year or more,
only 40 percent of the gain need be reported as taxable income.
Thus for an individual in, say, the 50 percent tax bracket, only
20 percent of any income from long- term capital gains will be
taxed away.

e Other Tax Breaks A variety of other exists by which the
taxable portion of personal and corporate income can be
reduced.... For example, annuities and pension funds which are
not currently taxable. Multinational corporations pay taxes on
the profits of their overseas subsidiaries until (and if) these
profits are brought home to the United States
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( Factors that may indicate a tax avoidance motive include:

o The disparity of the tax brackets of the lessor and lessee.

o An option to renew at rents significantly less than the
amounts in the original lease s later year.

o If the lessee is a tax-exempt organization placed

between two taxable parties.)
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(1)  Nicholas J. Fiore, Rent Holidays Picnic For Lessors { TAX AVOIDANCE},
JOURNAL OF ACCOUNTANCY, JULY 1992, P.43.
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