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THE REVENUE BILL OF 1941

SEPTEMBER 2, 1941.-Ordered to be printed

Mr. GEORGE, from the Committee on Finance, submitted the following

REPORT
(To accompany H. R. 5417J

The Committee on Finance, to whom was referred the bill (H. R.
5417) to provide revenue, and for other purposes, having had the
same under consideration, report favorably thereon witff certain
amendments and, as amended, recommend that the bill do pass.

ESTIMATES oF REVENUE

Thb bill as passed by the House was estimated to produce added tax
revenue of $3,216,400,000 annually. The amendments made by
your committee add $463,400,000 to this figure, bringing the total
additional annual yield to $3,679,800,000.

Thie additional revenue to be secured by your committee bill over
that of the House bill comes principally from the following sources:
corporation normal tax $19,000,000, corporation surtax $120,500,000,
and individual income tax $332,400,000.
The following table sets out the estimated yields of the House bill

and the Finance Committee bill, with the increase or decrease of the
Finance Committee bill over the House bill. It should be noted that
the figures contemplate a year of full operation.
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Estimated revenue effect I of the revernue bill of 19411 (11. R. 54 17) as passed by the
House of Representatives Aug. /4, 194;1, and as reported by the Senate Finance
Commillee, Sept. T, 1941

fir, millions ot dollarss]

lnecoiiii' taxI's:
('or loraet ion:

'or;lti tax ..................................
Hulrt uix ...................... . ..

Mxv.s'-.prollts ta'x. .........................

'Total corporaollb' ineOtIi ta x ...........

T 11 ta

. . . . . . . . . . . .... . . ...................... ........................

? I('Ilhlib'iis In tcrnal Fe . ...uo:'lssli)Iti'L#|l.St oil(rik zreax.llCaptallock^l~l ltax -.-.................................
EsulhI tal ..........................................
(lift tIX ............................................

MitanIlIfal(ctIrt'-rs' arId retailler.s' excisi taxes:
D)isiIed:41drits .................................
Willi'4s ..... .......................................
I I isseI`, It(l1ollobiles, parts, alini [l(evssories .......
Aultotniin.d, trjli(kks, bliveS, tind trFiloFrs ............
Tires arid tWIK.s.........................
liefrli!erators, refrigerating apparattjs. andi aIr-con-

Malcit s.lor: .......................................
I'ia% l[fg c(lds....................................
I 1oadi) rFt'lving .sets and piarts......................
IIIogItlogolplis d1lh(i; btbgraph r(cords..........
N I sies nl lustiF~tnea ts.................
.4 ortig 0o0ls.......................................
,I~liolrt!1 .................................... . . .

F~lectrf(filll fapl~l tl ee.48S ............ ...... .... .... ...

1tito(JyIla b Ic a; paerat is. ........................
;' k(trl(!FIlgIlv ..... ,,, .. .......

Hlullsness ltnid StAorip intihe.I .... ............

ItRubbeFr irtielei .................................
Wtsihing mnahe'llsi ............................I

..

Optical eqIaulpnieIII-it ................................
Soft drinks...............................
(lac fnd oil t11 Ijliltlfives..
Flectric-light b1ulbs.-..-

Jewelry, ete.........................................
Far~s.................. ...............

'T'oliul preparltiols ..........

'I'ntul nianulfaltureFb' anti retailers' exelse taxes..
Al Isedelileotis taxes:

tid fllb'~s;()lls ................. ............................................

(O'tb'arel s, roof rllreb(nl-, t (. ..................
( '111t 'lists ............... -------
tSafe dIepisosit lioxes ........................
'elepe'hone telegraph, raFilo alndi (able facilities,

{leased( "'fres'.Me.( . ........................... ....

TI''lbilIle' lull..................................
'Trals"Iortnation of iersslbni1 ...................

's( ofnluotor v''lies and o
t

.................boat.
11o Aling ailvys nl1 billiiar(d atin pool tables ....
C'olil (vleratti'd 1111111sellietlt findz gaIIII)IIIg doe

vimzs .. ..... ... ... .. . .. . .. .. .. .. .

Radio broadcast . .-..
Outdoor a(vFIrt isintg .-.-...-...-.-.-.-. ..

'TIWO 1slln-ii 1rtIollb' 115'.....................
'Ttial Xc -,4! 01(1{ Inlisbvtllafloolis taxes .........

T'otail mi~selhiaiitotis izitirnal reve.lil..

To(tatl ..............................................

Estilllated Increare or decrease
(-) over yield or present law

Howse bill

.144. 7

.1,32211}..,I et2".
8(4.8

2,187. 7

22. 3
1361.9

174.2

.122.3
2 6.0

72. 2
10.1
441.1

1.. 0

.8. 2

1.0

9.4

4.6
3.0

8.6
4.
12.6

.1(1.0
2.7

1:3. C)
21. 3

.4
. ~~~.3

22.6
.. .......... .

.
----------M.6.22

20. 7
19. 7

4W9.0
00.0
2.0
2.8
1.7

26.6
43.6

36.

1611. 2
2.0

8.9
12.r

.1.7

. :NS. 6

854.r
1, 028. 7
3, 216. 4

Senate Finance
(Commnitteo

-.601.1I
7()h. 2

, 3. 6I
1. 311-i. 7
1, 19. 2
2, 6111. 9

-16. 1
141.0
16.0

141. 6

114.4
72. 2
111. 1
44. II
16.0
18. 2
1.0
j. 4
4. 6
3.6
8. 2
4. b

12. 6
9.9
2. 7

13.11
21. 3
6.7
.3
0

19. 2
8.0
M, 2
20. 7
19.7

615.6
2.10l6.96

2.1
2.8
1.7

24.3
87.2
36. 6

1G0. 2
1.3
9.9
(1
()

430.9
946I. 4

1, PST. 9
3, 079. 8

Estimated In-
erease ( ) or
decrease (-)

Senate Finance
Committee

over House bilM

+19.0
+120.6
-67. 7
+71. 8
+332. 4
4-4)4. 2

-:8. 4
+-6.7
0

-32.7

+.7
+9.4
0
0
0

0
0
0
0
0
0
-.3
0
0,

0
0
0

+5.3
0

+1.2.
+8.0
0
0
0

+ 19.86

+46.9
0
0
0

-2.3
+-43.0

0
-.7

-12.5
- 1.7
+72. 3
+91.9
+59.2
+4 N3.4

I All estlnlates show fitIIyiar ofeel st Illiates for corport lohIl amnd in(IvIldtlla Incoum(o taxes and the gift
tax are based bll levels of Incomte estllilate(d for calIenbIar year 1941; all other est mates are biased on Income
levels estimnltedI (or fiscal vear 1942.

* Excluding nonrreel-rning floor stocks taxes collectible only In fiscal year 1942--distilled spirits, $38,000,000;
wines, $1,00,00 under ho(Se bIM, $2M0),000 under Senate Finance Committee agreement; matches, $700,000;
tires and tUbI,,4, $6,7),00M.
Treasury D)empartment, D)visioxn of Research and StatLsttcs, Aug. 29, 1941.

9.869604064

Table: Estimated revenue effect1 of the revenue bill of 1941 (H. R. 5417) as passed by the House of Representatives Aug. 4, 1941, and as reported by the Senate Finance Committee, Sept. 2, 1941
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REVENUE BILL OF 1941 3

In order that a more complete summary of the entire revenue may
be obtained, the following tables set forth the estimated receipts
illl(ler present law coupled with those expected under the committee
hill. The first table deals with the income an9 excess-profits taxes
alri(d the second sets out the estate, gift, capital stock, and excise taxes.

Income taxes-e8timated calendar year 1.941 liabilities under present law and estimated
increased iftcbime tax liabilities under a full year effect of the income tax provisionJ
of the revenue bill of 1941 (Mi. R. 5417) ' at levels of income estimated for calendar
/ear 1941

(in thonsauds of dollars)

Inconie taxes:
Corporation normal tax....................
(Corj orntlon surtax........................
mnd visual ..........................
thack tuxes ..................

EI'xce''s-pront tax ....................
I)eclared value execss-profits tax .......
Unjust enrichmient, tax ... . .. .....

Total income taxes-...........

Estimated
ilabilitivs

under resultt
law

2,939,200
. . ... ......

2,22330
200,000

1,02(,400
37.000
4,(O)

6, 4NI, 900

Estimated
Increase or

decrease (--)
due to

revenue bill
f 11941

_-01, 10
765, 20

1, 197,20

1,30,00
..2.,.......
.. ...........

2,91,O

Estinated
total Income-
tax liahilities
under revenue

bill of 1941

2, 43. I00
7 W, 20

3,420,600

2, 167, 000
37, OOD437, (MX.

9,UdI, u0

As reported by the senate Finance'Cornmilttee, Sept. 2, 1941.
'i'reasury Department, Division of Research aind Statistics, Sept. 2, 1941.

Miscellaneous internal revenue- Estimalted fiscal year 1942 receipts under present
lawI' and estimated full year effect of the revenue bill of 1941 (HI. R. 6417)2 at levels
of income estimated for fiscal year I .94;

[Thousands of dollars

estimated Estimatedincrease or(-) lreduetoreave - celipts under
Estimated duetiofofverevenu bil
receipts tin- 1n41bilofS4
der presentlawv

HYpothet Ilfypothet-
Ical full vear leal r1.ca

ellect year 3

'A1pita1istock tax-...-..---.............----------- 193.41)0 -16,100 177,300,stait tax--- - - ----------------- 350(, 7(X) 141, 600 492,300lift tax-... .. 10,000 16,000 116,01)0
Liquor taxes:

1)istilled spirits(excl,tax)448. 800 1211,000 681,800
i'erminwted malt liquors-3--.)-------------- ...8.0......8... 330, 800
R{ectifleation ta X.--------------------- ----- 12,801) --- 12,80
Wi'ines domesticc and Imported3) (exclse tax) 16, 200 14, 400 29. t()
(Contiaifir Stamps. ......... .. - - 10,400...------.--. 10, 400
Spec'itll taxes in connection with liquor occupationLs .... 10, 20.0- 10,20
All oier ..... ------^------------------- -.............. . ,3( )
Total liquortaxes..9................. , 500 137,400 970,9M0

obacco taxes:
Cigarettes (small) ............4..1.................... .....00 ...1 0 0 645,100
(igars (Iarge)- 13,900- 13,900
'I'obaceco (chewing and smoking)--5---------------------. .6,100....-. -6.b 6, 100
811u1lT ................... ....................--.............. f i SWO.............. . 6, 8W1
(1fgarette paper and tubes ------------------------------- 1,600 .............1,600All otlier ------------ ----------- ------------ ------..... 130 .............. 130
Total tobacco taxes ..7......6..........................7Z, 50U _ .......... 723,5 30

eI)ctall of estimaiks released in summary form by the Bureau of the Budget, June 1, 1941.
As reported by the Senate Finance Committee Sept. 2, 1941.
A assuming that all provisions of the law were fully reflected in receipts for an entire year.

F.
(I

'1'

9.869604064

Table: Income taxes--estimated calendar year 1941 liabilities under present law and estimated increased income tax liabilities under a full year effect of the income tax provisions of the revenue bill of 1941 (H. R. 5417)1 at levels of income estimated for calendar year 1941


Table: Miscellaneous internal revenue--Estimated fiscal year 1942 receipts under present law1 and estimated full year effect of the revenue bill of 1941 (H. R. 5417)2 at levels of income estimated for fiscal year 1942


460406968.9



4 REVENUE BILL OF 1941

Miscellaneous internal revenue-Estimated fiscal year 1942 receipts under present
law and estimated full year effect of the revenue bill of 1941 (H. R. 6417) at levels
of income estimated for ftscal year 1942-Continued.

[Thousands of dollars]

Stamp taxes:
lssuesof securities, bond transfers, and dleedsafconvoyannc.
Stock transfers .... .....

Playing cardis.. .. ...................,,,, .,,,, ...

BlIvor bullion sales or transfers ........................
'l'otal staml) taxes ...... ..........................

Manufacturers' excise taxes:
Lub)rieating olls ..............................
Casolille...........................
Eloctrlcal energy .................................

Tires and Inner tubes................................
Automobile trucks..
Passenger automobiles and motorcycles .......
Parts ai(l accessories for automobiles ............

ad(lio sots, cte................
M echanical refrigerators.................
Firearms, shells, pistols, and revolvers............
Matches... ....................
Electrical al)llian..ees..... ......................
I'lPonographS and phllonograpth recor(ls _..
Muslial instruments.............. . ..
Sporting goods....... ........... ..

LIIjgflKo ....... . *.*-.. . . . . . . . . . . . . . . . . . . .

p'hloto rnadilo apparatus.......................
Electric slg..............

Business a1nd(1 store machinesl -
. -.. -..

Washling I aellics.--
Rubber articles...............................
Optical ewullipilelit.......... ........ ....
(Ias and oil a))liallnes-c----- .-------. ---------
Eleotric light bulbs............................
Toilet l)re)arations ..................
Total manufacturers' excise taxes ...................

Iotailers' excise taxes:
Jewelry, etc..................................
Furs....ITollet, prepiarations...............................
Total retailers' exeIse taxes ........ ......

Mloeellannous taxes:
'relephomle, telegraph, radlo, and cable fnelitles, leased

wIlls,etc.
Transporint ton of oil by 1)11)0 lines ...
Lenses of slfe-deposit);(X(S.b........--------_-
Admiisslons to theaters, concerts, cabarets, etc.
(Club*Illes and Inltltlioll fees ............

Oleominrgarine, etc., including si)ecial taxes, an(l anlulter*
naed ho tier ...................... ...

Coconut t anltd other vegetable oils processed.
Biltiltliilonus-coal tax.....
a:gar tax......

1'ransn)ortation of persons .... . ........
Use of motor vehicles ond boats ...........
bowling alloys, anti billiard annd pool tables .... ..

Colr-op)erate(d amiusemient a(lainloltg dcvics ...-.
Radlo broadcasting..................................
Out door ad vertising...
1 elepc lne, )111............ . ..

All other, including repealed taxes.... .............

Totalmilseellaneous taxes... ........ ....

Total miscellaneousInternal revenue (other than capital
stock, estate, and gift taxes) ........

Total miscellaneous internal revenue..

Estimated EstimatedIncrease or totaleddecrease (-) o(?tts rnd-
Estimated due to reve- revet. uende
recelpjts u nue bill of re 1941
der )resent 1941

flypotet- Hlypothet.Ica (tll year ical fiscal
effect year

25,300
14,000
4, 8t1

84)
___44, 18))

37, 100
3)10, 8()
61, 4((
64, 200
12,4()
73,40
13,0(1
7,11(X)
12,(X)
6,400

(1(, 4(XX

... ... ........

.... ... . . .. .

.... ... ....
. ............
......... . ..

........ . ..

... ..... .. .......... ..... I..-

.... . . ...

6. ..X)

.............

.--

28,0(0
13, 300
2, 200)

83,10)
7,000

2,300
4,500
4,0W0

62,400

68
208, 320

1,000

_1, (X1(

......... ...

............

72,200U

9,400
168,2

. ... ....ki.

12 (W0
4, 6(X
3,0N)
8, 2()
4,500
9, 00
2, 70(

13, 000
6,700

21,3()0
300

19,2W
8, (XH)

-8'8(X
_

_ _1t8271,800

616, 200
20, 7(N)
28, 50

1(5. 4(X

24, 300
..... ..... -

1,700
107,900
2,8W0

..... . ..

... . ...

35,00
1(0,2(10

1,300
9,00

0
0

87, 200
..4.30,

430, PM0

2,491, 30 946,400
3,135,630 1,087,900

25,300
14,0(
6,80

80
45>, 180

37, 100
39a800
61,1100
98,800
28, Mb

14t Om
13, 3(
17, 300'
z2, (14
5,40
8,200
12,000
4,500
3, WX)
8, 2)
4, 651
9, (M
2, 7(X

13, (10X
6,700

21,300
30()

19,20X
8,0()

947,800

50,200
20,7(00
28,500

11)5, 40

62,300
13,300
3,900

191,000

2,300
4, 50(1

62, 400
35,50
160,200

1,3()
9,90

Om0
0

87, 200
620

639,120

8,437,930
4,223,- .

Treasury Department, Division of Research and Statistics, Sept. 2,1941.
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SUMMARY OF PRINCIPAL CHANOIS8
I. INDIVIDUAL INCOME TAX

1. Reduced personal exemptions.-The House bill made no changes
inl the personal exemptions provided by existing law. The committee
bill reduces the personal exemptions in the case of married persons
froim $2,000 to $1,500 and, in the case of single PI)ISoIls, from $800 to
$7.50. This broadening of the income tax base is thoughlt--o be
dlsirable p)articulal'ly during the, present emergency in order that
thle greatest possible number of persons may contribute directly to
tde costs of the defensee program.

Lt has been estimated l)y the Trelasury Department that this re(luc-
tioIl III the personall exemlntions wvill require thle fihing of 4,911,000 new
iiicome tax returns and will increase thle number of income-tax payers
l)y 2,256,000. Under thle H-ouse bill, it is estimated thiat 17,107 000
il;(ividual income tax returns would have beeni filed, of wiuich
10,925,000 would have been taxable. Under the Finance Committee
l)ill it is estimate(l tlat 22,108,000 individual income tax returns will
bue filed of which 13,181,(00 will he taxable.
The decrease iln the personal exemptions has the effect of increasing

tlhe tax throughout tho bracket structure. This increase is sub-
stantial ill the lower brackets. The following table sets out the
additional burden on1 single persons and oIn married persons without
dependentss caused solely by the reduced exemptions:

Additional tax due to decreased exemption#

Married Married
Not lnoorme Single man man-No Net Income Single man man--No

dependents dependent

$70 -..-.............. .. ..........-.. 15,0 ..... $17.00 $159.50
$800............. $2 76. ........... 20,000.........,,.,,,. 20.35 203.80
$900 .......... . 4 95.9... $25,000-... 23.65 236 60tlOO ... . ......... 4 Pfi. ........... 0,000....2.....2b30 263.00
$1,5' ...0);; - - 4.95 - . 0,000- 20970 297.00
$2,00-....-...... 4.9.5 $4070 $ 0000...36.....3 35 313. 50
$2,500----..4. 49.50-33.................... . 65 335. 50
$3,0tN)6....0..6 t0 49. 50 100,000...5 7

---- 3 7 0 . 50
$,06.00 0.00 l)10, ......2 70 297.00
$5,00O-8.- 00................. 82 5 0 U20,()00-30. 306.00
$VON0 ....... .... ...08.25 82. 50 $500,000-... . 33. 30 333.00
$7,00)0...-.10..............10)45 82.50 *750,000-33......... 75 337. 50
$8,0(0)1..........0.45....104 101.0 $1,00,0 00 -.34. 20 312.00
$9,000-........... 12.6(5 104. 50 $2000000o---------- 34.065 346. 50
$10,()00 .................... 12 65 1201 60 $5,00(),0003.35 10 351.00

2. Inte ration of defense tax.-Under the existing law and under the
House bill the 10-pereent defense tax is added to the tax computed
inder the rates provided in the normal and surtax schedule. The
11ouse bill makes the defense tax permanent. Your committee recom-
mends and the committee bill so provides that the defense tax be in-
tegrated into the basic surtax rates. In order to avoid the use of
frfictional percentages, the surtax rates have been carried to the
nearest whole percentage figure.

9.869604064

Table: Additional tax due to decreased exemptions


460406968.9
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The following table shows the increase in the surtax rates and
cumulative surtax burden caused solely by the integration of the
defense tax:

Comparison of surtax rates and cumulative surtax

Cumulative surtax on higherSurtax rates amount shown In bracket

Surtax net income claes I
F__- _

Pro-sent House ComInlt. lawen bille Comm itlaw bill tee bill teo bill

to $2,('X) ...............
,000 to $4.00.0..........................
'000 to $, ............................
000 to$8,000.-----*
000 to $10(000......... . ......

10,(X% to $12,000 ................
12,() to$ 14,(X)0........... -.---.-.---
14,UU0 to o1000.----------.-----...
16,AX) to 18,00)........................
180,)10 to $20,000................
.),t000 to 22,(X........................
2,000 to $20,000 .............--------

26,000 to 32,000................
2K)O to -8,00..------------- ---
,(00 to 44,000... ..... ......

4,000 to $60000........................
O00 to A6M.-8-).-------
00,1 to 7), ........ ...........

70,1o0)to 1,000.------------------------
.000 to t$0,00).........................1,000 to $1 0 ----).-....--------.-.-

100,W 2oIhlU000 ......................
W WO to 10,00X) ----..............

200 to00 $26 .,0 ..00............
2(A),(X) to (00 ..............

001,000 to l --0,(-00....-*** -**-*
$400,(0X) to AM0,00.....................
$N)(to)$oS760,000 -----------.... . .....-
VNIAX) o$ WON ....................

$1,000,000)to ,2,0X,(XX)........ .
$2,0X),0X) to $,000,000 ...........
Ov(0r $,00,000-------.-------...-

Percent
.........

........ .

6
a
10
12
1b
18
21
24
27
30
33
36
40
44
47
60
63
6f
68

70
B2

06
68
70
72
73
74
76

Percent
6
8
11
16
19
22
26
'28
31
33
36
39
42
46
48
60
63
6b
b7
h9
61
(2
(13
14
B8
70
71
72
73
74
76

Percent
9
13
17
21
25
21)
32
35
38411
44
47
60
63
66
57
69
61
3
84
es

017
603
71
72
73
74
76
76
77

..........

200
360
600)
800

1,100
1,460
1,880
2,3(10
3,440
6, 240
7, 220
9,380
11,780
16,180
20,880
25,880
31,180
36, 780
06,780
95, 780

120, 780
168,780
224, 780
292,780
467,780
647, 780

1, 377, 780
3, 507, 780
.. ....

$100
260
40
780

1, 160
1,600
2,100)
2,64CO
3,280
3,940
4,660
6,220
8,740
11,440
14,320
17,320
22, 620
28,120
33, 820
39, 720
46,820
108' 3C0
140,320
173,320
241,320
311,320
44, 820
NIB,820

1,398,820
3,618,820
. ......-

$12D
300b60
900

1,320
1,820
2,400
3,040
3, 740
4,500
6,3207,0609,90012,90

16,080
19,
2b, 01'
30, 980
37,06043,38049, 780
82, 280
116,280
148,780
183,280
2.54,280
326 280
608, 780
693, 780

1,443, 780
3,723,780
.... .... .

nrpe following table sets out the
defetise tax by showing the increases
therel)y:

Net lIcomle

$760.7M,) .: .. ...........
$1.0.. .....
$2W) .............

.. ... . . ...........$1.S.. ... . . . . . . .

$V8) ...........S'2.,W) .... .. ............
vi'ow ....... ........... ..............

$4. ).....................
$5,(K)....
$6,.0)o0...
$7.1XXK ........ . . . . . .

KI8 . .......
9,(XX).
I$(,000..................

Single man

... .........-
0. 25
.51
.05
1.35
2.05
2.76
2. 70
1. 10
1.2.5
6.65
11.05
12.46
12.8.5
10.25

Married
luau1--no

(Ide('pe(1o1itS

...........

............

...... ..... ..

...........

.... ... ...

$1.30
2,00
2.70
2.60
1.0I
2.90
8. :0

11. 70
13.10
12.60

Net Income

$16,000.........
$20,000 ....................
$29,18.)..................
$30,000 .....$VA)A).....................
.0K).V....................$ 0,00...--.--

$10,r000.....
$160,000..
250AW...........1500l,00).......

$760,000) ...............
$I,0).(x)..... ..
$2,'0.000...
$6,00(0,000................

efjee(,t of thle integration of the
or decrenses in tax cause(l solely

Single oman

$41.60
81.85
127 35
1152:60
136. 01
-23, (18
-420.6
-990. 15

-1,335,00
-1, 687.10
-1,984.10
-3, 234.85
-4,2 .60
-720.35o3

-13, 237. 10

Married
znmi-no
dependouts

$34. 10
72. 10
122,10
149.60
139. C0
-10.90
-404.90
-963. 90

-1, 407.80
-1,II10.60
-2,054 60
-3,306.10
-4. 307. 60
-7,309.10
-13,310,60

The following tables compare tile tax burdens and the effective
rates of the present law, the House bill and the Finance Committee bill
on specified net incomes of both married and single persons:

9.869604064

Table: Comparison of surtax rates and cumulative surtax


Table: [No Caption]
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Comparison

Net Income

$750........
$800t.... ....-.$ix~o... ..............
$1,000.....
$1,5OO ..........
$2,000............$2,W00..........'$,2t0O ..-......$KbO00 ......-.-.-
$,000.........
$6,000.-------
$7,00 .......

so,( ))..........--

$10,000.......
$15,000....
$20,000 ...........
$'>,OO............$35)000............
$5(0,000.-

$80,00 .......
$1MAW .......
$20,0(0 ....
$0,0).......
$5,04).M .. .
$ 1,(XI, ....
$2,0(,X) ....
$5,(K ,0. ...

7
of individual income tax on specified net incomes (all income earned)
under present law, House bill and Finance Committee bill

Single person

Present law

$0.44
4. 40

24. 20
28. 16
U. 0
63. 80
83. 60
132.20
171.60
2,55. 20
343. 2)
448. 80
56. 8()
08. 40

1,476.20
2,.OM40
4, 52.60
n6,03.20

14, 79. 20
19,9O.".m
313,1.20
44, 21)8. 40
78,3.5.8A)

147,576440
3341933. 20
522. 4 N, 84
718, 40.40

1,1 1, 397. M
3,917, 390,00

House blll

. ... .... ....

15, 40
62.70
72.16
110.00
157,30
211.20
338. 80
473.00
333.60
03. 00

1, 07.1 )
1, 221.00
1,469.60
2, 934.80
4,820.80
7,073,00
9, M3 60
20,715,20
26i, 9.8so
40,123.60
54,108. 40
89,012.40
169, 748.0
347, 604. 80)
M13,347. 0
737, 340, 40

1,530, 333, 20
3, 930, 320. 00

Finance
Committee

bill

.. ... .

11.40
21.00
69. 00
78. 0
117.00
1M00
220.60
346. 50
482. 0
648. 60
824. 60

1,030. 0
1,2468,60
1, 492 60
2,994.00
4,429.00
7,224,00
9,721.60
20,881,M
26, W. b
.39,730. b
63,214. 00
87,706.60
168,191.60
346,04, (X
AM3, 1411. h()
733, 139. 0

1, 6-23, 131. 50
3,923,124.00

Married person

Present law

.............

............ .

..............

..............

$il.00
30,80
70.40
110.00
149.0
23.20
3:16. 0
422. 40
528.0

1, 2.8, 40
2, 3M,40
3,843,40
5,614.40
14,12,40
19, 320.40
30, 738. 40
43,476.40
77,532.40
140,80,60

.0,156.60
521, 6R1.66
717,' 83. l

1, I0,665. )
3, 16, M47. 00

House bill

...... ...... ....

.............

.............

..............

$38; 50
85. 80
180. 40
308 00
436. 60
690. 20
7M. 80
91, 40

1,I0. 00
2, 645,
4,338.40
6, 605.40
8,936 40
W20 40

26,06,40
39,318,40
63,310.40)
88,299.60
159, 013. 60
340, W65, 60
540, b37. B0
730, 619.60
,629, 601.6

3, 93.5, 483.60

Finance
Comiiuittee

bill

..............

... ..... .. .

... ... .. .....

. . ... .......

42.00
90,00

128.00
249.00
375.00
521. 00
687. 00
873.00

1,079,00
1,305.00
2, 739.00
4,614.00
0,884.00
9,339.00

20, 139. 00
2059).00
39,249,00
62,704.00
87,189.10
Ib7,09.00
346,04. 0
637, M9.W
7:12, 664. 00

1,522, 639.00
3. 922,624. 0

Comparison of effective rates of individual income tax on specified net incomes (ali
income earned) under present law, House bill, and Finance Committee bill

Net Invome

$7-O ....................
$1,0 ..........................

$1,60O .................
$1, ...... . ... ...

-$2,00 ---..-----------
$2,-500-.----....--------------
$4,0 .0........ .... __..._
$504)...................$6,000)..--------
KM,(N..................
$7,000.. .............
$8,000....---------
$9,00.................$10,(0.)()0.. ... .

$16h,0o............... ...

$30,0.....................
$5,000 ........
'.AO 0 ..... ... .... .....

41,000....
t IINAlM) ...... ..........
$'21;0,,(MX) ..........--.-..-..-.--.--.-..'.
$5001 ,( O-- --*---*---------
$700,000 .......................
tlt,0,X)o0.............. ..
$2,Of(l),O()0 ..... .. . . .... ..

$5,000,000.....................

Single lerfson

Present
law

I'erceut
. ...--.

0.048
.440
1,613
1,760
2. 2'0
2.552
2.7813
3. 080
3.432
4.253
4.902
5.010
6.20
6.8(14
0.841

13. 332
17. 010
20.210
20.418
33.266
39.314
44.268
62. MZ3
69.030
60.180
69.66
71.840
76. 69
78 347

House bill

)'ateentl
... ....

1. 640
4. 180
4.610
h. 50
6. 2112
7.040
8.470
9.460
1.o60
11, 471
12.695
13. 666
14.690
19. 66
24. 134
28. 2V2
31. 812
41.430
44.931
60. 154
64. 168
69, 341
63.899
09. 629
72.179
73. 734
76.616
78.726

Finance
Con lyit-

t,4' 1)111

Percent

0. 378
1. 2M
2. 100
4. 00
4.912
6. 85(0
6l. (0)
7.350
8.642
9. 650

14). 808
11.778
12. 881
13.850
14.926
19.90
24.046
28. 89
32. 405
41.763
44. 944
49. 070
63. 214
68.471
63. 276
69. 130
71.752
73.313
78. 160
78.462

M carried pxrson, no dependents

Pret.sent
law HoUSe hill

Percentu Percent

.......... ..

0.440
1.02t)
1. 71
2. 2'O(
2. 493
3. 33 1
3, 96)
4 603
6. 280

8. 3891
11 682
16. 373
18. 714
28. 25

32. 200
M. 423

43.476
61. 88
58.745
66.031
69.649
71.758
76, 620
78.330

1.

2.84K)

4. 510
6. 160
7. 2',)
8. h17
9.440

10. 682
11. 00

16. 69
21. 092
21, 023

29, 788
40,004
43. 677
49. 148
.3.310

68. 80
63.605
69.361
72. 071
73.661
76. 476
78. 709

F'inaric
(omnmit.
tee bill

JcrceWn
...........

. .........

.- -- - -

(.375
2. 100
3. 600
4.4 0)
6. 22.5
7. 500
8.6(M
9.814

10. 912
11.9M
13.0J0
18. M2R0
23.070
27. 4.5
31. 130
40.878
44. 181
40.06t
62. 704;
b8.126
63.063
69. 016
71. 675
73.255
70.132
78.460

9.869604064

Table: Comparison of individual income tax on specified net incomes (all income earned) under present law, House bill and Finance Committee bill


Table: Comparison of effective rates of individual income tax on specified net incomes (? income earned) under present law, House bill, and Finance Committee bill
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8 REVENUE BILL OF 1941

3. Returns 'where gross income i8 $3,000 0o less.-In order that persons
in the lower-income tax brackets, particularly those brought in by the
reduction of the personal exemptions, may e caused a minimum of
difficulty in filling out their returns, the optional use of a simplified
return is plrovid(le where the gross income of the taxpayer does not
excei(1 $3,000. If the, taxpayer elects to use this simplified plan,
th)e amnonit of the tax may be readily ascertaine(i by reference to a
tbl)Q contaitied itl thc bill. Tlhis sinilplifie(l return may be used only
Wlhere the tWxpoyer'S income is derived solely from salaries, wages,
(coImp)eistiLtion for )ersonftl services, dividends, Interest, rent, annuities,
or roytilties. If thwe taxpayer elects to use thiis method, no (deductions
or cre'(dits against netl income are allowed(Illnlieu of tlhese(' eductions
and credits, the tax provided in thle table represents a re(luction of
10 percent of the. ta that would otherwise l)eo payable %without such
de1ductions or crediits. This 10-percent reduction hibs been found
to be lie(fWrect of thie, average amount of d(e(luctions take-a by persons
in tle lower-incomelbrackets. One set of rates is provi(led. for married
p(3rsols or liea(ds of families and another is provided for single persons
(not heads of families). In determining thie amount payable, the
taxpayer in either case reduces his gross income by $400 for each
dependlent, then l)y reference to the appropriate table he ascertains
the tax set out oJ)p)osite the amount so determined.

It should he) kept in minid that the use of the simplified return is at
the oJ)tion of the taxpatyer and lie elects each year whether to use this
method or to file under the general provisions. However, once the
return for any year has been filed under this method, the election shall
be irrevocablfe, and if the taxpayer files under the general provisions
for any year hlo imay not thereafter elect for such year to be taxed
under the siniplifie( method. Nonresident alien individuals, estates,
or trusts nrre not allowed to use the simplified method,

TPhe following ttl)le takeii from the bill sets out the amount of tax
to be, paid on specified amounts of income:

T'he tax shall be- The tax shall be-

If the gross But not Single fiend of If t li gross But not 8ing,1e Ilend oflumo Is over- over- pnIlaro dof income Is ovor- over-pt ohfad ilorf(uiotr 11'd famil1Y or (niot lleadlfmiyo
oa married of a' married

family) person family) person

$10 $0 $0 1,325-1,3h O 48 0
$760 -77.77O 1 0 130..-- -----1,3760O
$776. 800 2 0 1,376 ... . .. 1 400 62 O
$-00.----------- 825 3 0 1,400.....-... 1,425 65
825 ..... ...... 8M) b 0 421,480 56786 ..0..:.:.--.....875 7 0 1,460 ............. 1, 4756 69 0
76........ ...... W0 9 0 1,476 -1,600 61 0
I9006.10.21 O 1,600-..----- 1,525 63 1
1.-.........-... 9'i0 14 0 1,626 . 1,660 M 2

960-......... 976 160 0 1,660-........ 1,676 68 a
97- 1,000 18 0 1,67.6... 1, h 7678
1,000 . 1,025 20 0 1, ...). ... 1,626 72 6

$1,)25 -... 1,05( 22 0 1,626 ... , . .. 1,650 74 7
1,0b0 . 1,076 24 0 1,860 . -. 1,676 76 9
1,076 ...... ... 1, 10 26 0 1,876.1700 78 11
1,10.0 . -..... 1,125 29 0 1,700 .............. 1,726 80 1i

$1,125 .......-. 1,160 31 O 17. .726 ... 1,760 83 16
$1,160......-. 1,175 33 0 .1,70 -1,775 86 17
$1,175 - 1,200 35 0 1,776 .. . 1,800 87 19
1,200 ... . 1, 226 37 0 1,800-1,825 89 31
1,225 .-..1,2601 39 0 1826 ........ 1,850 91 24
1,20- 1,276 42 0 $1,850 - 1,876 933
1,276 . 1,300 44 0 $1,875 1, 00 96 28
1 ,aM ..............1, 325 46 0 $190 ...... 1, 26 98 s0

rt

9.869604064

Table: [No Caption]
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It the gross
Income is over-

$1,925.... ....
$1,950...........
1,976...
2,000......
2,025......,..
2,050...........
2,075..............

2,100.... ....
,126... .

2,10 ...........

2,175 ........
2,200

,2,25 . .........
2,'260 ..,,,,.X.,.....
$2,275.....
$2,30.....
2,325, ........_.._...
2S,36 ...... Z..:....
2,375 .......~. ....

2,40)0 , .... ..
2,426 ............
$2,450 ...........

But not
over-

1, 9450
1,975
2,000
2,025
2,050
2,075
2,100
2,126
2,160
2,176
2,200
2,225
2,260
2, 275
2,300
2, 326
2, 36
2, 376
2,400
2, 425
2, 460
2,476

The tax shall be-o

3Ingle
person

(not head
of a

family)

100
102
104
106
109
111

113
115

117

122
124
126
128
130
132

134
137
139
141

143
146

Head of
famly or
married
person

32

37
39
41
43

46

48
60
62
84

60
68
60
63
65

67
69

71
73
76
78

If the gross
Income is over-

2,478....... ..-
$2600.525,...........
2,560 ... .... . ..

2,N{...........
2,575.....

2,600.......

,725 ........*......,625.............
2,700............
2,72b

2,775

,776..............
2,800.*..--

2,850.---

2925'........--.-
2,950 ...........

$2,975..............

But not
over-

2,600
2,526
2,650O
2,676

2,600

2,8262
2,660S
2, 76
2,700
2,726
2,760
2, 776
2, 800
2,825
2,850
2, 878
2, 900
2,02t5
2,950
2,975
3,000

The tax shall be-

single
person

(not head
of a

family)

147
150
152
154

1m
168
160
163
165
167
169
172
174
177
180
183
130

8O9
191
194

197

Head of
family or
married
person

so
82
84

89
91
93
96
97
99

102
104
108

10l
110
112
114
117
119

121
123

4. Community income.-Ever since the advent of the income tax,
the disparity in the taxation of income in the community-property
States as compared with that in the non-community-property States
has caused considerable concern. This situation has become more
accentuated as the graduated surtax rates have been increased from
time to time, Married persons in the community-property States
under existing law are able to effect substantial tax savings as com-
pared with married persons in the other States. Remedies for this
inequitable situation have been frequently recommended to the
Congress by the Treasury Department and by various other tax
experts. With the substantial increases in the surtax rates contained
in the bill, these inequities become more apparent and their termina-
tion more desirable.

Consequently, your committee bill provides a method whereby tax-
payers in community-property States are placed on a parity with all
other taxpayers and will pay the same amount of tax as do individuals
similarly situated in the non-community-property States.

9



10 REVIENUE BILL OF 1941

The following table shows the Federal income-tax benefits which
accrue to the earner of income in a community-property State as com-
pared with the earlier of income in a non-community-property State:

Tax on specified earned net incomes

lEarned lot
cMmes

in-

$3,500............
$4,000-------------
$5,0o0 .....

$7, )0.-0 .
$8,(00 ........

$10, 00 . -.

$12,000 ...-.
$15,000 .-- ---

$1 ,0(J....
$20,. ... .....

$25,000.

Tax

Fillnance
Cam-
MIUA*

bill

$186
249
376
521
687
873

1, 079
1,305
1, 817
2, 739
3,819
4,614
6,84

Tax If
equally
(lvi(iLd
between
husband
and wife

$180
234
I130
#41
b67
693
819
965

1,297
1,855
2, 493
2,985
4, 355

Tax sav-
ings in
corn-

munltv-
property
States

..........

$16
45
So
120
180
260
340
620
884

1,326
1,620
2,509

Warned net In-
conies

$30,000......
$50,000.----- ...
$6O, 000.............
$80,000.
$100,000 ..........
150,000
$250.000 ..........
$500,000......
$760,000 .....--
$1.000,000 ... ....-.

$2,00,,000..------
$5,000,000......

It will be noted that an in(lividual with a net income of $10,000
saves $340 Federal; tAx solely by. reason of being a resident of a com-
inunity-property State. An individual with an income of $5,000 saves
$45. An individual with an income of $30,000 saves $3,351, and an
individual with an income of $500,000 saves $28,701.
There tire only a few persons in the community-property States

who (lerive any Federal tax benefit out of the community-property
system. This is shown by the following tables:

Returns filed in community-property States in 1938

Total Corn-

-number mnunit1'- Percentofreturns prove of tow

Arizona-.................20-447 713 3.49
California ......6...................6......... 523 696 22,8859 4.36
Idaho....--.. -.--.....................--..*-..-..--..--..--...-...-- 13,223 411 3.11
Loulslana------------------ ----5------------- ---------- b9,019 3,776 6.40
vtda--.:...... .- 8,9619 339 3. 78

New Merxco ... .... ...-----13,690 68 4.44
Texs-... . . 205,254 13,376 6.62
WashingtonI--...--------------------------- ------------------. 106,472 3,336 3. 13

Total ----------------------------- 950,770 45,417 4.78
1 Includes Alaska.

ANet incowtiae shown on returns filed in community-property States, 1938

Total net Not income,

state Income, all community- Percentreturns property of total
returns

Arizona.......$........................ ..... .... S58,359,000 $6,832,000 12.12
California.1..5..,974, 0.................... 1, N9 ,7, 0 274,429,000 17.48
Idaho ........-.-..........-34 180,000 3,489,000 10,21
Louisiana-.-................-191,U41,000 43,137,000 22.52
Nevada .... .........-....-.-.........-.... ..... 27,989,000 3,712,000 13.26
New MexIco ......................................... .. 39,211,000 5,472,000 10.80
Texas-.........................6......... -83,0 ,000 162,973,000 23.86
Washington I-..............- - - - ------------------------ 275,061, 000 30,776,000 11. 19

1otal _ . .. ............ ........................... 2,877,411,000 630,818.U6
IInclu(1t Alaska.

Source: Statistics of Income 1938.

'Tax
under
F iriarico
Comn
Inittoe

bill

$9,339
20,439
20, F09
39,294
62,704
87,189

167, 659
345, 084
637, 669
732,554

1,522, 539
3,922,624

Tax if
equally
divided
h~th ween
husband
an(l wifo

$5,088
14, 448
19,443
30, 1I3
41,763
72, 973
140,913
316,383
601,823
691, 308

1,460,278
3, 846, 248

Tax sav-
ings In
corn-

munity-
property
States

$3, 351
6,991
7, 0OB
9, 141
10,941
14,210
16, 748
28,701
35, 746
41 240
56, 261
76, 276

9.869604064

Table: Tax on specified earned net incomes


Table: Returns filed in community-property States in 1938


Table: Net income shown on returns filed in community-property States, 1938
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REVENUE BILL OF 1941 11

Comparison of number of community-property return filed in 1938 by net-income
classes to total number of returns filed in the 8 cotmmunity-property States

.PerUnt
Total num- CommunIty- comtnhimty-

Net-Ineome class ber otreturns property property te-
Moed returns turns to total

returns

under $5000. 858, 882 .-.-.O0
$5,000 to6OOO7.,..-89, 30534 43.75
$1O,OOOto$15,00- .,-- 10,907 7,384 67.70
$15,000 to$2000---- 6,461 4,381 67.81
$2.5,(O to .000----.--.--- ---, 3,487 2,3.11. 85
$50,OOt to $I00,000-- 9 f.6
Over $100,000 - 275 151 64.91

Total--.-- - - - 950,770 46,417 4.78

Source: Statisti cs Of IUcomLle, 1938.

Not only does this tax saving benefit only a few individuals in the
community-property States, but, as shown by the following table, less
than 1 percent of the total returs filed in the country represent
com~nunity-prol)erty returns.

Individual returns with net income (excluding fiduciary returns), 198, by sex and
family relationship: nuiriber of returns, net income, and percentages

Returns Net Income

Family relationship _ Amount Pe
Number percent (tIhoubnds Pecet4

Joint returns of husbands, wives, and dependent children,
and returns of either husband or wife when no other
return Is lod .............. ... .....- .. ... 2,888,026 48 60 10, 001, 384 W60

Separate returns of husbands and wives:
Men........-1----.......................1I2,654 2 48 1,53,939 8.5
Women ........ ................................. 153,143 249 693,027 3.71

Heads of families:
Single men and married men not living with wives. . 396,073 6.42 1,040,372 .8&
Single women and married women not living with
husbands. ----------------------------------------- 210, 143 3. 42 472, 994 &. a3

Not beadsoafaiiiies: . .
Single mnen and married men not living witth wives I, 418,385 23.06 2,611,197 13.90
'Single-women and married women not living with

husbands-- ------------9I.I............09,935 14.79 1,717,198 9. W
Community-property returns-------------------------. 43. 417 .74 630 819 2.85

Total, Individual returns with nat inoome .......... 6,150,776 100.00 18,600, 929 100.00

Source: Statistics of Income, 1938.

5. Alimony and separate maintenance payments.-Under the existing
law periodic payments of nlimony or for separate maintenance are
not deductible from the gross income of the spouse making such pay-
ments and are not taxable to the spouse receiving them. Thus, for
example, a-husband is taxed upon his entire income even though- a
considerable amount thereof may be going periodically to his spouse
or to hie former spouse under a court decree or under a written instru-
rnent'incidelnt to a divorce or separation. This situation has resulted
in substantial hardship in certitv c-se§.:; Your committee bill there-
fore provides that periodic payments of alimony or for separate main-
tenance shall, in taxable years beginning after December 31 :1941, be
includible in the gross income of the recipient and shall be deductible

9.869604064

Table: Comparison of number of community-property returns filed in 1938 by net-income classes to total number of returns filed in the 8 community-property States


Table: Individual returns with net income (excluding fiduciary returns), 1938, by sex and family relationship: number of returns, net income, and percentages
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REVENUE BILL OF 1941

from the gross income of the payor. Likewise, in the case of trusts
for the payment of alimony or separate maintenance, the bill provides
that the trust income shall be taxed to the beneficiary, rather than
to the grantor.

II. CORPORATION INCOME AND EXCESS-PROFITS TAXES
1. CORPORATION NORMAL TAX

The existing rate of normal tax applicable to corporate incomes
generally is equivalent to 24 percent. This percentage is the sum of
22.1 and 1.9, the former being the basic rate applicable to net incomes
for taxable years beginning after December 31, 1939, and the latter
being the 10 percent increase over the basic rate of 19 percent, which
was inade applicable by the Revenue Act of 1940 (though subse-
quently increased to 22.1 l)V the SecondTH Revenue Act of 1940) to
taxable years beginning after December 31, 1939. The integration
of the defense-tax rate of 1.9 percent with the basic rate removes
consi(lerahle confusion and at the same time accomplishes the result
of the Holuse bill in making the defense tax permanent.
The existing rates (including the defense-tax rates) applicable to

corI)orate net incomes of $25,000 or u1)der are graduated as follows:
14.85 percent on normal tax net incomes not in excess of $5,000; 16.5
percent on the portion of such net income in excess of $5,000 and not
in excess of $20,000; and 18.7 percent on the excess over $20,000. The
committee bill integrates the defense tax applicabtle to stuel net
incomes and at the same time rouIn(ls themi ofT to 15, 17, and 19
percent, respectively.
These rate. changes require an. appropriate rate change in the, tax

on corporate net incomes somewhat in excess of $25,000. That tax is
the lesser of an amount equivalent to 24 percent of the total net
income anld an amount equivalent to the sunm of $4,250 and 37 percent
of the net income in excess of $25,000. The amount of net income
upon which the tax is the sanm.t, under whichever of these two methods
it is completed, is $38,461.54. The pu)1rp)ose( of this so-called notch
provision is, of course, to avoi(l an a.)rupt ascent from an effective
rate of 17 percent (the tax on a net income of $25,000- is $4,250, or
17 percent) to one of 24 percent.

2. CORPORATION SURTAX

The Housea bill imposed upon corporations a surtax of 5 percent of
the first $25,000 of surtax net income and 6 percent of the balance.
Your committee bill increases these rates to 6 and 7 percent, respec-
tively. As stated in the report of the Committee on Ways and Means,
the surtax is employed as the only means of reaching income from the
large volume of partially tax exempt Federal securities held by corpo-
rations. Of the total amount outstanding, nearly $31,000,000,000,
over 51 percent is held by banks and nearly 20 percent by insurance
companies.
Your committee also made a change in the corporate surtax base,

the purpose of this change being to effect the equitable operation of the
tax. Under the House bill, corporation surtax net income is defined
as the net income minus the credit for dividends received provided
for in section 26 (b) of the Internal Revenue Code. The credit
allowed is 85 percent of the amount of such dividends but is subject

12
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,to the limitation that it may not exceed 85 percent of the adjusted
net income. Adjusted net income, for the purposes of the corporate
income tax, is defined as the net income minus the credit for interest
on obligations 6f the United States and its instrumentalities which is
allowed to an individual as a credit for the purposes of his normal tax.
Inasmuch as such interest is included by the bill in surtax net income
for the purposes of the corporate surtax, it is thought to be in the
interest of the fair operation of the tax to substitute for the limitation
under the House bill a limitation based on the amount of the net
income.

8. EXCESS-PROFITS TAX

Special 10 percent excess-profits tax.-Your committee bill eliminates
the provision of the House bill imposing a special tax of 10 percent
upon the excess of the adjusted excess-profits net income computed
under the income credit over the adjusted excess-profits net income
computed under the invested capital credit.
While in sympathy with the stated objective of the proposed tax-

to reach profits which, though substantially in excess of those of the
base period, escape excess-profits tax by reason of the allowance of
the credit based on invested capital-your committee believes that
it is inconsistent with the fundamental policy of Congress as expressed
in the existing excess-profits tax law. The inconsistency would be
hiore pronounced, in fact, under both the House and the Finance
Committee bills, in view of the fact that both disallow normal tax as
a deduction in determiningg excess profits net income. The effect
of the disallowance upon the excess-profits credit, especially in the
case of the credit computed on the basis of invested capital, is t&
improve the effectiveness of the excess-profits tax and, therefore
correspondingly to reduce the effectiveness of the invested capital
credit aces a relief measure.
The elimination of this special 10-percent tax is also justifiable, in

the opinion of your committee, on the ground that in many cases the
earnings of the base period do not provide the proper measure for the
determination of excess profits in the taxable period. Many circum-
stances may have existed in the base period as a result of which earn-
ings at that tiwie-wevelijuite abnormal. In tfie case of corporations
organized in the first or a subsequent year of the base period, the
average-earnings credit would likewise be entirely inadequate.

IIn the absence of this tax there is no need for the complementary
provision of the House bill under which the disclaimer of credit was
restricted to the invested capital credit.

Corporations mining strategic metals.--Section 206 of the House
bill repeals section 731 of the Internal Revenue Code, a provision
exempting from excess-profits tax income derived from the mining of
tungsten, quicksilver, manganese, platinum, antimony, chromite, or
tin. In striking out this section of the House bill your committee
leaves the existing exemption unchanged.

It was felt that the discontinuance of the exemption would operate
unfairly to corporations which had proceeded in the establishment and
extension of, the mining properties affected. These enterprises, more.
over, have the character largely of emergency enterprises, and the
purpose of the existing provision was mainly to encourage the dis-
covery and production of the metals mentioned. It is conceded that,

S. Repts., 77-1, vol. 4-10
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the production of such metals in normal times is largely in foreign
countries and that after the existing emergency is over their importa-
tion will be resumed.

Reversal of the deductionfor income and excess-proits taxes.-While
your committee bill makes no change in this provision of the House
bill, it is felt that the following explanation taken from the report of
the Comimiittee on Ways and Means relative to this provision may be
of value.
Under existing law, the income tax is allowed as a deduction in the computation
of the oxcoss-profits tax. It seeins unfair to allow that part of the income tax
which is comIputed on income which is not subject to the excess-profits tax to
reduce the excess-profits net income. Canada allows only that part of the income
tax which is computed upon income subject to the excess-profits tax. Under the
World War Act, the excess-profits tax was allowed as a deduction in computing
the normal tax, but the normal tax was not allowed as a deduction in computing
the excess-I)rofits tax. This is also the rule which is now applied by the British.
The tax result in Canada is practically the same as the British rule and our 1918
rule. However, it is believed that the World War rule is much simpler in its
alp)lication. Your committee has, therefore, deemed it advisable to return to
the 1918 rule, and has disallowed thie deduction of income taxes, both ill the base
period anud in the taxable year, in coml)uting the excess-profits tax. The deduc-
tion is allowed ill computing both the normal tax alid the surtax. The effect of
the reversal of the deduction is that the 8-percent credit on invested capital pro-
vided ill the bill is equivalent to a credit on invested capital of 5.6 percent after
deduction 'of the norihal tax slid stirtAx, and the' 7-percent credit on invested
capital is Cquivalelnt to a credit on invested capital of 4.9 percent after deduction
of the normal tax anld surtax.

In lieu, however, of the example contained in the Ways and Means
Committee re ort showing the effect of this provision, the following
example is substituted so as to reflect the changes in surtax rates
made by your committee bill:

Corporation with an excess-profits credit of $10,000,000, either
under the average-earnings or invested-capital method, and a taxable
year's net income of $12,000,000, or $2,000,000 in excess of its excess-
profits credit which it made from defense contracts.

WITHOUT REVERSAL OF CREDIT

Net income -$12,000,000
Less normaled surtax:

Norinl'tax at'24 percent --$2,880,000
Surtax 6 percent on first $25,000 --1,500
7 percent on balance-. . - 838, 250

Total normal and surtax- 3, 719, 750

Not income less normal aid surtax- 8, 280, 250
Excess-profits credit-10,000,000

Excess-profits carry-over- 1. 719, 750

WITH REVERSAL OF CREDIT
Net iconoe-12, 000, 000
Excec-profits credit-10,000, 000

Adjusted excess-profits net income-2,000,000

TAx
First $500,000-254, 000
Balance at 60 percent-900, 000

Total excess-profits tax----1,----154, 000.

9.869604064

Table: WITHOUT REVERSAL OF CREDIT


Table: WITH REVERSAL OF CREDIT


Table: Tax


460406968.9



REVENVUE BILL OF 1941

NORMAL AND SURTAX
Net income-,---- 12,000,000
Less excess-profis tax 1,154, 000

Normal tax net income 10, 846, 000

Normal tax at 24 percent-$2, 603, 040
Surtax 6 percent first $25,000-1, 500
Balance at 7 percent- 757, 470

Total normal andsurtax-3 362, 010
Plus excess-profits tax-1,154, 000

Total tax with reversal of credit-4, 516, 010
Total tax without reversal of credit-3, 719, 750

Increased amount of tax-796, 260
In the above case, it will be noted that without the reversal of

credit this corporation, although it made an excess profit of $2 000,000
out of defense contracts, pays no excess-profits tax and would have a
carry-over credit of $1,719,750 to apply against its excess profits in
the following year, whereas under the reversal of credit it would pay
$1,154,000 excess-profits tax, plus $3,362,101 normal and surtax, or a
total of $4,516 010, or $796,260 more than it would pay without the
reversal of credit.

4. EXCHANGES AND DISTRIBUTIONS IN OBEDIENCE TO ORDERS OF
SECURITIES AND EXCHANGE COMMISSION

Supplement R of chapter 1 of the Internal Revenue Code contains
provisions governing the nonrecognition of gain or loss and the basis
for determining gain or loss upon exchanges and distributions, in
obedience to orders of the Securities and Exchange Commission.
Section 373 of the code contains a definition of such orders, and one
of the limitations under that definition is that the order must be
issued after May 28, 1938, and prior to January 1, 1941. The com-
mittee bill contains a new provision under which the existing period
of issuance is extended to January 1, 1943. The amendment is de-
signed to extend the advantages of the supplement, to exchanges' and
distributions ihi' order for which by th&SSecriticsiaid"E'x"h'agb ton
mission cannot be issued within the limited period provided for in
existing law.

III. CAPITAL STOCK TAX AND DECLARED VALUE ExcEss PROFITS TAX
1. CAPITAL-STOCK TAX

The House bill increased the -capital-stock tax rate from $1.10 ($1
plus 10 cents defense tax) per $1,000 of adjusted declared value to
$1.25, effective for the year ending June 30, 1941. In addition, the
Commissioner of Internal Revenue extended the time for filing: re-
turns and paying the tax for such year until September 29, 1941.
This is the longest extension of time permissible under existing law.
Your committee bill retains the rate provided in theHoursn bill.

In addition, it -authorizes the Commissioner to exterl the titide or
tiling returns and paying the tax for the year ending June 30, 1941,
to not more than 90 days. This will permit an extension of 30 days
beyond September 29, 1941.

15
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Under existing law corporations must declare, this year a capital
stock valuation binding upon them for this year and the two subse-
quent years. Because of the great difficulty under present conditions
in estimating future income, particularly in view of the possible re-
strictions that may result from priorities, your committee deems it
equitable to allow an annual declaration of capital stock value.

2. DECL~ARED VALUE EXCESS-PROFITS TAX

The House, bill makes permanent the 10-percent defense tax as
applliedl to the declhimed value excess-lprofits tax. Here, as in the in-
comie tax, it is felt desirablee to integrate the defense tax into the basic
(lcclare~d value excess-profits rates. Thus the basic rate of 6 percent
becomes 6%o and the 12 percent rate becomes 13Yo. No change in
thie effective rate is accomplished thereby.

IV. ESTATE AND GIFT TAXEIS

rplie, House, bill increased the estate and gift tax rates and made
permianyentA the 1 0-percent defense tax, The, Finance, Committee bill
retains the rate increases but integrates in these basic rates the 10-
*pJereenti (defense tax instead of having it apply as at seJparate computa-
tioni. In adding 10 percent to the estate tax rates in the brackets,
fractions of percenitages have been avoile'd.
* Th following table shows the bracket rates under the House bill
and those. uimmier the Finance Committee bill a-long with the cumnula-
tive tax oni thm higher amount shown in the bnack~et. it slhoulld be
rioted that to the tax as comlutedl under thie house bill the defense
tax add~s 10 pl'erceflt of the amount of the tax so computedl, while
un1der1 the(- Hnlance. Committee bill the defense tax is integated into the
rates shown.

noose 1)111 Finance Comrnittee
bill

?'et. estate Cuinuintive Cumulative
Bracket tax on Bracket tox oil
rate higher rate higher

amount amount

Percent PecetCd
Oto $15000-------------------------- 3 $160) 3 $160
M.f)A)0 to $ 10,0(X . . .. ..... .. ... . . . ... . . .7 SW 7 500
$10),000 to $20,(X) ----------------------- 10 1, 600 11 1, 60)
$20,000 to $34,00)-...................... 13 2,800 14 3,000MOMX) to $t0,X)----------------------- 16 4, 400 18 4,8(X)
$40),(XX to$M6,0(X--------0----- 0, 400 22 7,000
$50,00) to $60,0)------------------23 8, 700 25 0, 5(X
$00,000 to $ 00,000.---------------------- 26 18, 700 28 20, 700
*1](X1,0K0 to$25,t)0027 59, 200 .30 65,700
$250,000O to $500,000-..................... 29 131, 700 32 145,700
$600m,000 to $760,000---------------------- 32 211, 700 35 233, 200
$760,M04 to it (100),000----------------- 34 290, 700 37 325, 70D)
$1,000,000 to ~1$260),i)------------------------ 36 386, 700 .39 423,200
$1,2.60,00 to $1,600,00)-------------------- 38 481,700 42 528,200
$1,60,000) to $2,0(X),(00...................... 41 68, 700 45 753, 200
$2,000,004X) to $260,000-------------------- 46 911, 700 49 998, 20D)
$2,60,000(X to $3,000,000-------------------- 48 1, 151, 700 53 1, 263,200)
$3X,0004)O to $3 ,600,000-................... 51 1, 406, 700 50 1, 543, 200
$3,600,00 to $4,000),000.-------------------- 54 1,670, 700 59 1,838,200
$,04XJ,04)0 to $6,fl000,000-.................. 58 2, 256, 700 83 2, 468, 200
$3,00,000 to $0,(X),000)-------------------- 61 2,800, 700 87 3, 138, 200

$6,000,000 to $7,000),000-------------------- 64 3,506, 700 70 3,838,200
$7,000000 to $8 X,000,000-.................. 66 4, 166, 700 73 4, 568, 200
$8,00(CK)0() to $10,(XX),000-................... 69 5), 540, 700 76 8, 088, 200
Over $10,000,000-...................... 70-....... 77.......
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The following table shows a comparison of the Federal estate tax
burden (before allowance of credit for State death taxes) under
existingg law, the House bill, and under the Finance Committee bill
upon net estates (before exemption) of selected sizes:

Amount of tax Effective rate

Finance Pres. 101(
Commit- I't bIOS
tee bill law I bill

$.00
1, ro
4,800
9,

38, 70(
10 0, 99

166, 700
236, 90
310,900
735, 200

1 8]4, 600
3,111,400
6,067, 800
13,767,4(
2I9,167,4(0
44,J,7, 400
75,367,400

Per-
cetll

0.4
1. 1
2.8
4. 6
10.8
16.0
18.7
20.9
22.9
29.4
37.6
44.3
63.2
02. 7
68.,6
70.6
72. 5

Per-
cent

1.1
2.8
6. I
0.6
19.1
24.9
27.4
29.3
30.8
36.3
44.8
61.3

! 69.
67.6
71.4
72.8
73.8

Finance
Coln-
mittee
bill

Percent
1.0
2. 7
6. U
9. 5

19. 4
26. 2
27.8
29. 6
31. 1
36.8
46. 4
61.9
(60.0
68.8
72.9
74,3
76. 4

Increase in tax over present law

Amount

House
bill I

$330
WC0

2, 640
4, 960
16,010
35, 760
62, 60

66,(; 990
79,310

139, 370
292, 930
420, 310
640,760
971, 190

1, 192,1)70
1, 302, 610
1, 302, 610

Finance
Com-
Mittce
bill

$280
940

2, W0
4, 880
17,040
37, 120
64,360
69, 560
82, 120
147, 200
314,96
466,260
734,300

1,224, 700
1, 765, 680
)2,196,020
)2,836,020

Percent

House
bill I

160.0
160. 0

120.0
107.1
76. 7
66.1
46.6

40.0
34. 7
23.7
10.5
16.8
12.0
7.7
4.4
3. 1
1.8

Finance
Corm-
mit tee

bill

127.3
142.4,
118.2
105.6
78.,7
68.2
48.4
41.6
35.9
25.0
21.0
17.2
13.8
9.8
6.4
5.2
3.9

I Includes the defense tax which is equal to 10 percent of the Federal tax after allowance of the credit for
Shate death taxes (the credit for State death taxes is assumed to be 80 l)ercent of the tax Imposed under the
1926 act).

As under both the existing law and the House bill, the gift tax rates
are fixe(I at three-fourths of the comparable bracket rates of the estate
tax. The following table compares the gift tax rates under the House
bill with those under the Finance Committee bill and shows the
cumulative tax on the higher amount shown in, the brackets. As

und(ler the estate tax, it should be noted here also that the 10 percent
defense tax is added to the tax as computed under the rates of the
House bill, while under the Finance Committee bill the defense tax is
integrated into the rates shown.

Net estate
iwfore

exceimption

$1 (9)AM......
$;l,(XK8).,
¶( ,(HlX).

$W000(H.....$S(NONA)-
$ l(M(,0(-)--
$2,00,000.

$4 ,000,000-

$2,0M00,000--
$4,000,000---

$ I ,00,000.~

$2(X),(0),000.---
$4t),000,000. --.

$100,0(0,090.. -

Present
law I

$22C
66C

2, 2(0
4,' 2t)

21,66(1
63, 780

112,3401
1(17, 310
228, 780
688,000

1,4W,6-0
2,065,140
6, 323, 600

12, 632, 70
27, 391, 82
42,361,380
72, 621,380

house
bill

$650
1, (60
4, 840
9, 570

38, 270
go, 6:30
164, 590
234, 330
308, 090
727, 370

1, 792, 570
3, 075,460
6, 9A, 250

13, 603, 890
28, f83, 890
43, 3, 890
73,823,890
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fao Committee
House bill Fin bilebill

Net gmt Cumulative Cumulative
Bracket tax on Bracket tax on
rate higher rate higher

amount amount

Percent Percent
t$to $5,O ......... 2.25 $112.5 2.25 $112.5
5,000 to$10,000------------------------- - 5.25 37b 5.25 375t10,000(0 $0-,(--- 7.60 1,125 8.25 1,200
20,00 to $3000..........0-..------.-.........9.7b 2,100 10.50 2,250
3OO to$10,000-1........... ......... ...... 12.00 3,300 13.60 3,000
,OO0to$50,000-to------------------------------ 15.00 4,800 16.60 6,250
,000 to 460,O0--------------------------------------- 17.225 6,525 18.75 7,125
,OO0 to$I00,000--------------------- 18.75 14,025 21.00 15,525

100,000 th$260,00P.. .....-. 20.25 44,400 22.60 49,275250,O0130to O,000......................................21.70010,276
rNOl) t $S00 ........*...24.00168,775 26.25 174,90060,000to$10 0,000o I .25.50 222,525 27.75 244,275

1 000 (00 to1 ,250,0-0------...--------------.- 27.00 290,02.5 29.2.5 317,400
1,260,000 to 1,5M0,000------------------28. 50 361,275 31.50 396,150
1,600,000 to 2,000,000------------------.----..-- 30.75 515, 025 33.75 64,900
2,000,0O() to 2,500,000 ....--------....------- 33. 75 683 775 36. 75 748,650
',00,00( to ,000,000 .... ............ 30.00 86: 775 3 9. 75 947,400
3000 t(W)t,00,00-......................... .... .38.25 1,055,025 42.00 1,157,400
3 t ,6000,000.....-......,,..,,.,.,..,_ 40.50 1,257,625 44.25 1,37R, 65(
000,000 to 000,000-- .................. 43. 50 1,692, 525 47.25 1,851,160
,000,000 to$60%,000---------------- 45. 75 2, 160,025 50. 25 2,M33,650
$,000,000 to $7,00000...............0................. 48.00 2, 30,025 52. 60 2,878, 650

7,000,000 to $8...,00.0,.000-,,....... 49. 50 3,125,025 4. 75 3,426, 150
,000 000to 00 ......-----------51.75 4,160,025 57.00 4,56, 150
ver i10,00Q,000..-52--.. . . ... 7...........52.50 ...-.....----b 7.76--------------

V. EXCISE TAXES

1. DISTILLED SPIRITS

Under existing law tfhte tax on distilled spirits (other than brandy)
is $3 per proof gallon and on brandy $2.75. The House bill increased
these taxes by $1, making the distilled spirits tax $4 and that on
brandy $3.75. Your committee bill eliminates this differential between
brandy and other distilled spirits and applies the $4 rate to brandy
as well as other distilled spirits.

2. WINES

The House bill increased the tax on wines containing not more than
14 percent of alcohol from 6 cents per gallon to 8 cents; on wines con-
taininlg more than. 14 percent but not more than 21 percent of alcohol,
from 18 cents to 24 cents; and on Wiines containing more than 21 per-
cent but not more than 24 percent of alcohol, from 30 cents to 50 cents.
Wines containing more than 24 percent of alcohol are taxed as distilled
spirits.

It was pointed out by the Treasury Department that even these
increases were not sufficient to bring the tax on wines to a comparable
basis with the taxes on other alcoholic beverages. Consequently,
your committee recommends that the 8-cent rate be increased to 10
cents, the 24-cent rate increased to 35 cents, and the 50-cent rate
increase(l to 65 cents. Likewise, the rate of 4 cents for each one-half
pint of champagne and sparkling wine, provided in the House bill, is
increased to 7 cents, and the rate on artificially carbonated wine and
on liqueurs and cordials is increased from 2Y cents to 3% cents per
one-half pint.

9.869604064
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3. ADMISSIONS TAX

Under existing law amounts paid for admissions of less than 21
cents are exempt from the tax on admissions. The House bill reduced
the exemption to amounts of less than 10 cents. Your committee bill
eliminates this exemption entirely. In addition, the tax rate provided
in the House bill of 1 cent for each 10 cents or fraction thereof of the
amounts paid for admission has been replaced by the following
schedule of rates:
If the amount charged Is-- The tax shall be-

Not over 10 cents-1 cent.
Over 10 cents and not over 15 cents-2 cents.
Over 15 cents and not over 20 cents- 3 cents.
Over 20 cents and not over 25 cents 4 cents.
Over 25 cents and not over 35-cents- 5 ceits.
Over 85 cents and not over 40 cents-6 cents.
Over 40 cents and not over 45 cent-7 cents.
Over 45 cents and not over 50 cents-8 cents.
Over 50 cents-15 percent of the amount

charged; fractions of 4
cent or more shall be in-
creased to I cent
smaller fractions shall
be disregarded.

Under existing law in the case of persons admitted free or at reduced
rates, a tax based on the established charge applies, except when the
person admitted is a bona fide employee, municipal officer on official
usimess, or a child of less than 12years of age. The House bill

extends this category to include menmbers of the armed forces of the
United States and of the Civilian Conservation Corps when in uniform.
Because of the practice now generally followed by many motion-

pictures theaters of admitting high-school-age boys ai d irls at reduced
rates, the above limitation of 12 years of age has been increased to 18
years by your committee bill. TIRus, with respect to persons under
18 years of age, as well as tile other persons above described, the tax
is based upon the amount actually paid andl not upon the established
Price.
The House bill strikes from existing law all classes 4f exemptions

from the admissions tax except that based only upon the amount paid.
Your committee bill restores the exemption of admissions to agricul-
tural fairs and to certain concerts conducted by civic or community
membership associations.

1

4. CABARET, ROOF GARDEN, ETC., TAX

While your committee has made no change in the Houise bill with
respect to this tax, it feels that it may be desirable to clear up a mis-
understanding which has arisen regarding the right of the operator of
a cabaret, roof garden, or similar establishment to pass on to the
patrons the amount of the tax paid. As is the case with respect to
all other excise taxes imposed by the Federal Government, the law
imposes no restriction upon the extent to which such taxes may be
passed on in the price of the goods sold or in the payment for services
rendered.

19
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6. TAX ON TELF.PHONE, TELEGRAPH, AND CABLE MESSAGES AND SERVICES

Under existing law, telephone, telegraph, and radio or cable messages
are taxed in separate categories and at separate rates. The House
bill consolidates these items and applies to the charge for such mes-
sages at tax of 5 cents for each 50 cents or fraction thereof where thoe
clhrge is more than 24 cents.
Your committee bill leaves the tax on telephone and radio-telephone

conversations ais above described, but on telegrnph, cable, or radio
messages imposes, in lielu of the above rates, a tax of 10 percent of
the amount clhairged.
The IHouse 1ill continued the present rate of 5 percent 11upon leased

wire or talking circuit special service but ad(led to this category
certain wire and equipment services such as teletypewriter service,
burglar-alarm service, news-ticker service, stock-quotation and
information services. Your committee bill places leased wire' tble-
typewriters, or talking circuit special service ill one category 'nd
increases th(e tax oln thel amounts paid therefor from 5 to 10 percent.
It leaves in effect the 5-percent r'ate with respect. to other wire and
equipment services such as stock-quotation and information services,
but specifically excludes news-ticker services where a general news
service similar to that contained in the public press is furnished.
Likewise, amounts paid for burglar- or firo-alarm services are exempted.
The House bill imposed a tax of 5 percent upon amounts pai(l by

subscribers for local telephone service. The committee bill increases
this rate to 10 percent.

6. TAX ON SOFT DRINKS

The House bill contains at tax on bottled soft drinks of one-sixth
of a cent per bottle onl bottles to be sold at retail for less than 10 cents
per bottle and at corresponding rates on bottles to sell for more than
10 cents. Similarly, taxes were imposed upon finished or fountain
sirups and upon carbonic-aci(l gas. It was demonstrated to your
committee that these, taxes would prove a serious hardship upon'
l)ottlers, particularly the smaller ones, and that the margin of profit
inl many cases wats less than the tax which would have to be absorbed.
A tax reduced to a point, where it could be absorbed safely would

produce very little revenue but would impose the same administrative
biirden as the tax tit the higher ra.te. Consequently, your committee
has stricken this tax from the bill.

7. TAX ON ELECTRIC, GAS, AND OIL APPLIANCES

Thlle House bill imposes a tax of 10 percent upon the manufacturer's
sale of electric appliances. It was pointed out that the exclusion of
gas and oil water heaters and cooking appliances created an unfair
competitive situation. Consequently, these gas and oil appliances are
included in the taxable category and are taxed at the 10-percent rat0.

8. WASHING MACHINES

The House bill lays a 10-percent tax upon the manufacturer's sale
of washing machines of the kind used in commercial laundries. Your
committee bill applies this tax with respect to all washing machines.

20
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9. ELECTRIC LIGHT BULBS

Your committee has placed a tax of 10 percent upon the manu-
facturer's sale of electric light bulbs.

10. RETAILERS EXCISE TAXES

In connection with the consideration of these taxes, it was brought
to the attention of your committee that serious competitive situations
might arise whore some sellers of toilet preparations, furs, or jewelry
might advertise or otherwise represent that the price for which these
articles are to be sold does not include the tax. Consequently, a
provision has been inserted imposing a penalty of not more than $1 ,000
upon any person who in connection with the sale or lease of furs,
jewelry, or cosmetics makes any statement intended or calculated to
lead any person to believe that the price of such article does not include
the tax.

11. TAX ON THE TRANSPORTATION OF PERSONS

No change is made in this tax as contained in the House bill except
to exempt amounts paid for transportation of not more than 1 cents
per mile applicable to round-trip tickets sold to soldiers, sailors, ma-
rilles, and members of the Coast Guard when in uniform and traveling
at their own expense.

12. TAX ON COIN-OPERATED AMUSEMENT AND GAMING DEVICES

The House bill places a special tax of $25 per year upon each coin-
operate(l amusement or gaming device maintained for use on any
premises.
Your committee divides these devices into two categories. Upon

so-called pinball or other amusement devices operated by the insertion
of a coin or token, the tax is reduced to $10 per year. Upon so-called
slot machines, however, the tax is placed at $200 per year.

18. INSTALLMENT SALES

Where any article subject to a manufacturers' excise tax is sold
un(ler an installment sale contract before the effective date of part
IV of this bill, and delivery is made before such date the tax a pli-
cable to the installments after such date shall be at tie rate in force
prior to such date. As a result, the new taxes imposed by this bill
or the increases in existing taxes are not applicable to such installments.
A similar rule is made applicable with respect to the new retail taxes

imposed by the bill.
14. OUTDOOR ADVERTISING

The committee eliminated from the House bill the section imposing
a special tax on persons maintaining or controlling the use of bill-
boards for outdoor advertising. The tax, an annual levy, was gradu-
ated on the basis of the advertising space area of the billboard.

In the opinion of the committee this tax would entail adminitra
tive expense and difficulties incommensurate with its. value as a
revenue producer. It is believed also that if such a tax were to be
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imposed it would be desirable to provide for an exemption of billboards
the use of which is donated to the Federal Government for the purpose
of aiding it in recruiting for the military and naval forces and in the
sale of its securities. It is regarded also as a tax regulatory in some
degree of a matter which might preferably be left in the hands of
State and local authorities.

16. RADIO BROADCASTING STATIONS AND NETWORKS

The tax imposed by the House bill on persons operating radio
broadcasting stations or engaging in net work broadcasting has been
stricken out. The reasons in consideration of which the Ways and
Means Committee recommended and the House adopted the tax are
recognized as having considerable force, but it is believed that the
peculiar characteristics of this possible source of revenue require
careful study before either the proper basis or rate of tax can be
satisfactorily determined. It is the opinion of the committee also
that the tax imposed by the House bill would operate with some un-
justified discrimination against this particular form of advertising.

16. COCONUT OIL

The committee added to the House bill a section amending chapter
21 of the Internal Revenue Code by adding at the end thereof a new
section, numbered 2483, which provides under certain limitations
that the processing tax provided for in that, chapter collected with
respect to coconut oil wholly of the production of Guam or American
Samoa or produced from materials wholly of the growth or production
of those islands shall be held as separate funds and paid into their
respective treasuries. The collections affected are those made after
the date of the'enactment of the. bill.
The provision is similar to an existing provision, section 2476 of the

Internal Revenue Code, governing the disposition of collections from
the processing tax on coconut oil wholly of Philippine production or
produced from materials wholly of Philippine growth or production.

VI. NONESSENTIAL, FEDERAL EXPENDITURES

This amendment establishes a committee to investigate non"
essential Federal expenditures. The committee is to be composed of
(a) three members of the Senate Committee on Finance and three
members of the Senate Committee on Appropriations, to be apd
pointed by the President of the Senate; (b) three members of theli llse CommittOe on Ways and Means, and three members of the
House Committee on Appropriations, to be appointed by the Speaker
of the House of Representatives; and (e) the Secretary of the Treasury
and the Director of the Bureau of the Budget. It shall be the duty of
such committee to make a complete study and investigation of all
expenditures of the Federal Government with a view to recommending
the elimination or reduction of all such expenditures deemed to be
nonessential. The committee shall report to the President and to the
Congress the result of its study together with its recommendations
at the earliest practicable date. It is given the authority and powers
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commonly given to similar committees of the Senate and will operate
under an appropriation not to exceed $10,000.

Paralleling this action, your committee also adopted a committee
resolution calling upon the Director of the Budget, under the Budget
and Accounting Act of 1920, to submit to the chairman of your com-
mittee a report showing how nondefense and nonessential budget
items may be reduced bay alternative totals. of (1) $1,000,000,000;
(2) $1,500,000,000; (3) $2,000,000,000. Such report would be avail-
able not only to the appropriate committees of the House and Senate
but to the committee established under this amendment, The action
of your committee in this respect is in line with repeated recommenda-
tions of the Secretary of the Treasury before both the Committee on
Ways and Means of the House and your committee.

DETAILED DISCUSSION OF THE PROVISIONS OF THE BILL
TITLE I-INDIVIDUAL AND CORPORATION INCOME TAXES

SECTION 101. SURTAX ON INDIVIDUALS
Under the House bill, the surtaxes apply upon the entire surtax net

income and hence the exemption from surtax of the firpt $4,000 of
surtax net income found in existing law is abolished. The lowest
surtax bracket rate is 5 percent as compared with 4 percent under
existing law. The surtaxes are increased in all brackets up to $750,000
and from that point the rates of existing law are retained. While the
rates attributable to surtax net income in excess of $750 000 are not
increased, surtaxes payable by taxpayers in these upper brackets are
increased by reason of the higher rates in the lower brackets.
Under the bill as reported by your committee, further increases in

the surtax rates are made as the result of the integration of the defense
tax and the surtax rates. The lowest surtax bracket rate is therefore
6 percent as compared with 5 percent under the House bill and the
rates on income in excess of $750,000 are likewise increased, the
highest rate being 77 percent as compared with the 75 percent con-
tained in existing law and in the House bill.

SECTION 102. OPTIONAL TAX ON INDIVIDUALS WITH CERTAIN GROSS
INCOME OF $3,000 OR LESS

Section 102 of the bill adds to the Internal Revenue Code a new
supplement designated "Supplement T" and comprising sections 400
to 404, inclusive. No comparable provisions are contained in the
House bill.
Section 400 of Supplement T imposes a toi upon individuals whose

gross income is $3,000 or less and consists wholly of salary, wages,
compensation for personal services, dividends, interest rents, annui-
ties, or royalties. The tax is imposed at the election of the taxpayer
and is in lieu of the tax imposed by sections 11 and 12. If the tak-
payer's gross income exceeds $3,000 or if he has income from any
source, or of any class, other than those specified in section 400,he
may not avail himself of the election. --For instance, the section is
not available to a taxpayer who has income from the conduct of a
business, Or from, a partnership or trust, or who 'has realized gain
from the sale or exchange of property. If a husband and wife file
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sc')arate returns under the. section, the limitation of $3,000 applies tc
tLie gross illCoIme of each; if they file a joint return, the limitatior
aPp)lies to the combined gross income of tle spouses.

Thllie amount of the tax imposed on specified amounts of gross income(
is determined by reference to the schedule set forth in section 400, a
duiplicatte of which will I)e printed on the reverse of the form. pres-
cribed for making a retturn of the tax under such section. Gross
inconie;s are grotipJed in blocks of $25 withi the samne tax payable for
all inlcomies falling within the( particular block. Tlle tax imposed is
the amount appearing in coltimn 3 or 4 opposite the particular block.
If the taxpayer is a single person who is not the head of a family, the
tax imln)osecd is the amount set forth in column 3. If the taxp)ayer is
the hend of a family or at married person, the tax imposed is the amount
set forth in colimnn 4. If a taxpayer has one or more dependenits, he
merely subtracts from his gross income $400 for each such dependoletit
and finds the block in which falls the reduced amount.
The amount of the tax imposed in the various blocks is the average

of the tax inmpose(d by sections I11 and 12 on thel lover and upper
limits of thle blocks, reduced by 10 percent as an allowance in lieu of
deductions from gross income. Tphe schedule takes into account a
personal exemption of $750 for a single person ald $l1,500 for a married
person or the head of a family, the same as allowed by section 25 in
respect1 of the tax imposed by sections 1t and 12.

Section 401 prescribes certain rules to be observed in the application
of the sciledlule set forth in section 400. Trpc section states that only
a mairrnied person living with husband or wife is to be dleaened a "mar-
ried person" for the purposes of Supplement T, and specifically defines
a independentt." For the purposes of this.Supplement, the status of a
taxplaer as a marriedei person," "head of a fainily," or "dependent"
is to l)e determined as of the- last day of the taxable year. Conse-
quently, the provisions of section 25 (b) (3) relating to the apportion-
ment of the plersonal exelnlption and credit for dependents by reason
of a change of status during the taxable year have no application in
ascertaining the amount of the tax un(ler section 400. Thus, if a
taxpayer lihts oni the last (lay of the taxable year a dependent within
the mnetning of the definition contained in section 401, lie is entitled
to re(luce his gross income( by $400 in order to ascertain thel amount
of tax, atnd it is immaterial that theo dependent may have occupied
such status for only a portion. of the taxable year.

Section 401 provides that if a husband an( wife living together file
separate returns under section 400, each shall be treated as a singlo
person. Thus, in effect, each receives the benefit of one-half the
personal exemption allowed a husband anld wife. If they file separate
returns anld one spouse elects to be taxed under section 400, such
s1)ouse is tixe(l as a single person aud in effect receives the benefit
of one-half the personal exemption allowed a married person. The-
personal exemption and credit for dependents of the spouse who
does not elect to be ta.,xed under section 400 is determined under the
provisions of section 25 (b) and is riot governed by his status on the
last day of the taxable year. Under the provisions of section 25 (b),
as amended by section 111 of the bill, sueh spouse will be allowed for
that portion of the taxable year during which he occupied the status
of a married person living with husband or wife one-half of the personal
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exemption allowed a married person for such portion of the taxable
year.

Por example, H, a widower having two dependents, marries W, a
single person, on July 1, 1941. For the calendar year 1941, they filed
separate returns and W elects to be taxed under section 400. W is
taxed as a single person and, since she receives the benefit of a $750
exemption, she in effect receives tihe benefit of half the marital ex-
emption of $750 for the second half of the year by reason of her status
oin the last day of the taxable year. H-I, wvho is taxed tinder sections
11 and 12, is subject to the provisions of section 25 (b) (3) requiring
an apportionment of the personal exemption and credit for dependents
bv reason of a change of status during the taxable year. H qualifies
as the head of a family for the first 6 months of the taxable year and
ts a. married person living with husband or wife for the last 6 months.
Accordingly, his personal exemption is six-twelfths of $1,500 for the
first half of the year plus six-twelfths of $750 for the second half, or
$1,125. Inasmuch as his status as the head of a family arises from
the fact that lie maintained a home for two dependent children, the
credit for one of such dependents for the first 6 months of the taxable
year is disallowed. He is therefore entitled to a credit for one de-
pend(lelt for the first 6 months and a credit for two dependents for
thle last 6 months. His credit for dependents is therefore $600.
Section 401 also provides that a married person who is not the head

of i family and is not living with husband or wife on the last day of the
taxable year shall be subject to the tax imposed upon a single person.
An election to be taxed under section 400 can be made only by

affirinative action of the taxpayer. Section 402 provides that the
election to be taxed under section 400 shall be made by filing a return
for the taxable year on the form prescribed for making a return of the
tax under this section. Such an election once made is irrevocable.
Consequently, such election may not be changed by an amended
return. Moreover, if for any taxable year the taxpayer makes a
return without regard to this supplement he may not thereafter elect
for such taxable year to have his tax computed under this supplement.
If the taxpayer fails to file a return for the taxable year and the Com-
missioner or the collector makes a return under the authority of
section 3612, such return shall be made without regard to the pro-
visions of this supplement and the taxpayer shall be deemed to have
lost his right to make an election for the taxable year under this
supplement.

Section 403 provides that the provisions of section 31 (relating to
foreign tax credit) and section 32 (relating to taxes withheld at source)
shall not apply with respect to the tax imposed by Supplement T.
This provision is necessary in the interest of simplicity. if substan-
tial amounts of either such credit are involved, the taxpayer should
make his return under the general provisions of the statute.
Section 404 provides that Supplement T shall not apply to a non-

resident alien individual, or an estate or trust. This provision is also
necessitated in the interest of simplicity. Such taxpayers are subject
to special provisions of the statute that are not readily adaptable to
the method of taxation employed in Supplement T.
Section 102 (b) of the bill amends sections 11 and 12 of the code to

include cross-references to section 400.
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Section 102 (c) of the bill amends section 4 of the code to insert
references to Supplements S and 'r.

SECTION 103. CORPORATION DEFENSE-TAX RATES INCORPORATED IN
RATE SCHEDULE

Section 1 03 of the House bill inakes permanent the defensee tax
inipos('(l by section '15 of the Internal Revenue Code. as a(dlded by
section 201 of tlie Rievenue Act of 1940.

Section 103 of the bill fls reportC(l by yoir committee integrates the
(efense-tax rates with the rates )rovildel in sections 13 (b) (1) and (2)
of the code. Under the bill the} permnanenrt normal tax rate applicable
to corI)orations not, entitle(I to the special treatment provided for
small corl)orations is 24 percent, an(l is thus tire same as un(ler existing
law inclu(Iing the defense tlax. rpile rates of tax ap)plicable to corporat-
tions having normal tax nett incoine of $25 000 or, Iess are as follows:

Percent
First $5"),000-15
,Next$1,5),000-17
NNt, $5,000-19

Tll( tilternative tax in the case of corporations the normal tax
net inicomie of which is slightly in excess of $25,000 is $4,250 p)11s 317
percent of the normal tax net income in excess of $25,000. Under
tIis provision the full tax rate of 24 pereent, does not become effective
until the normal tax net' income, of the corporation reaches $38,461.54.
Integration of the (d(fenlse-tlx rates ailed the normal tax rates causes
tlie (louIble notch provision found in existing law to disappear.
There is a corresponding integration of the defense tax with the

MOnI':'] taix(es on resi(lent. foreign corporations and on mutual inlvest-
rinlmit companiese, 1 l(1 with the surtax on corporations improperly
aecuniula t ing surplus.

SEC(riON 104. SURTAX ON COPOTROATIONS ANI) TERMINATION OF
I)EFENSE TAX

Section 102 of the House bill, adding section 16 to the lnternal
Revenue, Code, imposes upon all corporations (including insurance(
comippnniies), except nonreSi(Jent foreign corporations and mutual
invest orient comltpanies (thel latter being later (lealt with in the section),
a suartax of 5 percent upon the first $25,000 of corporation surtax net
income indI 6 percentit upon the excess of sucth income over $25,000.
Comnplemenitary amendments are mande to sections 104 (b), 231 (b)
25 1 (c) (1), and 261 (a). Corporation surtax net income is defined
ats net income minus the credit for (lividenids I'ecCived provided. in
section 26 (b) nn(l thIus includes interest on partially tax-exempt
securities in the tax base. Such section also imposes urpoIn Intual
investment companies a surtax 111)011 sulpplement Q surtax net income
of suIch companies- at rates correspon(ling to those imposed upon
corporations generally.

Section 104 of the bill as reported by your committee corresponds
to section 102 of the Hnouse bill and, in add(lition. terminates the defense.
tax, the defense-tax rates being integrated with the other income taxes
in other sections of the bill.

26

9.869604064

Table: [No Caption]


460406968.9



REVENUE BILL OF 1941 2

In lieu of the surtax rates contained in the House bill, the bill as
reported by your committee provides a surtax of 6 percent on the first
$25,000 of surtax net income and 7 percent on the remainder. Since
the credit for interest on partially tax-exempt Government securities
is not allowable in computing surtax net income, the bill as reported
by your committee also provides that, for the purposes of the surtax,
the dividends-received credit shall be limited to 85 percent of the net
income rather than 85 percent of the adjusted net income.

SECTION 105. TAX ON NONRESIDENT ALIEN INDIVIDUALS

This section corresponds to section 104 of the r.eouse bill, which
increases the rate of tax on nonresident alien individuals to 25 percent.
Such rate has beeni increased to 272 percent, thereby integrating the
1o-perceit defense tax with sclh tax. This section also amends section
211 (c) of the Internal Revenue Code by changing to $23,000 the
figure at Which a nonresident alien individual becomes subject to the
full normal and surtax rates. Such figure represents the approximate
point at which, under the provisions of the bill, an effective rate of
27N percent is reached.

SECTION 106. TAX ON FOREIGN CORPORATIONS

Section 231 (a) of the Internal Revenue Code, amended by section
105 of the House bill so as to increase the rate of tax on nonresident
foreign corporations from 15 to 25 percent, is further amended so as
to integrate the defense tax by increasing such rate to 2734 percent.

SECTION 107. WITHHOLDING OF TAX AT SOURCE

This section is the sanie as section 106 of the House bill, which pro-
i(dvs for withholding of the tax tit the source (by means of which the

tax in the case of nonresident aliens is ver largely collected) at the
rate of 27M4 percent install of 16)f percent under existing law. The
rate of 27'S percent represents the rate of tax imposed by section
211 (a) (1) (A) after its amendment by section 105 of the bill. The
increase(l rates of withholding will not go into effect until the tenth
(lay after the enactment of the act in order to afford a reasonable
period within which withholding agents will be informed of the higher
rates applicable to payments made to nonresident aliens or nonresi-
dent foreign corporations.

SECTION 108 (TREATY OBLIGATIONS) AND SECTION 109 (REDUCTION
IN PURSUANCE OF TREATIES OF RATES OF TAX AND WITHHOLDING
ON NONRESIDENT ALIEN INDIVIDUALS RESIDENT IN, AND CORPORA-
TIONS ORGANIZED UNDER LAWS OF, WESTERN HEMISPHERE COUN-'

'I'Tlese sections are the same as sections 108 and 109 of the House
bill. Section 108 provides that no amendment made by this title
shall apply in any case where its application would be contrary to
any treaty obligation of the United States. Section 109 authorizes
re(1 action by treaty in the rate of taxation and of withholding with
r(sp)ect to dividends derived from sources within the United States

27



REVENUE BILL OF 1941

by nonresident foreign corporations organized under the laws of any
country in North, Central, or South America, or in the West Indies,
or of Newfoundland.

SECTION 110. DEFENSE TAX RATES ON PERSONAL HOLDING COMPANIES
AND TRANSFERS TO AVOID INCOME TAX INCORPORATED IN RATE
SCHEDULES

TLiis section corrcsponds to section 109 of the hotse bill, which
amen(Is section 500 (b) alnd section 1250 (b) of the Internal Revenue
Code in order to matikoe(,permanent the defense taxes imposed by sulch
sections on personal holding companies and on transfers to avoid
income tax. Th3e bill as reported by your committee repeals these
sections, and the taxes imposed by them are integrated with the
tax on personal holding companies and the tax on transfers to avoid
income tax.

SECTION 111. PERSONAL EXEMPTION

This section, for which there is no corresponding provision ill the
Houise bill, anell(ls section 25 (b) (1) by lowering the personal exemp-
tion of married )('ISsons from $2,000 to $1,500 and the personal exemp-
tion of single persons from $800 to $750. The section also amends
section 214 of the Internal Revenue Code (relating to personal exemp-
tion of nonresident alien individuals) and section 251 (f) of the Internal
Revenue Code (relating to personal exemption of citizens entitled
to the benefits of section 251) by striking out $800 and inserting in
lieu thereof $750 in conformity with the changes mrade in section
25 .(b).

This section further amends section 25 (b) (1) relative to the
personal exemption of a married person whose spouse files a separate
return under Supplement T, added by section 102 of the bill.

SECTION 112. RETURNS OF INCOME TAX

In accordance with the change in the personal exemption made by
section 111 of the bill, this suction amends Sc( tion 51 (a) of the Internal
Revenue Code to require a return in the case of any individual whose
gross income is equal to or in excess of the personal exemption as
reduced by ect on 111. Thus, a r. ti rn is requited from any individual
who is inglo or married but not living with lisbaiid or wife if his gross
income is $750 or over, and from a married individual living with
husband or wife if having a gross income of $1 ,500 or over if the other
spouse has no gross income, or having a gross income together with the
other spouse of $1,500 or over.
A similar change has been made with respect to fiduciary returns

and with respect to the amount of payments to individuals which
requires an information return from the payor of the income.

SECTION 118. CREDIT FOR DEPENDENTS

This section is the same as section 110 of the House bill which
amends section 25 (b) (2) of the Internal Revenue Code relative to
the credit for dependents.

In the case of the head of a family or a married person living with
husband or wife, the 'existing law provides as a credit against net
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income a personal exemption plus $400 for each dependent other
tlhan husband or wife. Under these provisions, a married person
living with husband or wife and having no dependents receives as a
maximum credit the personal exemption. On the other hand an
unmarried person maintaining a home for a person who also qualifies
as a dependent may receive in addition to the same personal exemption
a credit for $400 for such dependent. The proposed legislation
disallows the credit for one dependent in cases where the taxpayer's
status as head of a family is occasioned solely by the existence of one
or more of such dependents. The amendment will not affect any case
except one in which the taxpayer occupies the status as head of a
family solely by reason of the existence of a person for whom be
is also entitled to the credit for a dependent. For instance, it will not
operate to reduce the credit in the case where a widower is maintaining
a home for two children, only one of whom qualifies as a dependent.
In such case, the status as head of a family is not occasioned solely
by existence of the child in respect of whom the credit of $400 is
allowed and consequently the taxpayer may be entitled to the personal
exemption allowed the head of a family plus the $400 credit, the same
as under existing law.

SECTION 114. NON-INTEREST-BEARING OBLIGATIONS ISSUED AT
DISCOUNT

This is the same as section II1 of the House bill and provides that
any taxpayer who owns any non-interest-bearing obligations issued
at a discount and redeemable for fixed amounts increasing at stated
intervals and who, under the method of accounting used by him in
computing his net income, is not permitted to report the increment in
value of such obligations as it accrues, may, at his election, treat such
increment in value as constituting income to him in the year in which
it accrues rather than in the year in which the obligations are disposed
of, redeemed, or paid at maturity. Under existing law a taxpayer
on the accrual basis who owns, for example, non-interest-bearing
United States defense bonds is required to report the increment as it
accrues, whereas a taxpayer on the cash basis who owns such defense
bonds is required to treat the entire increment in value as being
income received in the year of redemption or maturity. Therefore,
with respect to such non-interest-bearing United States defense
bonds, the effect of this section is to extend, at the election of the
taxpayer, the accrual method to a taxpayer on the cash basis, but only
for the limited purpose of reporting the increment in value of such
bonds as it accrues.
The election provided for in this section must be made in the tax-

payer's return, and may be made for any taxable year beginning after
December 31, 1940. When so made with respect to any obligation
the election shall apply also to all obligations of the type described
in this section owned by the taxpayer or thereafter acquired by him.
The elec ;ion applies to the taxable year for which such return is filed
and is binding for all subsequent taxable years unless the Commis-
sioner permits the taxpayer, subject to such conditions as the Com-
missioner deems necessary, to change to a different method of report.'
ing income from such bonds. Although the election, once made, is
binding upon the taxpayer, it would not apply to a transferee of such

B. Repts., 77-1, vol. 4--17
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taxpayer. For example, A, on the cash basis buys non-interest-
bearing United States defense bonds in 1942 and elects in his return
for 1942 to treat the increment in value as being income to him as it
accrues. In 1943 A dies and bequeaths such bonds to B, who is also
on the cash basis. B is not bound by A's election but he may, if he
so desires make an election under this section with respect to the
increment in value accruing after the acquisition of such bonds by him.
If B had previously made an election under this section, such election
would apply to the bonds acquired from A.

In any case in which an election is made under this section, the
amount considered to accrue in any taxable year to which the election
applies is measured by the actual increases in the redemption price
occurring in that year. Such amount shall not be considered to accrue
ratably between the dates on which the redemption price chaneS.
Thus, if two dates on which the redemption price increases fall witCn
the taxable year and if the redemption price increases in the amount
of 50 cents on each such date, the amount deemed to accrue in that
year would be $1. The preceding sentence, however, is subject to
an exception in the case of the first taxable year to which the election
applies. If at the beginning of the first taxable year to which the
election applies the taxpayer owns non-interest-bearing bonds of the
prescribed character acquired prior thereto, he is required to report in
such year, in addition to the increases in the re(lfemption price actually
falling within that year, the total of the increases in such price occur-
ring between the date of acquisition and the beginning of such year.
Accordingly, if a taxpayer on the calendar year basis makes an election
under this section for 1944 and if the bonds have been issued to the
taxpayer on June 1, 1941, he would be required to include in his gross
income for the taxable year 1944 the total of the increases in the
redemption price of such bonds occurring between the acquisition on
June 1, 1941, and December 31, 1944.

SICTION 116. SHORT-TERM OBLIGATIONS ISSUED ON DISCOUNT BASIS

This section, which was not contained in the House bill, provides
that the issuing discount on certain short-term Federal, State, and
local government obligations issued on a discount basis on or after
March 1, 1941, shall not be deemed to accrue until such obligations
are paid at maturity, sold, or otherwise disposed of, and that such
obligations shall not be treated as capital assets. An obligation may
be issued on a discount basis even though the price paid exceeds the
face amount. Thus, although the Second Liberty Bond Act pro-
vides that Treasury bills of tlhe United States shall be issued on a
discount basis, tile issuing price paid for a particular bill may, by
reason of competitive bidding, actually exceed the face amount of
the bill. This section eliminates the necessity for making an allocsa.
tion between interest and capital gain or lows and will have particular
applicat ion in the case of Treasury bills of the United States issued
after March 1, 1941, which are made taxable by section 4 of the
Public Debt Act of 1941.
The requirements of existing law with respect to Treasury bills-

issued on or after March 1, 1941, impose on taxpayers the duty. of
making burdensome computations. The portion of the gain attribu4.
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table to the original'discount on such bills is considered as interest and
the remainder is treated as a capital gain. Thus, where such a bill
is sold by the original holder for an amount in excess of the purchaseprice plus the issuing discount accrued to the date of sale, location
to interest and capital gain is required. In the case of a loss resulting
from the sale of such a Treasury bill, the loss is treated as a capital
loss and must be segregated as such. Being a short-term capital loss,
it is allowable only to the extent of shprt-trrn capital gains. Mlore-
over, the existing rule that the original discount on Treasury bills
accrues ratably over the entire life of the bills requires each successive
taxpayer holding a particular bill to ascertain the issuing discount in
order that he may determine the amount of such discount which is
treated as accruing during the period for which he held the bill.
Under this section a person who sells a Treasury bill issued on or

after March 1, 1941, or has it paid at maturity, would need only to
compare the sales price, or the amount paid at maturity, with the
purchase price or other basis and account for the net gain or loss. In
such case there would be two different elements, that is, interest
(original discount) and ordinary gain or loss, but since no special
treatment is accorded such gain or loss, allocation would be unneces-
sary. Only the net gain or the net loss need be taken into account.
For example if a $1,000 90-day bill is issued for $994 and the original
purchaser sells it at the end of 60 (lays for $990, he need report only
$3 as or(linary income, although there are $4 of accrued discount and
II $1 loss. Under existing law lie would be required to report the $4
discount as interest and the $1 loss as a short-term capital loss.
Inasmuch as the gross income of life-insurance companies is limited

to interest, dividends, and rents, these companies will still be required
to make an allocation in respect of obligations of the prescribed char-
acter any part of the discount on which is considered as interest.
But, as most of the funds of life-insurance companies is invested in
lonig-term obligations, the problem of allocation in this field is not
serious.
This section is applicable to taxable years ending after February

28, 1941.

SECTION 116. INFORMATION RETURNS WITH RESPECT TO FEDERAL
OBLIGATIONS

This is the same as section i12 of the House bill.
As a consequence of the elimination of tax exemption with respect

to Federal obligations brought about by the Public Debt Act of 1941,
section 116 of the bill repeals, prospectively, section 147 (d) of the
Internal Revenue Code, which made inapplicable to interest on obli-
gations of the United States those provisions of law relating to secur-
ing information at the source, Section 116 also makes a comple-
nenItary amendment to section 147 (b), Such amendments will
enable the Commissioner to `prescribe regulations re, uirin; such
information with respect to interest on-United States obligatons as
he may deem necessary in the interest of good administration of the
income-tax laws. Section 116 is to take effect on the day following
the enactment of the bill.
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SECTION 117. ALIMONY AND SEPARATE MAINTENANCE PAYMENTS

This section amends sections 22, 23, and 25 of the Internal Revenue
Code and adds a new section to Supplement E of chapter 1 in order to
provide in certain cases a new income-tax treatment for payments in
the nature of or in lieu of alimony and allowance for support as be-
tween divorced or legally separated spouses. These amendments are
inten(Ied to distribute tiee income-tax burden between such spouses
by treating slich payments as income to the spouse actually receiving
or actually entitled to receive such payments and by relieving the
other spouse from the tax burden upon whatever part of the amount
of such payments is uinder the preseiit law ineludible in his gross in-
come. In addition, the amended sections will produce uniformity in
the treatment of amounts paid in the nature of or in lieu of alimony
regardless of the variance in the laws of different States concerning
the existence and continuance of tiny obligation to pay alimony.
In this respect the amendments are designed to remove the uncer-
tainty as to the tax consequences of payments made to a divorced
spouse ouit of the net income of so-called irrevocable alimony trusts,
alrising f'rom the recent Supreme Court decisions in Helvering v.
*Fitch ( (140) 309 U. S. 149), IHelveing v. Fuller ((1940) 310 U. S.
69), an Helh'ering v. Leonard ((1940) 310 U. S. 80), which decisions
make the test of whether such income is taxable to the husband the
existence of a continuing legal obligation under State law.

Section 22, relating to the definition of gross income, is amended
by inserting at the end thereof a new subsection designated (k). This
subsection applies only to an individual who is divorced or legally sepa-
ratecd under a decree of divorce or of separate maintenance and to such
individual's spouse or former spouse from whom such individual was
divorced or legally separated by such decree. Periodic payments re-
ceive(l (other than as beneficiary or assignee of a beneficiary of a trust)
by suich individual, subsequent to the decree, in discharge of, or
attributable to property transferred in discharge of, a legal obligation
imposed upon or incurred by such individual's spouse or former spouse
under Such decree or under a written instrument incident to such
divorce or separation are defined by section 22 (k) as gross income to
such individual and are includible as such in her income. Install-
mneInt payments discharging a part of an obligation the principal
sum of which is, in terms of money or property, specified in the decree
or instrument, tire not considered periodic payments for the purposes
of section 22 (k), and are, therefore, not gross income to thie recip-
ient under that section.

Section 22 (k) also provides that, in the case of a divorce or
legal separation periodic payments which are attributable to prop-
erty tranisferred in discharge of the legal obligation of a spouse
or former spouse shall not be includible in the gross income of such
spouse or former spouse. As a complement to section 22 (k), see-
lion 23, relating to deductions from gross income, is amended by
adding a new subsection, Designated (u), which allows a deduction by
the spouse or former spouse described in section 22 (k) inl his taxable
year in which are paid the amounts includible under section 22 (k)
the gross income of the individual described in section 22 (k). How'-
ever, such spouse or former spouse is not allowed a deduction under
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section 23 (u) for any periodic payments attributable to property trans-
ferred in discharge of his legal obligation which under section 22 (k)
or section 171 are excluded from his gross income.

Sections 22 (k) and 23 (u), being based upon the terms "received"
and "payment of which is made," place the spouses on the cash re-
ceipts and disbursements basis with respect to their treatment of the
amounts described in sections 22 (k) and 23 (u) for any taxable year.
The provisions of section 22 (k) and section 23 (u) are applicable only
with respect to taxable years of the spouses beginning after Decem-
ber 31, 1941.
The operation of sections 22 (k) and 23 (u) may be illustrated by

the following examples (in which it is assumed that all payments
are made and received within taxable years of the spouses beginning
after December 31, 1941):

(1) Under the terms of a decree of separate maintenance entered
by a State court, Mr. A is to pay Mrs. A $200 a month as alimony
for her life. During 1942, Mr. A pursuant to the decree, pays Mrs.
A $200 a month. In computing their income taxes for 1942, Mrs. A
will include in her gross income the $2,400 thus received, and Mr. A
is entitled to a deduction of $2,400 from his gross income.

(2) Mrs. B files suit for divorce from Mr. B. In consideration of
Mrs. B not requesting alimony and not making public his financial
affairs, Mr. B makes a legally binding promise in writing to Mrs. B
to pay to her $200 a month if a final decree of divorce is granted with-
out any provision for alimony. Accordingly, Mrs. B does not
request alimony and no provision for alimony is made under the
final decree of divorce. 'During 1942 Mr. B pays Mrs. B $200 a
month, pursuant to the promise. The $2,400 thus received by Mrs. B
is includible in her gross income under the provisions of section
22 (k), and Mr. B is entitled to a deduction of $2,400 from his gross
income.

(3) Under the provisions of a divorce decree, Mr. C is to pay $200,-
000 to his divorced spouse, Mrs. C, in installments of $10,000 a year.
No part of the $200 000 or the installments thereof is income to Mrs. C
under section 22 (k) or deductible by Mr. C under section 23 (u).

(4) A divorce decree requires Mr. D to pay to Mrs. D, his former
wife, $500 a month. To meet this obligation Mr. D purchases an
annuity for the life of his divorced wife which will pay her $500 a
month. Under the provisions of section 22 (k) and notwithstanding
the provisions of section 22 (b) (2), the full $500 a month received
by Mrs. D is includible in her gross income and no part of such
amount is includible in the gross income of Mr. D 'or deductible by
him from his gross income.
Supplement E is amended by adding a new section, section 171, to

state the rule applicable to trust income after a decree of divorce or
of separate maintenance. Section 171 is designed to include in the
gross income of an individual who is divorced or legally separated
under a decree of divorce or separate maintenance the-amount of the
income of any trust such individual is entitled to receive which, except
for the provisions of section 171, would be includible in the gross
income of such individual, spouse, or former spouse and to excude
such amount from the gross income of such spouse or former spouse,
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regardless of section 166, section 167, or any other provision of chap-
ter 1. The taxable year for which such income is to be accounted
for is to be determined under the provisions of section 164. Section
171 is applicable only with respect to taxable years beginning after
December 31, 1941.
The operation of this section (and its relation to section 22 (k) and

section 23 (u)) may be illustrated by the following examples (in
which it is assumed that all payments are made and received within
1t.xable years beg'tinning after December 31, 1941):

(1) As part of a separation agreement, Mir. X transfers property
to a trust, the net income of which is estimated by the parties to be
suflicient, to provide for Mrs. X's sup;)ort. A few years later Mrs. X
obtains a divorce from Mr. X. The final decree refers to the trust
created previously under the separation agreement and provides that
the transfer in trust and the income therefrom receivable by Mrs. X
shall be in lieu of alimony. The court, however, retains, as is allowed
under the lawV of the State in which the divorce is obtained, jurisdiction
to pIovi(le for further payments to Mrs. X by Mr. X should the in-
(om10e of fhe trust be ins.ufficient for her sur)port. Under section 171
the net income of the trust is income to Mrs. X and is not income
to Alr. X.

(2) Under the same facts as in the previous example the decree of
I he court provides that in all events Mirs. X shall receive $10,000 a year
as alimony. In the first taxable year beginning after December 31,
1942, the net income of the trust is only $8,000. Thrie trustees, therefore,
pay an additional $2,000 from the corpus of the trust to Mrs. X. In
Such at case only $8,000 is includible in the income of Mrs. X under the
provisions of section 171. No part of the trust income is ineludible in
the gross income of Mr. X nor is he allowed any deduction for any
pa]rt of the $10,000 paid to Mrs. X. However, if the additional $2,000
is not. payable olut of the corpus of the trust but is payable by Mr. X
to Mrs. X, then the $2,000 paid by Mr. X to Mrs. X is income to
her under section 22 (k). Therefore, for 1942 Mrs. X includes $10,000
in her income, Mir. X does hot include in his income the $8,000 paid
to Mrs. X by the trust but is entitled to deduct the $2,000 paid by im
to Mli-s. X.

(3i Mr. Y is the beneficiary of a trust, established under the will of
sis ftller-. Under the terms of the trust, the trustees are to pay to
Mr. Y $10,000 a year from the net income of the trust, but if the net
inc-mne of the trust for any year does not equal $10,000, to pay the net
inconle and so iun)ch more from the corpus of the trust as will total
$1(,000. In 1942 Mrs. Y obtains a divorce from Mr. Y. Under the
(livorce decree Mr. Y is to pay Mrs. Y $5,000 a year for his life.
To meet this obligation under the divorce decree, Air. Y assigns to
Mrfsc YT for 5 years one-half of the amount he is otherwise entitled
to receive from the trust, promising to make another such assignment
or to provide another method of payment of the $5,000 a year to
her at, the expiration of that period. In 1942 the net income of the
trust is $8,000. Under the terms of the trust instrument and of the
assignment by Mr. Y to Mrs. Y the trustees pay $5,000 to Mr. Y and
$5,000 to Mrs. Y. Since only eight-tenths of the amount thus dis-
tributed represents the net income of the trust only $4,000 of the
amount ireceived by Mrs. Y is income to her. 9r. Y will include in
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his income only $4,000 and will not include any amount on account
of the $5,000 paid to Mrs. Y.

Section 22 (k) and section 171 do not apply to that part of such
periodic payments under section 22 (k) and to that part of such trust
income under section -171 which by the terms of the decree, or of the
written instrument under section 22 (k), or of the trust instrument
iiii(ler section 171, is specifically designated as a sum payable for
the support of minor children of the spouses. If however, the pen-
0(feW payments and the trust income are received by the wife for the
stipport and maintenance of herself and of minor children of the
spotUses without such specific designation of the portion for the sup-
port of such children, then the whole of such amounts are includible
ill the income of the wife as provided in section 22 (k) and in sec-
tion 171. As a necessary complement to these provisions, section 25
(b) (2), relating to credit for dependents, is amended so as to provide
tlixt payments to an individual's spouse or former spouse which are
iiieludible under section 22 (k) or section 171 in the gross income of
siich spouse or former spouse shall not be considered payments by
sutch individual for the support of the minor children of such persons.
'lius where the portion of such payments for the support of the
ininor children is not specifically designated, the wife, if actually con-
tributing to the support of the children, is entitled to the credit for
d1epe)ndents, unless it is established that independently of such amounts
paidl to the wife the husband (or some other person upon whom the
children are financially dependent) is actually contributing a greater
:uniount for the support of such children than is the wife.
These rules may be illustrated by the following examples:
(1) Under a deree of divorce which awards to Mrs. Z the custody

of the two minor children of herself and Mr. Z, Mr. Z is obligated to
pity $1500 per month for the maintenance and support of Mrs. Z and
their two children. In the calendar year 1942 Mr. Z makes such pay-
nlents. The $6,000 received by Mrs. Z is to be included in her gross
income, and Mr. Z is entitled to a deduction of $6,000. If such
payments constitute the children's chief support, Mrs. Z is entitled
to the exemption applicable to the head of a family and to a credit
for one dependent.

(2) If. in the previous example, the decree had provided that Mr.
Z Should pay Mrs. Z $300 per month for her maintenance and sup-
p)ort and an additional $200 per month for the maintenance and
support of their children, only $3,600 would be includible in the gross
income of Mrs. Z and deductible from the gross income of Mr. Z;
$2,400 would be considered as payments by Mr. Z and not by Mr.
Z for the pu Lose of determining which of them is entitled to exemp-
t ion for the head of a family and the credit for dependents.

SECrTON 118. EXTENSION OF TIME OF ORDERS OF SECURITIES AND
EXCHANGE COMMISSION

Under Supplement R of the Internal Revenue Code certain trans-
actions arising out of the simplification or geographical, integration
of public-utility holding-cormpany systems may be treated as tax-
free exchanges and various ajustments of the basis- of property are
inade. Under Supplement R, as amended by the Revenue Act of 1930,

a;r



REVENUE BILL OF 1941

such transactions must be in conformity with orders of the Securities
and Exchange Commission issued before January 1, 1941 (instead of
January 1, 1940, the date originally provided), or orders supple-
mentary to such orders. The amendment made by section 118 extends
from January 1, 1941, to January 1, 1943, the time during which such
an order may be made.

SECTION 119. COMMUNrrY INCOME

This section amends the Internal Revenue Code by inserting a new
section 29, applicable to taxable years beginning after December 31,
1940, and relating to the taxation of community income.

Subsection (a) provides that, in the case of earned income, the
income shall be taxed to the spouse who earned the income. This
rule shall apply regardless of the fact that such earnings may be
treated as community property under the State law.

Subsection (b) is applicable to income derived from community
property. It is provided that such income shall be taxed to the spouse
who has the management and control thereof under the law of the
jurisdiction in which the marital community exists.
This provision shall not be applicable to income derived from prop-

erty that is considered the separate property of one of the spouses
under the law. of the jurisdiction in which the marital community
exists, even though such income is considered community property;
nor is it applicable to income derived from property which is ac-
quired with funds which constituted income from separate property..T'he exception is intended to apply to all income derived from property
the source of which can be traced to income from separate property,
regardless of how. many times such income may have been invested
or reinvested i. e., income from separate property A will not be affected
by this section even though such income is community property, and,
if such income is invested in property B the income from such prop-
erty will also not be subject to this section, nor will any income from
property in which such income is in turn invested, etc. In the case of'
suich income, it will continue to be taxed as it was prior to this amend-
ment.

Subsection (c) provides that if spouses elect to file separate returns,
only the spouse who is required to treat the income covered by the:
section as his individual income will be entitled to the deductions and-
credits allowed under the internal-revenue laws which are properly'
allocable to such income.

SIECVION 120. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE

This section corresponds to section 114 of the House bill and makes
the amendments relative to individual and corporation income taxes
contained in this title, except the amendments made by section 107:
(withholding tax at source), section 115 (short-term obligations
issued on discount basis), section 116 (information returns with re-
spect to Federal obligations), and section 117 (alimony and sepw-
rate maintenance payments), applicable only with respect to taxable
years beginning after December 31, 1940.
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TITLE II-EXCESS-PROFITS TAX
8 ON 201. EXCESS-FROflTS TAX RATES AND CREDITS

Section 201 (a) of the House bill amends section 710 (a) of existing
law, relating to the imposition of the excess-profits tax to provide
for increased rates of tax, which are set forth in the table in section
710 (a) ('b. These rates begin at 35 percent upon adjusted excess-
profits net income of not more than $20,000 and increase upon a grad-
uated scale to 60 percent upon the amount of adjusted excess-profits
net income in excess of $500,000. The rates of tax set forth in section
710 (a) (1) represent an increase of 10 percentage points in each
rate bracket as compared with the rates under the present law, which
run from 25 to 50 percent. Section 201 (a) of the House bill also
provides a special tax in certain cases where the invested capital
credit is used, amounting to 10 percent of the excess of the adjusted
excess-profits net income computed under the income credit over the
adjusted excess-profits net income computed under the invested capi-
tal credit.
Section 201 (b) of the House bill amends section 714 of existing

law by reducing the credit with respect to corporations using the
invested capital method in cases where the invested capital exceeds
$5,000 000. In such cases, the invested capital credit is reduced from
8 to t percent upon so much of the invested capital as exceeds
$5,010,00.
In the bill as reported by your committee the increase in excess-

profits tax rates and the reduction in the percentage applicable to
invested capital in excess of $5000,000 have been retained, but for
reasons set forth elsewhere in this report the special 10-percent tax
in certain cases where the invested capital credit is used has been
eliminated.

SECTION 202. DEDUCTION OF EXCESS-PROFITs TAX

Except for the elimination of subsection (i), which is no longer
necessary in view of section 801 (c) of the bill, providin for an an-
nual declaration of value for capital-stock-tax purposes, thissection is
the same as section 204 of the House bill. It provides that the in-
come tax imposed by chapter 1 of the Internal Revenue Code and by
corresponding provisions of prior revenue acts shall not constitute an
adjustment in determining excess-profits net income for current and
base period taxable years. Section 23 (c) is amended to provide'
for the deduction of the excess-profits tax in determining income
subject to chapter 1 tax. Furthermore, the taxpayer, if using the
income method, has its excess-profits credit increased by the corre-
sponding nondeuction of income taxes in determining its average
base period net income.

ItLs provided that the deduction shall be allowed only in computing
the income tax imposed for the taxable year for which the excess
profits tax is levied. By providing that any excess-profits tax paid
after the taxable year shall be deemed to have been paid within the
taxable year, the same treatment is accorded to taxpayer on the cash
basis as is accorded to taxpyers on the accrual basis. It is alo pro-
vided that the excess-profits tax shall be computed, for the purposes
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of this dle(dlction, without reduction by the foreign tax credit, and
without regard to the adjustments provided for in section 734.

Since the excess-profits net income for ai taxable year is primarily
the normal-tax net income with certain adjustments, it is necessary
to amen(l section 711 (a) to require an adjustment to normal-tax
net income in the form of a disallowance of the deduction of the
excess-profits tax. A further a(ljustment is added to this section in
the form of a provision stating that, for the purpose of computing
any reductionn Or credit which is linmiited to a certain, percentage of
the taxpayer's net incorne. g., the deduction for charitable con-
tributions or for percentage depletion-suclh net income (or, in the
case of percentage depletion, such net income from the property)
shall be computed without regard to the deduction on account of the
excess-p)rofits tax. It is also provided under section 718 (c) (3) with
reference to taxpayers on the invested-capital basis, that in deter-
mining whether distributions were out of earnings and profits of any
excess-profits-tax taxable year, the income tax shall be disregarded
in the computation. Finally, in determining the presence and extent
of the taxpayer's right to the benefits of section. 722, dealing with
abnormnalities, it is provided that the excess-profits tax shall be
disregarded.

Section 602 of the Internal Revenue Code, dealing with the com-
putation of net income for the purposes of the declared value excess-
profits tax, is amended to provide that the net incorne shall be deter-
mined without regard to the deduction on account of the excess-profits
tax imposed by subchapter E of chapter 2.

It is also provided that, in computing the excess-profits credit carry-
over, the excess-profits credit and excess-profits net income for taxable;
yais beginning in 1940 shall be computed as if the, amendments made
by this bill were applicable.

SECTION 203. NEW CAPITAL

This section is the samee as section 205 in the Houise bill except for
certain changes of a technical nature made in subparagraph (A)
intended to carry out more completely the provisions of the House
bill.

This section amends section 718 (at) of the Internal Revenue Code,
defining equiity invested capital, by addiimg a new paragraph desig-
nated ats (6). The effect of the amendment is to increase by 25 percent
the amount includible in equity invested capital on account of new
cal)it tl. The term "new capital" is defined to mean the aggregate of
the amount of money and property paid in for stock or as paid-in
sutl)1hs, or as a contribution to capital, and the amount of taxable
stock (llviden(ls made, during a taxable year beginning after Decem-
ber 31, 1940, subject to certain limitations. These mimitations are
intendled, in general, to pi-event a taxpayer from treating as now
capital amounts resulting from mere adjustments in the existing
capital, including borrowed capital, of the taxpayer, or of a controlled
grollp of col)orations.
The limitations provided by subparagraphs (A), (B), and (C) bar

from the concept of new capital the amount of any equity invested
capital acquired. in an exchange occurring during a taxable year be-
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ginnling after December 31, 1940, to which section 112 (b) (3), (4), or
(5), or so much of section 112 (c), (d), or (e) as refers to section 112
b) (3), (4), or (5) is applicable, or would be applicable if the term
'control" had been defined in section 112 (h) to mean the ownership
of stock possessing more than 50 percent of the total combined voting
power of all classes of stock entitled to vote or more than 50 percent
of the total value of all classes of stock. In order to take care of
exchanges under Supplement R of the Internal Revenue Code, which
relates to exchanges and distributions in obedience to orders of the
Securities and Exchange Commission, and to which section 112 (b),
(3), (4), or (5) is made inapp)licable by section 371 (g), that portion
of subparagraph (A) of the House bill reading:

'flere shall not be Included money or property paid in by a corporation in an
exclhiinge to which section 112 (b) (3), (4), or (5), or so much of section 112 (C),
((I), or (e) as refers to seetIon 112 (b) (3), (4), or (5) is applicable-
has been changed to read:
There shall not be Included monkey or property paid In by a corporation In an

excliange to whi(h section 112 (b) (3), (4), or (5), or so much of section 112 (c).
(d), or (e) as refers to section 112 (b) (3), (4), or (5) is applicable (or would
be aPl)licable except for section 871 (g)).
These limitations also bar from the concept of new capital any equity

invested capital acquired in a trIansaction between members of a con-
trolled group of corporations as that. term is (lefilled in subpara-
gial)ll (B).
The limitations pLovide(l by subparagraph (D) have the effect of

ie(lucing the amount of new capital ats of alny day by the excess of the
alount of inadmissible assets held on that day over the amount of
suichi assets held on the first dlay of the taxpayer's first. tatxble year
beginning after December 31, 1940. This treatment, is comparable to
the treatment of excllt(led assets ill the (omp)utation of daily capital
adl(litions under section 713 (g) of the existing law.

'l'lle limitations under subparagra h)h (E) prevent new capital as of
ny dlay from exceeding thle aloln thyv;j1 ich the total equity invested

(1l)ital ald borrowed capital as of suich d(ay, computed without includ-
hig thie 25-percent increase, excee(ls the sum of the equity invested
cal)ital and borrowed capital as of the first day of the taxp)ayer's
first taxable year beginning .after December 31, 1940. Any increase
ini iiew Capital is thus prevented where the amount of borrowed capital
is medue cd by the same amount as that by which the equity invested
capital is increased, and no increase in new capital will result from
a listr ibution by a stock dividend of earnings and profits accumnulate(d
p)lior to the. first day of a taxable year beginning after December
31, 1940. Subparagraph (E), however, is so worded that there is no
ied(luction to the extent that the sum of the equity invested capital
ail(l borrowed capital as of any clay is less than the sum of the equity
invested capital and borrowedf capital as of the first day of a taxable
year' beginning after December 31, 1940, due to an operating deficit
ocetirring in any taxable year dui'ing the intervening period.
The limitatlons contained in s81hparagraphs (A) to (E) may be

illustrated by the following examples:
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EXAMPLE (1), SUBPARAGRAPH (A)

Corlp)oration A issues stock Aluring a taxable year beginning after
December 31, 1940, to corporation B ill exclhallge for the transfer of
Certaillnpl'roperty l)y corporation 13. Imninediately after the transfer
tl)e stock ac(Iliri(i l)y corl)oration B lhas a value of $10,000, the total
value of all cl asses of .stock of corporation A then outstanding amount-
ilig to $18,000. Corl)oration A obtains nO11nW capital, since the prop-
erty for which the new stock was issued was obtained ill aln exchange
to which sect ion 112 (b) (5) would be applicable if the term "control"
had been defined ini section 112 (Ii) so as to iieluide either the owner-
s1hi1) of stock p)ossessing m1ore thinl 50 pliecellt of the total combined
voting power of all classes of stock entitle(d to vote or more than 50
P'I'rCInt of the total value of all classes of stock outstanding.

EXAMPLE (2), SUBPARAGIRAPII (B)

Corporat ioni A. ownis stock in corporation 13, and corl)oration B owns
Stock hi corl)oration C. Corporation A transfers property to corpora-
tion C in exchange for stock of corporation C. Immediately after the
traslser tlie stock owned b)y corporation A in1 corporation 13 possesses
more tHun 50 percent of thle total combined voting power of all classes
of stock entitled to vote. Also iminediately after' such transfer the
stock ow'ne(d b)y corl)oration 13 in corporation C has a value equal to
ore thlian 50 p)erel'nt of the total value of all classes of stock of

corps)orationl C.
Corl)oratioii C ol)tains no new capital through the ac(quisition of the

property fromn corporation A ill exchange for its stock, since imme-
diatel after the transfer corporation A, the transferor and corpora-
tioll C, the t ransferee, are members of the same controlled group.

IEXAMPLE (3), SUBPARAGRAPH (C)

Corporaitioni A makes a distributionn in taxable stock dividends to
vorlporl ion 1B and C duringg at taxable year, beginning after Decem-
ber '31, 1940. Inlnmediately after the distribution cor)orations B and
C oNln stock inh corporation A which lhtas at voting power of more than
50 percent of the collmbilned voting p)oweIr of aill classes of stock entitled
to vote. Also iniincdiately after the transfer corporation 13 owns
stock in corporation ,Cwhich has a value of more than 50 percent
of t,]e total value of aill classes of stock of corporation A. The distri-
butioin male by corl)oration A in the taxable stock dividend does not
comustitute newCa'ital to corporation A.

EXAMPLE (4), SUIBPARAGRAI'II (D)

Corporiation X makes its excess-profits tax return oln the calendar-
year basis. Onl July 1, 1941, cash in the alamount of $100,000 is paid
in for stock. There aire no other changes made in either the amount
of equity investetl capital or borrowed capital at any time (luring the
year 1941. The adljiistedl l)asis of inadmissible assets as of January 1,
1941, aionomts to $5,000. r1The adjusted basis of such assets as of JulY
2,1941, is increased to $15,000. The new capital of $100,000 is reduced
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to $90,000 as of July 2, 1941, by subparagraph (D), as shown by the
following computation:

$100,000, new capital, minus $10,000 ($15,000, amount of iiiad-
missibles as of July 2, 1941, minus $5,000, amount of iinad-
missibles as of July 1, 1941) =$90,000.

EXAMPLE (5), SUBPARAGRAPH (E)

Corporation Y makes its return on the calendar-year basis. Its
equity invested capital as of January 1, 1941, amounts to $30,000, con-
sisting of money paid in for stock. $20?000, and accumulated earnings
ald profits, $10,000. Its borrowed capital as of January 1, 1941, con-
sists of bonds outstanding amounting to $15,000, making the total of
its equity invested capital and borrowed capital as of January 1, 1941,.
$45,000. The corporation has no inadmissible assets at any time dur-
iing the year 1941. On January 2 1941, the corporation makes a dis-
tril)ution in taxable stock dividends amounting to $5,000. On July 1,
1941, money is paid in for stock amounting to $15,000, and on July 2,
1941, bonds are retired in the amount of $10,000.

Tlee new capital of $20,000 acquired during the year 1941 repre-
sent(kl by a distribution in a taxable stock dividend amounting to
$,0()0 and by money paid in for stock amounting to $15,000 is reduced
to $5,000 on July 3, 1941, due to the retirement of $10,000 of bonds on
Jully 2, 1941, and the fact that the stock dividend is paid out of earn-
ingfys accumulated before January 1, 1941, under the application of
sul)p)aragrap)h (E), shown as follows:

'T'he sum of the equity invested capital and boriowed capital on
July 3, 1941 (computed without regard to the 25-percenit increase for-
iiew caL)ital), amounts to $50,000. This sum exceeds the total equity
inNested capital and borrowed capital on January 1, 1941, amounting
to $45,000, by $5,000. Under subparagraph (E) the new capital shall
not be more than such excess. The new capitNa is thus reduced from
$20,000 to $5,000.

If the accumulated earnings and profits of corporation Y as of'
January 1, 1942, are reduced to zero due to the stock dividend distribu-
tioit of $5,000 made on January 2, 1941, and an operating deficit of
$5,000 during the taxable year 1941, the new capital includible in
equity invested capital as of January 1 1942, would be $10,000
instead of $5,000 under the application of subparagraph (E), as shown
by the following computation:
New capital as of January 1, 1942, before application of subpara-

gal)ph (E), $20,000, shall not be more than the excess of $50,000 (total
cla)ital on January 1, 1942, before adding 25 percent under section
718 (a) (6)) over $45,000 (total capital on January 1, 1941) lest
$5,000 (amount by which the accumulated earnings and profits as of
January 1 1941, exceed the accumulated earnings and profits (com-
1)11ted witflout regard to distributions as of January 1, 1942)), or
the new capital cannot exceed $50,000 minus ($45,000 minus $5,000),.
or $10,000.
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SECTION 204. TAXABLE YEARS TO WHICH AMENDMENTS APPLICABLE

This is the same as section 207 of the House bill and provides that
the amendments relative to the excess-profits tax made by this title are
ai)tplicable only with respect to taxable years beginning after December
31, 1940.

'IThE' III-UAPITAT-STOCK TAX AND DECLARED VALUE EXCESS
PROFITSX TAX

SECTION 301. CAPITAL-STOCK TAX

The Homse bill increased the capital-stock tax from the, defense rate
of $1.10 per $1,000 to $1.25 per $1,000 of the value of the capital stock
us declaredd by the corporation. This provision is retained in the bill
as reported by your committee. In addition your committee has
revised this section to provide for an annual declaration of capital-
stock vale. Certain technical amendments necessitated by such
provision have also been miade.

S1'ction 1203 (a) (2) of the Internal Revenue Code is also amended
to permit a 90-day extension ofttie, in lieu of the 60-day extension
wuthorized by existing law, for filing of capital-stock returns for
this year. However, if a return has already been filed, the filing
of an amended return is not made compulsory, it being provided that
the value declarationn on a return filed in accordance with the statute
shall constitute the declared value for purposes of the statute as
amended unless another return is filed within the time prescribed by
law, which includes the period of any extension granted by the
Commissioner.

SE(TION 302. DECLARED VALUE EXCESS-PROFITS TAX-DEFENSE-TAX RATE
INCORPORATED IN RATE SCHEDULE

The House bill made Permanent the defense-tax rates of the excess-
profits tax. The amendment accomplishes the same result by inte-
grating the defense-tuxvates with the basic tax.
Other technical amendments are made to accord with the amend-

nwnts made by section 301 relative to the capital-stock tax.

TITLE IV-ESTATE AND GIFT TAXES

SECTION 401. ESTATE-TAX RATES

This section of the House bill increases the rates applicable to the
additional estate tax with respect to decedents dying after the date
of enactment of the act and make permanent the defense tax on net
estates imposed by section 951. In the bill as reported by your com-
mittee these increases have been retained, but the rates have been
further increased by reason of the integration of the defense tax
aind the a(lditional estate tax.
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SECTION 402. GIFT-TAX RATFS

This section of the House bill increased the rates for computing the
gift tax for the calendar year 1042 and each calendar year thereafter.
I'lie 75-percent ratio previously existing between the gift-tax rates
aind the aggregate of the estate tax andl additional estate-tax rates
was preserved. The House bill also made permanent the defense tax
imposed for 5 years by section. 1001 (d) of the Internal Revenue Code.
In the bill as reported by your committee these increases have been
retained, but the rates have been further increased by reason of the
integration of the defense-tax and the gift-tax rates.

TITLE V.-EXCISE TAXES

PARr I. 1932 EXCISE TAXES MADE PERMANENT

SECTION 501. 19:32 EXCISE TAXES MADE PERMANENT

This section repeals section 3452 of the Internal Revenue Code,
which now provides that the manufacturers' excise taxes imposed by
chapter 29 shaill terminate as of July 1, 1945. It thus makes per-
nianient law the provisions imposing such taxes.

SECTION ri02. PIPE-LINE TAX

Tilis section strikes out the termination date (July 1, 1945) appli-
caible to the tax on the transportation of oil by pipe line.

SFCTION 503. TECHNICAL AMENDMENT

This section revises the title language of subtitle C of the Internal
Reveinue Code to make it more descriptive of the taxes included within
subtitle C.

SECTION 504. BOND TAX

This section makes permanent the tax on the transfer of bonds.

SECTION 505. CONVEYANCE TAX

The two sections strike out the termination date (July 1, 1945)
applicable to the bond transfer and conveyance taxes.

PART II. DEFENSE-TAX RATFS MADE PERMANENT (No INcRASE IN TAx
AND No CHANGE OF BASE)

SECTION 5 2 1. DEFENSE EXCISE-TAX RATES MADE PERMANENT WHICH ARE NOT
INCREASED BY THIS ACT

With respect to the taxes listed hereinafter section 521 incorporates,
without change, in the applicable provisions of the Internal Revenue
Code the defense-tak rates imposed by the First, Revenue Act of 1940
and makes such rates permanent. These tax rates were originally pre-
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scribed by the First Revenue Act of 1940 to be effective for the period
prior to July 1, 1945. The particular taxes are those with respect to-
Corporate securities. Wh1olesalers of malt liquors.
Capital-stock issues. Retailers of malt liquors.
Capital-stock transfers Rectifiers.
Insurance policies. Stills.
Passage tickets. Firearms, etc.
Cigarettes. Electrical energy.
Pistols 111d(1 revolvers. Gasoline.
Fernmented malt liquors. Lubricating oils.
Wholesalers of liquors. Transportation of oil by pipe line.
Retailers of liquors. Transfer of bonds.
Brewers. Conveyances.

Section 521 of the House bill covered also "box seats" and "sales
outside box offices," but under the committee amendment these, are
covere(l by sect ion 541 (b) and (c) which increases the tax in each
case to 15 percent.

IPAWr III. INCREAS-E9 IN RATES OF EXISING EXCiSE TAXES

SECTION 531. PLAYING CARDS

This section increases the rate of tax on the manufacture of playing
car(ls from 11 cents per pack to 13 cents per pack.

SECTION 532. SAFE-DEP'OsITr BOXiES

Tllis section increases the rate of tax on the rental of safe-deposit
boxes from 11 percent of the amount paid to 20 percent.

SEcrIONS 533, 534, LIQUOR
Section 533 amends section 2800 (a) (1) of the Internal Revepnue

Code, which imposes an excise tax upon distilled spirits and im-
polted perfunies containing distilled spirits alt the, rate of $4 (and
on b)r-andy tit the rate of $3.75).

'1'lie existing rate of tax upon distilled spirits other than brandy,
t111(1 up1on importedl perfumes containing distilled spirits, is $3 per
)Iroof gallons, and 1l)pofn brandy $2.75 per proof galIlon. These are
tlhe defen-se-tax rates imnl)osecd by section 213 of the Revenue Act
of 1940, effective July 1, 1940. T'lie rates proposed by the bill,
thel eohre, rel)resent an increase of $1 perl)rroof gallon over the
defense-tax rates. The defense-tax rates are 75 cents per proof
gallon over and above the rates in effect prior to July 1, 1940.

Slll)ection (c) of section 533 makes at complementary amendment
to section '2887 of the Internal Revenute Code, which provides for
the allowance of drawback of internal-revenue tax upon the exporta-
tion of distilled spirits in distillers' original packages.

Suibsection. (d) will amend section 2800 of the Internal Revenue
Code by adding a new subsection "(i)" to provide a floor-stocks
tax of $1 per proof gallon on all distilled spirits uzpon which the
tax has been paid and which on the effective date of the new rates
tire held and intended for sale or for use in the manufacture or
production of any 'article intended for sale. This subsection will
have the effect of placing all distilled spirits tax-paid at the old
rates and held for the purposes specified on, an equal tax basis



REVENUE BILL OF 1941 45

with other distilled spirits withdrawn and tax-paid at the new rates.
It will preclude loss of revenue through the withdrawal and tax
payment of large stocks before the new rates become effective. As
in prior floor-stocks tax statutes, provision is made for the filing
of returns and for deferring payment of the tax upon the sub-
mission of satisfactory surety bonds.
This subsection also provides that for the purposes thereof the term

distilleded spirits" shall include products produced in such manner
that the person producing them is a rectifier within the meaning of
section 3254 (g) of the Internal Revenue Code. The object of this
provision is to subject to the floor-stocks tax liqueurs, cordials, and
similar compounds in the manufacture of which distilled spirits are a
constituents

Tlhe existing rates on still wines are as follows: Not more than 14
percent of absolute alcohol, 6 cents per wine gallon; more than 14
lercent and not exceeding 21 percent of absolute alcohol, 18 cents

per wvine gallon; and more than 21 percent and not exceeding 24
percent of absolute alcohol, 30 cents per wine gallon. Section 534 (a)
of the bill imposes rates of 8, 24, and 50 cents respectively. The
proposed rates represent tin increase of 2 cents, 6 cents, and '20 cents
per gallon over existing rates.

'I'he existing tax rates on other wines are as follows: Sparkling
wines, 3 cents on each one-half pint or fraction thereof; artificially
carbonated wines, 11/2 cents on each one-half pint or fraction thereof;
liqueurs, cordials, and similar compounds, 1t/2 cents on each one-half
pint or fraction thereof. Section 534 (b) of the bill imposes rates of
4 and 21/1. cents respectively. The proposed rates represent an in-
crease of 1 cent on sparkling wines and three-fourths of 1 cent on
artificially carbonated wines, and liqueurs, cordials, and similar
conmpounds, over the tax rates on such products.
Subsection (c) of section 534 will amend subchapter F of chapter

26 of the Internal Revenue Code by inserting at the end thereof a
new section imposing a floor-stocks tax on all wiines on which the tax
has been paid and which are held and intended for sale or for use in
thie manufacture or production of any article intended for sale on the
effective date of the new rates. This subsection, like subsection (d)
of section 533 in the case of distilled spirits, will have the effect of
placing all wine-es tax-paid at the old rates and held for the purposes
s5)ecified on a basis of equality, insofar as taxation is concerned, with
other wines withdrawn and tax-paid at the new rates.
Your committee macie the following changes: The differential in

favor of brandy was eliminated, and brandy made subject to the same
$4 r'ate as other distilled spirits. The rates on still wines of 8 cents,
24 cents, and 50 cents have been changed to 10 cents, 35 cents, and 65.
celnts respectively. The rate of 4 cents on sparkling wines has been
changed to 7 cents and the rate of 21/¼ cents on artificially carbonated
wines and on liqueurs, cordials, and similar compounds has been
chlanged to 31/2 cents.

SECTION 535. TIRES AND TUBES

This section increases the rate of the manufacturers' excise tat
(defense tax rates) on tires from 21/½ cents per pound to 5 cents er
pound and the rate of tax on inner tubes from 41/2 cents per pound to.

S. Repte., 77-1, vol. 4-18
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9 cents. It imposes a floor-stocks tax on tires and inner tubes held
for sale by any person other than the manufacturer, producer, or
importer on the (late the increased manufacturers' excise tax rates
take effect. The floor-stocks tax rates are in an amount equal to the
increase in the rates of the manufacturers' tax. The floor-stocks tax
is restricted in its scope to tires and inner tubes for atitomobiles,
trucks trailers motorcycles, etc., and will not be applicable to such
inisceilaneous items as bicycle tires, baby-buggy tires, etc. The tax
is sspecifically made applicable to tires and tubes held by automobile
manufacturers as, or for, equipment on new automobiles. It is not
made applicable to tires and tubes actually on automobiles held by
new and second-hand car dealers but is applicable to the stocks of
unmounted tires and tubes held( by such dealers and by any person,
including-retailers, for sale. The floor-stocks tax does not apply to
any tires and tubes held by a person who must pay the increased
manu facturers' excise-tax rate on such articles when he sells them.

SECTON 5f36. EFFECTIVE D.\Th OF PART III

This section applies to sections 531 to 535, inclusive, and provided
inl brief, that the increased tax rates and new taxes imposed by such
sections; shall talce effect on the first day of the first, inonth which
begins more than 10 days after the date of the enactment of the bill.

PART IV. CHANGES IN BASIS OF COAPuTING TAX (RATES INCREASED
IN CERTAIN CASES)

SECTION 541. ADMISSIONS TAX

The Houlse bill subjected to tax, admissions of 10 cents or more
at the rate of 1 cent for each 10 cents or fraction thereof. Under
existing law the admissions tax applies only to admissions of 21
cents or more.

Under the committee amendment the tax applies to all amounts
pai(l for admission. In addition to the consideration of the in-
creased revenue resulting from elimination of the exemption, which
WalsE'Strongly urged o6n- the'commi'ttee, iany operators -Of aamiuemrhht
enterprises would prefer that there be no exemption of amountts less
than 10 cents, as this exemption would encourage certain forms of
avoi(lanlce, such as reducing a 10-cent admission cliarge to 9 cents.

Tphe committee bill imposes a schedule of rates as foFiows: A 10-cent
admission is taxable at 1 cent, a 15-cent admission at 2 cents, a 20-cent
admission at 3 cents, etc. Admissions of more than 50 cents are to be
subject to a tax of 15 percent of the amount charged. Fractions of
1/2 cent or more are to be increased to 1 cent anc( smaller fractions
lisregar(led. The rates of tax iipon sales outside the box office and upon
the p)ermanallent use or lease of boxes and seats are increased from 10
to 15 percent.
Under the bill as it passed the I-House, the special treatment under

the a(lmissions tax with respect to so-called free or reduced rate
admissions now applicable to employees, municipal officers, and chil-
dren under 12 years of age, is extended to include members of the
military or naval forces of the United States and of the Civilian
Conservation Corps when in uniform. For example: If the estab-
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hished price is 50 cents and a soldier in uniform is charged only 20
.cents, the tax basis is 20 cents and not 50 cents. If he is admitted
flee no tax is payable.
In the case of reduced rates of admission of children under 12

years of age, the present law provides that the tax shall be computed
on the amount actually charged such children and not on the regular
charge for adults. Your committee recommends that the age limit
of 12 years be changed to 18 years.

Tuhe bill, as it passed the House, provided that section 1701 of the
Internal Revenue Code which allows a number of exemptions from
the admissions tax shall not be applicable after the effective date of
part III of the bill. The amendment continues the exemptions allowed
b)y sections 1701 (b) and (c) which the committee regards as appro-
p)iate. Section 1701 (b) relates to admissions to agricultural fairs
and section 1701 (c) relates to admissions to certain concerts conducted
1by civic or community membership associations.

SECOIN 542. CABARET, ROOF GARDEN, ETC.,, TAX

This section revises the base of the present "cabaret" tax. It imposes
a tax of 5 percent on amounts paid for admission, refreshment, service,
aind merchandise at any roof garden, cabaret or other similar place
furnishing a public performance for profit. Usability for 'the tax is
imposed on the proprietor. The tax applies to all amounts paid.
Under present law the tax is imposed on the patron under a rather
complicated rate of 2 cents (including the defense tax) for each 10
cents of 20 percent of the amount paid if 20 percent of the amount paid
exceeds 50 cents. ,
This section also makes certain amendments to administrative

l)rovisious of the code applicable to the "cabaret" tax and other
admission taxes.
The committee made no change in this section. It was urged before

the committee that shifting of liability for the tax from the patron
to the proprietor would make it unlawful for the proprietor to add the
amount of the tax to the patron's bill, This-contention is mistaken.
The amernment merely shifts the legal incidence of~the; tax. from the
l)atron to the proprietor and makes the proprietor primarily liable
for the payment of the tax to the Government. There is not ing in
the section which would prevent the taxpayer, the proprietor, from
shifting the tax burden to his customer.
By section 550 of the bill the cabaret tax imposed by section 542 is

Made applicable to the period beginning 10 a. In. on the effective date
of part IV of the bill. The time 10 a. m. means the standard time for
the time belt.

SECTION 543. CLUB DUES

Triis section reduces the amount used as a test for determining
liability to the tax on club dues from $25 annual dues of an active
resident annual member to $10, and redefines the term "dues" spe-
cifically to include certain privilege fees and assessments.
This section also makes permanent the defense-tax rates applicable

to dues and initiation fees, as imposed by the first Revenue Act of
1940.
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The committee made no change in this section. It believes the re-
definition of the term "dues" to be very helpful in avoiding litigation.
Under existing law a number of privilege fees and assessments are
Subject to tax as club "dues". Some taxpayers have alleged either that
there is an ambiguity in the present law or that it cannot be construed
to cover certain types of fees. It is, therefore, desirable, in order to
avoid litigation, to define in very direct terns what is intended to be
covered by the term "dues."

SECTION 544. AUTOMOBILE1 TRUCKI BUS, AND PARTS TAX

This section increases the rates of tax on automobile truck chassis,
truck bodies, etc., from 2-1/2 percent to 5 percent and brings trailers and
semitrailers for trucks within the scope of the tax. Passenger busses
which under present law are subject to the higher rate of tax apllicable
to passenger automobiles have been included within the 'truck"
classification, and will be subject to the new 5-percent rate.
The rate of tax on passenger automobile chassis and bodies, motor-

cycles, etc., is increased from 31' percent to 7 percent. Trailers and
semitrailers for such vehicles are made subject to the tax. Subsec-
tion (b) of section 544 increases the rate of tax on automobile parts
and accessories from 21/2 percent to 5 percent. It excludes automobile
radios which have heretofore been subject to tax as automobile "parts
or accessories." Automobile radios are by section 545 made subject
to the manufacturers' tax on radio sets and parts at the rate of 10
percent.

Sutbsection (c) of section 544 increases the rates of credit allowable
unider1 this section to automobile manufacturers with respect to the
tihrs and inner tubes on such vehicles from 21/2 to 5 percent in the case
of trucks, busses, etc., and 31/2 to 7 percent in the case of other auto-
mobiles and motorcycles.

Subsection (d) repeals section 3403 (f) of the Internal Revenue
Code which would allow a tax adjustment with respect to floor stocks
of passenger automobiles, trucks, etc. held by dealers as of the termi-
nation date of the present tax on such vehicles. This is done because
the termination date of such tax has been deleted and the tax made
of a l)perianenlt nature. Section 3403 (f), therefore, becomes unneces-
sary.

It was urged that this section be amended to specify that re-
paired, reconditioned, and rebuilt automobile parts and accessories
are not subject to the "parts and accessories" tax. Your committee
examined the problem very carefully. Repaired and reconditioned
parts are not now subject to tax. -There are several decisions of the
United States circuit courts of appeals holding rebuilt parts and,
accessories to be subject to the manufacturers' tax. Rebuilt parts
collpete with new parts, and it appears appropriate that they should
be subject to the same tax. Accordingly, no change has been made.

'48



REVENUE BILL OF19414

SECTION 545. RAD1OS, PHONOGRAPHS, REOORDS9 AND MUICAL
IN&STUMENTS

Section 3404 of the Internal Revenue Code now imposes a tax on
sales by the manufacturer of certain radio components at the rate of
61½2 percent of the sale price. Section 545 amends section 3404 of the
cd(le so as to impose a tax at the rate of 1o percent on-

Radio receiving sets. Certain principal components of
Automobile radio receiving sets. these articles.
Combination radio and phone- Phonograph records.
graph sets. Musical instruments.

Phonographs.
The articles listed have been included within the same section of the
code because largely related.

SECTION 546. REFRIGERATOR8, AIR CONDIIONERS

Section 3405 of the Internal Revenue Code imposes a tax on sales
by the manufacturer of household-type mechanical refrigerators and
certain principal components of such articles at the rate of by percent
of the. sales price. Section 546 amends section 3405 of the code to
increase the tax rate to 10 percent and to make the tax applicable to
the principal commercial types of refrigerators, including such articles
as ice-cream cabinets, food and beverage display cases, water coolers,
milk-cooler cabinets, and similar articles. In addition, there are
brought within the scope of the tax components of refrigerating appa-
ratus such as compressors, condensers, evaporators, expansion units
absorbers, and controls. However, the tax with respect to such com-
ponents is not limited to components for the household, commercial,
and industrial type of refrigerator units referred to above. Refriger-
ating components will be subject to tax regardless of their intended
ilse. For example, components for refrigerator ships and refrigerator
cars, and for the refrigerating plants of breweries and cold-storage
warehouses will be subject to the tax.
Section 546 also imposes a tax at the rate of 10 percent on the sale

by the manufacturer of self-contained air-conditioning units and cer-
tain principal components of such articles.

MECUION 547. MATCHES

Section 3409 of the Internal Reveinue Code now imposes a tax at
the rate of 51/2 ceiLts per thousand on certain fancy wooden matches.
Section 547 amends section 3409 of the code to also impose a tax at 2
cents per thousand on other types of matches. The types of matches
stl1)ject to the new tax at 2 cents per thousand include the well-known
types of wooden and paper matches now in every-day use.

SECTION 548. TELEPHONE, TELEGRAPH, ET.

Section 548 as it passed the House would impose on telephone con-
versations, telegraph, cable and radio dispatches, messages and con-
versations, for which the charge is more than 24 cents, a tax at the
rate of 5 cents for each 50 cents or fraction therf of the charge
Under existing -law, the"tax on telephone toll service does not appIy
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to charges of less than 60 cents. Telegraph dispatches and messages
are now subject to tax at the rate of 5 percent of the amount charged,
and cable and radio dispatches and messages at the rate of 10 cents
per message.
The committee amendment continues the distinction made by the

existing law between telephone service and telegraph service and makes'
the new rates fixed by the House bill applicable only to telephone or
radio-telephone messages or conversations. Telegraph, cable, and
radio messages, and dispatches are made subject to tax at 10 percent
of the aniout'it charged. The 10-percent rate is double the rate pro-
vided by existing lane Your committee felt that the tax rates fixed
by the House bill would place telegraph, cable, and radio service at a
competitive disadvantage,

r llis section also amends section 3465 (b), which imposes a tax with
respect to leased wires and talking-circuit special service, to more
clearly specify the types of service subject to tax, to impose the tax
where the service is rendered within a local exchange area and to also
tax like service furnished by companies other than telegraph and tele-,
p0hone companies. The present tax is restricted to service furnished,
by a telegraph or telep)honle company.
The bill as it passe[( the House continues the present 5-percent rate;

The amendment increases the rate to 10 percent in the case bf leased-
wire service, teletypewriter service, and talking-circuit special service
(which completes with telegraph service subject to tax under the amend-'
ient at 10 percent). Other wire and equipment service is in a some-.

what different category, and as to it no change in the 5-percent rate
provided by the House bill is recommended. 3Burglar- and fire-alarm
Service is not taxe(l under the amendment. Similarly, news-ticker
service carrying general news has been exempted from the tax to be
consistent with the like exemptions allowed in the case of newspapers
with respect to the leased-wire tax.

This section also imposes a tax on amounts p)aid by subscribers for
local telephone service and all other telephone service not otherwise
within the tax with respect to telephone toll charges and the tax with
respect to leased wires. For example, in addition to local subscribers'
service, this tax also applies to telephone toll service where the charge
is 24 cents or less. As the tax is imposed only on telephone service
special provision is uiinade to insure that charges for installation of
instrillilents, poles, switchboards, apparatus, and equipment are not
subject, to the tax. Although service through coin-operated telephones
is not subject to the tax on ocal subscribers service, it is subject to tax
in the case of toll charges of more than 24 cents. Coin-operated tele-
plhinei service cannot be subject to- the tax because of the im.
)racticability of charging the patron a percentage of 5 cents, and col-
lecting the 5-percent tax through the instrument. As the tax on tele-
pilhOne toll service is collected in multiples of 5 cents, it can be collected
through coinl-operated telephones.
Tie committee bill iniereases the rate to 10 percent. No other change

is made.
SE3TION 549. INSTALLMENT, ETC., PAYMENTS

Section 549 makes certain changes in section 3441 (c) of the Interjial
Revenue Code which relates to articles leased or sold under installW
ment or conditional sales contracts. Under section 3441 (c) ih-
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taxpayer is permitted to pay the tax as payments are made under the
lease or conditional or installment sales contract. The provisions
of section 1650 (b) of the Internal Revenue Code are revised and
included within section 341 (C).
Under the bill as it passd the House, payments under leases and

installment and conditional sales contracts, and existing sales entered
into after June 30, 1941, would be subject to tax. If an existing tax
rate were increased, payments after the effective date of the increase
would be subject to the increased rate of tax. If a new tax were im-
posed, payments after its effective date would be subject to the new
tax. Your committee is opposed to making such increased rates of
tax retroactive to the extent that they would cover sales and leases
made during the interim period prior to the inception of the tax.
Accordingly, the section has been amended so that where the partic-
ul:ir type of contract has been entered into before the effective dAte
of part IV of the bill, and delivery niade before such date, the
increased tax rate, or the new tax, as the case may be, shall not apply.

SECTION 550. EF'E~rIVE DATE OF PART IV

Section 550 contains provisions respecting the effective date of new
taxes, or increases in existing rates of tax, or changes in tax base,
effected by sections 541 to 548. With certain exceptions, the provi-
sions aie the same as those described in the discussion of section 536,
i.e., the first day of the first month which begins more than 10 days
after the date of the enactment of the bill. The changes' with respect
to the "cabaret" tax become effective at 10 a. mn. on the effective date,
for considerations peculiar to that tax. Special provision is made for
the effective date of the tax imposed by section 548, with respect to
local subscribers' telephone service, in order to give telephone com-
panies (who will collect the tax for the Government) an opportunity
to- aldjlst their billing practices to the tax. It was also desired to
restrict thie application of the tax, as far as is reasonably practicable,
to service rendered after the (late of the enactment of thic act. It is
recounized, however, that some local service rendered prior tothe
(late fip act is enacted (but billed after such date) will be subject to
the tax. It is intended to tax such service.

PART V. NEW ExciSE TAXES

SECTTON 551. NEW MANUFACTURERS' EXCISE TAX

As )assed by the House this section imposes taxes on sales by the
manufacturers, produicer, or importer, of the articles listed hereinafter
at, the rate given:

Percent Percent
Sporthlg goods ._10 Business and store nzaehblues._.____ 10
LDggage-10 Rubber products 10
Electrical appliances__ 10 Washing machines.__ 10
Photographic apparatus _____-____-10 Optical equipment.----------------10
Eleetric signs.------------- ------ 10

In the case of sporting goods, luggage, electrical appliances, photo-
grap)hic apparatus, business and store machines, and optical equip-
ment, the particular articles the sale of which is subject to tax are

9.869604064
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named. Uniforms and sport clothing are not within the scope of
the tax on sporting goods.

In the case of electric sigls, the tax applies to articles falling
within the general classifications of neon-tube signs, electric signs, and
electric advertising devices.

It is recognized that a number of articles falling within the scope
of the excise taxes listed herein may also fall within the scope of the
jewelry retail sales tax imposed by section 552. Provision is accord-
ingly miade, that such articles will be subject to the jewelry retail sales
tax and not to the manufacturers' excise taxes imposed by this section.
Your committee has made the following changes:
Sporting goodly-Artificial lures, baits, and flies heave been removed

from the scope of the sporting-goods tax.
'lecttical appiances.-The scope of this tax has been expanded by,

the inclusion of gas and oil water heaters and gas and oil stoves and
cooking apparatus. Such added articles are directly competitive with
the electrical articles taxed by this section as it passed the House.

Photographic apparatus.-Unexposed motion-picture film for use in
making news reels is exempted from the tax by a provision included
in section 553, which provides for appropriate credit or refund to the
manufacturer.

B1usine8 and 80ol'e machine8.-A clerical change has been made in
the provision with respect to these machines. In this section as it.
passed the House certain machines were included by trade names.
Trle trade names have been deleted, and the particular machines in-
eluded by appropriate description. Included in the list of business
machines are fare registers and fare boxes. Fare registers and fare
boxes for use on streetcars, busses, and other vehicles are taxable under
this section and not as automobile accessories.

Vashingq mwchine8.--As passed by the House this section taxed only
washing machines of the kind used in commercial laundries. As many.
other household appliances are subject to tax under the bill, this
section was changed to bring within the scope of the tax all washing;
machines, domestic as well as commercial.

Electaric-liqht bulbs.-Jnder the committee bill, a 10 percent tax on
the sale of electric-light bulbs by the manufacturer, producer, or im-
porter is imposed. This proposed tax has been included as paragraph.
10 of new section 3400 to be added to the Internal Revenue Code.

SECTION 5C6I2. NEW RETAILERS8 EXCISE TAXES

This section adds a new chapter 19 imposing new taxes on retail
sales of jewelry, furs and toilet preparations each at the rate of 10
percent of the price for which the article is sold. The articles fall-
ing within the jewelry tax (including clocks, watches, cases, and
movements) are articles which have in former jewelry excise taxes'
been classified as jewelry. There are added flat ware and hollow
ware made of gold or silver, or plated. The tax will not apply to
religious articles, surgical instruments, or frames or mountings for
eyeglasses.
The fur tax is to be imposed on the sale of articles made of fur,

on the hide or pelt and articles of which such fur is the component
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material of chief value. This is a classification which has been used
in earlier manufacturers' excise taxes with respect to furs.
A tax on the sale at retail of toilet preparations is imposed in place

of the existing tax on sales by the manufacturer (imposed by sec.
3401 of the Internal Revenue Code). Provision is made that beauty
parlors and barber shops shall make monthly returns of toilet prepa-
rations used in the treatment of patrons and the quantity used during
the month shall be considered to have been sold at retail by such
establishments
Section 552 contains, or makes applicable, the administrative provi-

sions necessary to the administration of these retail sales taxes.
This section also provides that the present tax on sales of toilet

preparations by the manufacturer (imposed by sec. 3401 of the Internal
Revenue Code) shall not apply to articles sold after the effective date
of the retail sales tax. Manufacturer's tax previously paid with
respect to articles which will also be subject to the retail sales tax
will not be refunded.
Your committee made a number of changes with respect to the

retail sales taxes.
Fountain pens are excluded from the jewelry tax if the only part

thereof which consists of precious metals is the point.
Relative to the tax on toilet preparations, section 552 adds section

2407 (c) to the Internal Revenue Code to permit a barber shop, or
beauty parlor to take credit for any retail-sales tax imposed by the
bill which has already been paid on toilet preparations as to which the
barber shop or beauty parlor is subject to tax.
A provision has also been added specifying certain rules for deter-

mining the price base on which the tax is to be computed. This provi-
sioIl is similar to that which has been in effect for many years in the
case of the manufacturers' excise taxes. Particularly important is
the provision that the amount of the retail-sales tax imposed by the
bill shall be excluded in determining the price base for tax purposes.
Similarly State sales taxes may be excluded provided they are stated
by the retailer as a separate charge. If States sales taxes are not
separately stated, but are included in the gross selling price, the tax
is completed on the gross selling price. The Federal tax is to be
excluded whether or not stated as a separate charge.
In the case of leases, conditional sales, and installment contracts

substantially the same treatment is given with respect to the retail
sales taxes as is given with respect to the manufacturers' sales taxes,
as more fully explained in the discussion of section 549. That is to
say, the language of the section as it passed the House has been changed
so that where the particular contract was made, delivery was made
and a part of the consideration was paid, before the effective date of
the retail-sales taxes, no tax is imposed.
With a view to preventing the retail-sales tax from being used as a

means of securing unfair competitive advantages a penalty provision
has been included imposing a fine of not more than $1,000 on any
person who in connection with the sale of an article represents that
the price does not include the retail -sales tax imposed by the bill.
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SECTION 553. ADMINISTRATIVE CHANGES IN MANUFAC'URERS' VKCISE TrTLn
OF CODE

This section, added by the committee amendment, contains several
administrative provisions believed important in the effective adminis-
tration of the excise taxes imposed by the bill.
Lease.--A number of the articles subject to manufacturers' sales

tax by the bill are articles which are generally leased by the mianufac-
turer and not sold. Section 3440 of the code already defines the term
"sale" to include a lease. In clarification of existing language, this
section is amended to provide specially that a lease, including a re-
nowval or extension of a lease, or a subsequent lease, of an article shall
be considered a taxable sale.

Ea4s8;ing contracts.-This section also adds an existing-contracts sec-
tion to the Internal Revenue Code. This section is quite similar to the
existing-contracts section included in the Revenue Act of 1932 when
the last large bloc of manufacturers' sales taxes wvas imposed. Your
committee believes that provision should be made permitting tax
liability to be shifted from the manufacturer to the vendee in the case
of sales contracts entered into before the effective date of the particular
sales tax or increased rate of tax, but consummated after that date,
where the contract-does not permit the inclusion of the tax in the sales
p)rice. This affords relief to those cases where manufacturers have not
een able to protect themselves by inserting a tax clause in their sales

contracts to provide that taxes, such as those included in the bill, would
be passed on. to their vendees. The clause in question is, in language,
quite close to the text of section 625 of the Revenue Act of 1932, which
now appears as section 3447 of the Internal Revenue Code.

Section 553 also includes the refund and credit provisions with re-
spect to news-reel and motion-picture film referred to in the discussion
of section 551.

SECTION 554. TRANSPORTATION OF PERSONS, ETC.

This section imposes a tax on the amount paid within the United
States for the transportation of persons by rail, motor vehicle, water,
or air, within or without the United States. The rate is 5 percent
of the amount paid and tax liability is imposed on the person making
the payment. Where the amount paid is less than 35 cents the tax
does not apply. Round-trip tickets are not subject to tax if the
amount payab e for a one-way. trip is less than 35 cents. In the cas
of commutation or season tickets the tax does not apply if the particu-
lar trips the holder of the commutation or season ticket is entitled to
make under the ticket atre less than 30 miles. For example, a com-
mutation ticket entitling a person to transportation for a certain num-
ber of trips between two points is not subject to tax if the distance
between the two points is less than 30 miles. These provisions will
exempt local streetcar, bus, and taxi service, including amounts paid
for tokens and passes. Amounts paid for commutation tickets for
1 month or less are also exempt from tax.

This section also imposes a tax on amounts paid for seating or
sleeping accommodations in connection with taxable transportation.

RA
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Provision is made that the time for filing returns may be extended
for as much as 90 days in order that carriers may have the necessary
time to assemble, from widely scattered points, necessary data for
making returns. Provision is also made that the tax shall not apply
to transport ation facilities furnished the United States, to any State or
Territory or political subdivision thereof, or the District of Columbia.
Section 554 (c) provides that the stamp tax on steamship passage

tickets imposed by section 3469 of the Internal Revenue Code shall not
apply to any tickets the pIurchase of which is subject to tax under the
uew transportation tax.
One change has been made in the section as it passed the House.

Provision has been made to exempt from the tax, with certain qualifi-
cattions, amounts paid for transportation of personnel of the Army,
Navy, Marine Corps, and Coast Guard, when in uniform and while
on leave, and authorized cadets and midshipmen.

SOECION 555. COIN-OPERATED AMUSEMENT AND GAMING DEVICES

This section imposes an occupational tax of $25 per annum per
machine on each person who maintains for use, or perm-its the use
of, on premises occupied by him, a coin-operated amusement or
gaming device. "Coin-operated amusement or gaming devices" are,
briefly, iachines which fall within the general classification collo-
q(uially referred to as "pinball" machines and "slQt machines." A
separate liability is incurred with respect to each machine, but if one
suich machine is replaced by another, such other machine will not be
considered an additional machine.
By committee amendment the rate of tax on so-called pinball ma-

chines is reduced from $25 to $10 per annum and the rate of tax on
so-called slot machines is increased from $25 per annum to $200 per

SECTION 556. BOWLING ALLEYS, ETC.

This section imposes an occupational tax oil persons operating
bowling alleys, billiardrooms, or poolrwoms. The rate of tax is $15
per annum {or each bowling alley, billiard table, or'-pool table. All
types of estabi.hments maintaining such equipment, including clubs
or social organizations, etc., are subject to the tax. Maintaining such
equipment in a private home is not subject to tax.
As in the case of other occupational taxes, the tax year begins

July 1 of each year.
Pfowever, if after payment of tax and srior to the end of the tax

year, additional bowling alleys, or billiard or pool tables, are placed
in operation, a supplemental return must be filed and tax paid with
respect to the additional equipment for the period beginning with
the day of the month in which operation of the additional equipment
commenced.
By committee amendment the rate is changed fromn $1o per annum

to $10 per annum.
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SECrION 657. USE OF MOTOR VEHICLES AND BOATS

This section impl)oses a tax on the use of motor vehicles and boats.
III the case of motor vehicles the tax is $5 per annum. In the case of
boats the rate of tax ranges from $5 per annum on boats leaving aii
over- all length of 16 feet or over but not over 28 feet to $200 per
antulmi onl boats over 200 feet in over-all length. In the case of
motor vehicles thle tax is to be paid by the person in whose name the
niotor vehicle is, or is required to be, registered. Ini the case of boats
the tax is to be paid by the owner of the boat. Trhe effective date, of
the tax is February 1, 1942; that is, the use of motor vehicles and
boat's before that date is not subject to tax.

Section 3540 (b) (3) of the I-House bill (lefinies the term "boat" but
OXC~lil(dS from0 tle (letillition) boatS tised "exclusively" for trale or com-
mercial fishing. The committee bill changes "exclusively" to
"chiefly." The committee bill also exeml)ts froin the tax boats u1sed
by thle Sea Scouits Department of the Boy Scouts of Aimerica, chiefly
for training Scouts in seamanship.

SEC'TION 558. EFFECTIVE DATE OF PART V

ihisf section provides that the new taxes imposed by sections 551
to 558 will take effect on the first day of the first month whichl begins
more thain 10 (lays after the (late of the enactment of the act.

8EC`1'ION 56 1. PAYMENT OF PROCESSING TAX TO GUAM1 AND AMERICAN SAMOA

This section was added by committee amendment. It provides that
the taxes collected with respect to the processing of coconut oil origi-
nat ing in Guam or American Samoa shall be held as separate funds and
paid to the treasuries of these possessions. A condition is imposed
that suich fulnds shIaell not he use(l to subsidize producerss of cocoa, Coco-
nut oil, ar1(l allied [)roducts in such possessions.

SECTION (602. SENATE LEGISLATIVE COUNSEL

Sect ioni 602 aiinCI(ls Section 1303 of the Revenue Act of 1918 so as
to l)rovi(le that. certain matters relating to the office of the legislative
counsel of the Senate should be under the direction of the President
pro temnpore of the Senate.

TITLE' VII--CHRIEDIT AGAINST FEiDERAL UNEMPLOYMENT TkXES

SIE:OTION 701. CREDIT AGAINST FEDERAL UNEMPLOYMENT TAXES

This section, added by your committee to the House bill, allows fur-
ther time within which a taxpayer may pay contributions into an un.-
emii)loyinent fu un(lmider a State law and obtain credit therefor against
the Fe(leral iueneployment tax for 1936, 1937, 1938, 1939, or 1940.

In each of the past 3 years a similar provision of law has been
enacted. However, since this tax has been in effect for more than 5.
years, a period in )which taxpayers have had ample opportunity to
familiarize themselves with the time limitation provided in the per-
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jrianent law and to take advantage of prior relief legislation, your
committee states that this relief legislation should be the last of its
kind to be enacted.
Under subsection (a), paragraph (1), credit is allowable against the

tax for 1936, 1937, or 1938, imposed by title IX of the Social Security
Act, for contributions paid before the sixtieth day after the date of
enact inent of this act, if credit is claimed before the expiration of 6
imont lis after such date of enactment. If the contributions are paid on
or after December 7, 1940 (the sixtieth day after the date of enactment
of the Second Revenue Act of 1940, containing similar relief provi-
sions in section 701 thereof), the credit on account of such contribu-
tions is limited to 90 percent of the amount which would have been
alllowiable if they had been paid before the due date of the Federal
return. Paragraphs (2) and (3) provide in certain special cases for
tile allowance of credit, which is not subject to the foregoing limita-
tions. These paragraphs continue without curtailmlent the relief here-
tofore granted in these cases by section 902 (a) (2) and (3) of the
Social Security Act Amendments of 1939 and section 701 (a) (2) and
(3) of the Second Revenue Act of 1940.
Suibsection (b) provides similar relief in the case of the tax. for

1939 or 1940 imposed by the Federal Unemployment Tax Act
(subt)chapter C, chapter 9, Internal Revenue Code).
Subsection (c) provides for refunds, credits and abatements, with-

(lit interest, based oil the credit allowable under subsections (a) and
(b). It also provides that on and after the date of enactment of this
alet no refund, credit, or abatement shall be allowed which is based
on any credit allowable under certain prior relief legislation, that is
section 810 of the Revenue Act of 1938, section 902 Ha) of the Social
Security Act amendments of 1939, and section 701 of the Second
Revenue Act of 1910. This section does not affect any credit for contri-
butioins paid which is allowable solely by reason of the provisions of
section 902 of the Social Security Act or section 1601 of the Federal
Unemliployment Tax Act.
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Mr. CONNALLY, from the Committee on Finance, submitted the
following

INDIVIDUAL VIEWS
[ro accomlipanly If. R. 5417]

As the only communit~y-property-State Senator on the Finance
Comminittee I desire to expreSs my vigorous dissent from the coin-
nmittee amendment directed at the coninmuinity-property system of
eight, sovereign States an1d to the manner in which this amendment
Was ad(lopted without notice or hearing to those whose constitutions:
an(d laws governing property ownership are to be set aside or ignored.
This amendment proposes to treat the ownership of the wife in the

community property and income as having been devised as a sham
511(1 a frauid for Federal income-tax purposes. Yet my own State of
Texas came into the Union in 1845 bringing with it the community-
property system in effect during its (lays as an independent republic.
Tlhe original State constitution and the present one, adopted in 1876,
rccOrllized the community-property system and the courts of Texas
have enforced amid developed the rights of the wife in community
property as strongly as those rights in her separate property.

Il Louisiana, Arizona, New Mexico, Idalho, Nevada, and Washing-
tolo, likewise, the community-property system is of equal historical
afi(l statutory dignity, an(l the wife's ownership of community-
property income so firmly imbedded that the Treasury, the Attorney
General of the United ates, and the Supreme Court itself have
consistently recognized that the one-half of the community income is
that of the wife. To these was added the State of California whenl its
legislature removed a temporary aberration that was engrafted on the
(ol11mlulnnity-property system which denied in some important par-
tficulars the full rights of the wife.
To treat the rights of the wife underthe constitutions and statutes

of eight great States as nonexistent flies into the very face of the
heretofore well-recognized principle that the States control the owner-
shiip of property and income. To condone at the same time the con-
tinued reduction and avoidance of surtaxes by divisions and gifts of
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property between hbu.Ihands and wives in common-law States, which
as the Secretary of the Treasury pointed out are made expressly for
tax purposes, is indeed to add l nsult to injury. Constitutional and
statutory rules of the eight community-property States are to be
flouted; the income of the wife is to be "deemed" and "considered"
to be that of the husban(l, but the deliberate transfer of income-
pro(lucing property in the common-law States is not to be disturbed.
rTie Finance Committee asks the Senate in this amendment to dis-
rcgar(l the fundamental law of eight States of the Union, and, at the
same time, recognize tile local law of all of the other States of the
Union fas a glide andllbasis for the application of the Federal income-tax
law.

Ilnstea(l of penalizing the community-property system, as this amend.
menit prol)oses, the Coingress shoul(l encourage its spread. By its
recogniitioni of the contribution of the wife to tile marital partnership
ealrninlgs, tile community-property system is far in advance of any
coninion-law State. Services are recognized to be rendered by the
marital community, and income as earned by husband and wife alike,
Legal anl political standlilng is given to the concept of nmalrital partner-
ship whliili in common-law States remains spiritual only. Recogni-
fion is given to the fact that the w-ife is entitled to something more
than foo(d, clothing, an(l a place to sleep, and it ought to be the law
everywhere. If there is any discrimination, that is the way it should
be corr(c tedl.

Tile committee amendment attempts to force the husband to report
as his own all of the community partnership income, when as a matter
of law tnil fact the husband owns only one-half, and is merely the
managing partner of his wife's half. This amendment ignores the
fundamental laws of these States by treating as a nullity what is in
substance a partnlership created by law, while tihe bill recognizes
fully the interests of every partner in purely voluntary partnerships
in every common-law State.
Under the community-property system marriage creates a universal

partnership. To its capital the husband and wife contribute their
separate property and to it they must contribute their full services;
and divide thel resulting income share and share alike. Whether the
husband or the wife is the managing partner, as each may be as to
certain classes of property income, is unimportant as long as a real
partnership exists. It is terminated by divorce in which event the
community property is equally divided, regardless of guilt, or by
death in which the deceased husband or wife has full disposition of
his half of the community property. If necessary to protect the rights
of the wife against fraud or dissipation, receivership and separations of
property can be ordered by the courts without divorce. The courts
require the use of the property for the benefit of both partners and
will restrain its waste or diversion to others.
The community partnership is also terminated if the husband and

wife move their domicile to a common-law State; yet under the
proposed amendment, since the new State will recognize that the
gus and and wife each own an undivided one-half interest in the
accumulated community property, the income from it can be divided
if the s ouses move from Louisiana to New York, but must all be
reported by the husband if they remain in Louisiana. Surely the
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wife's ownership is just as real in one. case as the other. Indeed, it
would not exist to be recognized by New York laws except for its
accumulation unnder the beneficent laws of a community-property
State. If the proposed amendment is adopted, we will have the unfair
and illogical situation of Coongress recognizing for income-tax purposes
the law of commion-law States which recognize and enforce the law of
the eight 'community partnership States, but when dealing directly
with the citizens of community partnership States the local community
J)frtner-ship law will be ignored and disregarded.

In ('fleet the amendment proposes to tax the one-half of the com-
iniiity ilcoltne belonging to the wife to the husband, by providing
that it shall be I'deonied" or "considered" to be that of the spouse
whio receives it or who lhas management and control of it.
This proposal to single out the citizens of community-property

States to compel thvne alone to pay tax on income belonging to their
spouses is certainly violtative of due process under the fifth amendment
to the Constitution.

'rlie Slupremne Court of the United States in a series of carefully
p)repared aind presented cases held that omie-half of the community
iiieon-te belonged to the husband anld one-half to the wife, that it was
actually owned by then in these proportions, and therefore taxable
to thie in tsuch proportions (PIoe v. Seaborn, 282 U. S. 101; 1opkivN
v. Bamn, 282 U. S. 122; Bender v. Pfaff, 282 U. S. 127; G7odeit v.
Koch, 282 U. S. 118). The sixteenth anendinment gives Congress
auntlhority to tNx inicome--- but it does not give it authority to tax the
inlComel1 belonging to one ptrsorn to another-. Those incidents of
omwi('rip), legal andl l)eneficial, established by State law have alway's
l)bee recognmizedl as governing by the F>ederal courts and by Congress.
The veryv incidlents, legal and beneficial, of ownership by husand
aui(l wife in community income which the Supremie Court held made
01l('-hAlf of it taxable to the husband an(d one-half to thie wife are also
governing as to the power of Congress to tax one spouse with the
iziconie of the other.

rlie Supreome Court held unconstitutional an attempt of a State to
tax tlhe husband upon income belonging to his wife in Hoeer v. Tax
commission (284 IU. S. 206), on. the ground that it violated the due-
p)rocess clautse of the fourteenth amendment. The samie due-process
('hliuse is equally applicable to sluch action by Congress under the
(lue-process clause of the fifth amendnicAt (HIeiner y. Donnan, 285
U1. S. 3 12).
Tile present action, is more directly contrary to the holding in the

Jioceper case than the universal mandatory joint return proposal for
there can be no question of creating a family classification in eight
Stet('s of the UnIIion, nlor is there at question of measuring the tax by a

ml)ine(l income. The proposal is to tax one person on income wich
the Sullpreme Court has heCld legally alld beneficially belonged ti
another. This prol)osed action falls uld(ler the direct condelmination
of thle Hloeper case even as thie jinot committee counsel interprets it.
On August 4, in considering this saine bill, the House rejected deci-

sively a proposal to (lisregar(l individual ownership and property
rights of husbands al(lt wives in all States by requiring mandatory
joint income tax returns. Yet tlis committeein Oxecutive sesSion has
a(lopted an amendment to the tax bill which in substance and prac-
tical effect is a mandatory joint returns requirement applicable only

S. Ite'pt8., 77-1, vol. 4----19
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to eight States. Moreover, although several governors of oommunity-
property States and many Senators vigorously protested thle hasty
action of the committee and repeatedly asked for an opportunity for
their representatives to be heard, these requests were ignored by the
committee. No opportunity whatever was given to the representa-
tives of the eight community-property States to explain the legal and
practical meaning of their local laws demonstrating the fairness and
equity of separate returns and the gross discrimination that, would
result from the proposed amendment.
This last-inuintte action was ill-considered and hasty in view of the

fact that it was taken without hearing the facts and law involved,
and that substantially the same amendinent had been rejected three
times in l)reviolls years (1921, 1924, and 1934) after full hearings held
by the Ways and Means Committee during which an opportunity had
been given to representatives of the community-property States to
exl)lain the fairness of separate returns un(ler the local community
partnership laws, and the unjust discrimination which would result
from the proposed legislation.
The proponents of this discriminatory community-property amend-

ment evidently hope thlat this will be an entering wedge and a step
toward reviving and adopting the recently defeated universal manda-
tory joint returns proposal at a later date. They expect that latter
on they will have greater support in their attempt to impose this
inequitable proposal on the other States by reviving the discredited
and lHouse-rojecte(l uiniversa-l mandatory joint returns amendment.

It should be noted that the universal mandatory returns proposal
which was decisively defeated in the House was not rejected by the
Senate Finance Committee. Action on the Treasury suggestion for
its revival was simply postponed on the theory that it was a matter
that properly should be considered in connection with the adminis-
trative bill which is to I)e submiiitted to thle Ways and Means Com-
mittee the last part of September. Accordingly, an open hearing,
full discussion and renewed consideration of that question can be
expected in connection with the administrative bill. It is astonishing
and inconsistent, to say thte least, that thet Finance Committee cid
not take similar action with reference to any modified proposal, such
as the amnen(ldment thfey adopted with reference to thle eight communitr-
property States. The action of the Finance Committee is all thle
more inconsistent and confusing because the mandatory proposal
adopted by it aimed only at the eight coninunity-prop'wty States,
unlike thle universal mandatory joint returns proposal, has not been
relatedd either in the Ways and Means Committee or oIn the floor of
the House. On the other hand, when it has been considered in the
past, in 1921, 1924, and 1934, after full hearings, it has been rejected.

This action of the committee can only be explained on the theory
that the advocates of mandatory joint returns hoped by these tactics
to divide those who opposed such returns in the thought that if the
new provision is incorporated in the present tax bill, a man(latory
joint return provision in the administrative bill will follow as a matter
of course.

0
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,Mr. LA FOLLETTE, from the Committee oil Finance, submitted the
following

INDIVIDUAL VIEWS
(To accompany H. R. 64171

PART I. INTRODUCTION

'Iew p)en(ding revenue bill as reported to the Senate is a, vicious:.
tissatult on the rank-and-file taxpayer. It is inadequate, inequitable,
aii(l, in my opinion, indefensible. It conforms to no standards of
justice or fairness. It "soaks" the poor while confirming, protecting,.
aif(l entrenching the corporate wealth and power engendered by the
(lefese program. It levies the major share of the costs of "all-out"
(defense on those who have the least property to protect and those
whio hiave the least ability to pay.

q'lie bill is a. hodge-podge of inconsistencies, with no underlying
)riiieiple of taxation whatsoever, except that like many previous tax
bills, it "pluicks the goose that squawks the least." Unfortunately,
the sinall individual taxpayer who will dig deep into his pockets to
Il)ay these bills has not made himself hearl.

TAX YIELD INADEQUATE

Although the committee tax bill is the. largest in our history, it is-
ho answer to the present urgent fiscal situation. The 3.0 billions of
dollars are hopelessly inadequate in the face of a 50- or 60-billion dollar
(lefelse program, a 49-billion-dollar national debt, and a probable
(eficit this fiscal year, over and above this tax bill, of more than 10
billion dollars.

Tlie proposed patchwork on the present faulty tax structure, and
tie hiking of present rates, are not a solution to the Government-
fiscal problems. It is not commonly appreciated that defensee spend-
ing has created an extraordinary situation which must be met by
extraordinary taxation, not only as to degree of taxation, but also as.
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to kind of ttixittioii. No dlouibt taxes must he heavier; hut, more than
that, they mluist be r(vise( so ias to be more ('(1uital)le and to conform
to t le preseiit, Sitiatioll.

E' XCEY( PROFITS

Tile (GovNT1,1Ment is pumping billions of defense (dollars into our
il(ustrili stut'lluture. thiug profits tire accruing to indl ustry. (Gener-
aily spes king, the initial and primary beneficiaries ar. the corpora-
ti0(IS. It is llot p)un1itive taxtitioll--it is just Joo(I cotnfoll-SenSO
fiscal f)oli(vy su1)p)or'tC(l b,(byxpelrt ('COllOllic, ns WWll as ln.yll)II, logic--
that. n holil s slullr(e of t111 exceVss 1itl( (kefeilse profits be siplhoned back
in to tih( Govei'nn1let Treasury. iTo tile ext(it, thiat such profits
1're divert ed fronm thle getieral income stream, the (lnTigers of inflation
lII'(' II(TIM'dingly red uicedl.

'rile eX((es5-l)profits tUIx sh1o0ul(d 1)V 11 Major item iii our tax structure.
Such a tnx il tile fiscal year 1920) yielded flbout, 45 percent, of total
Federal revellues. I'l thre fiscal year 1942, tile excess-profits tax will
)rovi(lde less t hiiini 7 p)e'ceflt of tot li Federal revenell. EAen( withI the
full-yeall (iffect of the cllailges; Ij)opoxsed Ilow, less tIhan 15 I)ePcclVnt of
totll revenllues will be. derived from the. e-xcess--profits tax. Of course,
5ii)Stallt itial incro(tlses hav Wee lble(mdie andl further increases are.
l)r-o)oSe(i ill thie corporate normaltaxRXtId silrtItIX Irates, biUt tllhe entire
coi)orp ntet slhtire of taxes is still faxr below the World War proportion.
Furtlherniore, ill lpeioadS of albornatl l)rofits the corporatte tax burden)
is not as equiiit ably (distrnib)ute(d by n1o alll inconle taxes iluld surtaxes
atsbi)illntxe('5s-p)rofits tiux.

LOWERE'iY. INCOM¶I-TA X EXENI'PTONS UN.J USTIFI El)

'Tere is 110Ijst ifi'ntiol lwhtsoever iti dijqi) g futher iiitot'e poor
lil1l1lX illeo ---wIlether by hidden excise. taxes-, or lowerlted incoile-tax
('xenip)tiols-- if till initil tdlequate excess-profits levies air(e Imade by
the G(ov(rtinment.

IDuring thile sellat (debate on the Second Revenue Act of 1940, on
Sepnteber 1:3, 1 conllmlnenteld ats follows:

'l'Taxatioll levied without regard to ability to pay and failing heaviest on) those
withl least, ahilitly to paty has l)Cell increasing Con.lantilv. Sucli was the case
wlhen we' considered tihe first tax bill during thie present session of (Conigress. T'hat
bill further incensed tlie ine(itoiy of our tax structure. It dimuped a heavier;
burden oil thle bcks of the rlnih people of tlie country in thle formn of ilcreasCd
taxes levied wit 1ouit, regard to ability to pay. Prior t(; the entactinent, of the first
revenu11e bill of tlie l)resellt session of Congress, almost $400,000,000 was collected
an nually fron t le mfantnfact urers' excise taxes, which are, iln the last analysis,
p)assed(l ol largely to the consuming publicc; 'T'he bill whicli we )assed in June,
increased tlese nu1isallnce taxes by inore than $140,000,000.

'I'lle b)ill as passed in June increased cor)orat.e taxes only 17 percent, as com-
nare(l with a 35-percent increase in the yield of excise taxes and a 37-percent

increllse ill tlie yield of indliv'idual income taxes.
I lh ye been ann advocate of broadening the base of the income tax, in the hope

tiat. increased revenuedelrived from taxation'levied in accor-dance with ability
to pay would enable, us to shift sonic of the crushing burden of indirect nuisance
taxes whicli are levied withotit-regard to the ability of the taxpayer to l)ay, on
to the souitid p)riliciple of graduated taxes.

But, Mr. President, as I stated during the debate on the revenue bill passed in
.Juuie, I saw absolutely no justification for a broadening of the income-tax base
at. the sanme tinle excise taxes and direct. taxes were increased by such enormoIUs
p)('rceli tage!s.

2
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0In June 19, 1940, 1 sai(l in debate on the floor of the Senate:
As the chief advocate in this body in past, years for broadening the income-

tax base, I mu11st now state that I Consider it is a gross inie(quity to the low-incorne
talxl)yters to ask them to increase their taxes, and, at the Hame time fail to ask
the corporations, which are going to be vastly enriched by the Ilecessity for nla-
tional rearmament, to carry their fair share of the load, according to their ability.
Now, 15 months later, the situation is even worse.
MAarriner S. Eccles, Chairman of the Board of Governors of the

t(elderal Reserve System, writing in Fortune Magazine for August
1941, states thle entire thought well in these words:

ihiring the einergency the excess-profits tax should, in my-i opinion,, bh the
keystone of a well-balanced tax program. Increased taxes, however, should not
h)( i'iiposed otl the great numbers of small' business cAoqicernB and on millions of
individual taxpayers until they have beeri given every reaeoinabt assurance that
the flunds they are, being asked to provide will not go to swell the profits of wealthy
iii(livi(llials an(l corl)orations.

GENEROUS TREATMENT FOR ESTATES AND GIFTS

Thlie singularly harslh treatment accorded the low-income taxpayer
lI(Per the committee bill is entirely reverse(I when (ltdlling with the

wealthy taxpayer bequeathing huge estates and gifts. Exceptionally
geueivous exemptions of $40,000 are allowed-53 times as great as tle
exemptions for a single man un(ler the incomeC tax recommendation-
tand only modlerateC rates are applied. Although the Tr'easury De-
p itmenlt I)roposed to lower these exeinptiofl to $25;000, iteiter theblouse Ways and Means Conmmittee nor the Senate, Filillnnce C01o-
mlitt ee Would concur.

ROBERT M. LA FOLLETTE, SBR., IN 1917

Int August 1917, 24 years ago, when the Senate of the United
Sttetvs wits debatingg the first real World War revenue bill, mi) father.
nul(le an, energetic and (Iranlatic. flight for a fair andti adequate tax
programi. Recently, when rereading the mnirot'ity report he silb-
initte(l to the Senate, I was highly impressed by the following exerpts
froin his remarks. In my opinion, they are noteworthy of attention
ill connection with the present bill. They are as true iow ats they
w%'ere true then.
He was championing a new tax theory-the Fed(eral income tax

walis only 4 years old-when he said:
Complicated as is the subject of public finance, there are certain principles andl

certain truths underlying the science that are self-evident. Among these ih the
rilniiciple that the burden of taxation should bc apportioned among the taxpayers
ill ueeor(lanlce with their ability to pay. Another is that income or profit. con-,
stiliitt if niot thie best, at least one of th'e-best. standgrlds ,by which to measure
al)ilit v to piay * * *. We must. look to the income tax adli the War-profits.
tnx to maintain the credit of the Nation anld mnake it Jpossible for oulr people to.
er(l, eth awful burdens of this war.
Il111answer to those who would impose but moderate rates on exceVss1

1)rofits-----and thore are some who take the sanme position onl this bill--
. .rith)er uIsQ(d thles(e words:
To d(lvocate low ratesat present on war profits, with a vie|w to leavlng a inargin

for a later day, is to leave out of Sight the fact that this prolific Rource of revenues
will automatically disappear with thle end of the war afnd that the opportunity to
tax eaich year's profits pamses with the year. Failure to draw on this source to
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the fullest possible extent while the war lasts will therefore result in throwing a
much larger burden of taxation upon the people and the normal industries of the
country at a titue when the easily made war profits will no longer be available,
and when busHincss of the country will be staggering under the burden of read-
justmeint.
To those apprehllensive of tie effeCts of A stiff excess-profits tax he

(ir (t (I thlleso woI(ls:
Neither the war-profits tax nor the income tax is a levy on capital. Both of

these taxes are levied upon extraor(linary and unusual profits. Even if they
absorbed the greater part of the profits of individuals such taxes would not in
any way affect the income of the same individual the next year. The capital
reianilt. Terr tax does not impair the earning power of that capital.
With respect to excise antl nuisance taxes, lie wrote:
It is monstrously Illifair to tax the everyday necessaries of the average man

and won! "ii to pay thei expenses of this war, in addition to commanding their
services, anil the lives of many of them, and of their children, so long as the
above-neotitnImned swollen And abnormal profits are not, taken-profits which the
war has clmated and which will disappear as soon as the war enlds. Every dollar
of the above profits can be taken and still thie enormous peacetime profits of these
and other great. corporations will not he touched. * * * Will anyone con-
tend that thle necessaries of the poor shall he taxed so long as these enormous war
profits remain as a source of revenue?

I-e added these prophetic words about excise taxes:
Once we admit, that excise taxe3 of this sort are to be levied at all tit this time,

we will find themuillnouuaitng with every increasing tax levy. * * * These taxes
will endure after the period of the war. * * Later, it will be these consump-
tion taxes upon the necessaries of life that will be drawn upon to meet the need
of the Government. It is both unjust and unwise.

PART II. THE TAX STRUCTURE: PAST, A1RESENT, AND PROPOSED

PRESENT TAX STRUCTURE COMPARED WITH 1917-20

In many respects the present fiscal situation is directly parallel
with the World War tax problems two decades ago. The war then
and the defense program flow have entailed unprecedented governs
mental expendituress which in turn require unprecedented general
taxation. Production aind profits have soared. Just as in World
War I, thae Government is struggling to bolster the Treasury revenues
by imposing new taxes.
Of course, we have grown-about 30 millions in population. Our

production has doubled and our national income has almost doubled.
}ut the tax picture is much the same, with perhaps this single excep-
tion: Our national debt stood at 1Y billion dollars in 1917. It is 40
times as great now. This backlog of debt in the present picture more
than counterbalances the exigencies of actual war in the past picture.
Most everyone will agree that the Government fiscal Policies and

tax program in the last World War were shockingly inadequate.
The war-tax policies-or lack of policies-permitted the accumulation
of unconscionable profits for india iduals and corporations. The war-
tax policies failed to arrest inflation, Whatever other shortconlings
existed, it is clear that the Government erred on the side of insufficient
taxation of war profits.

Despite the gross inadequacy of the tax structure in the World
War, hlow does it compare with the present tax structure?

4
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Table 1, below, is an abbreviated statement of internal-reveniue
receipts for the 1920 and 1942 fiscal years, based on estimates of the
Treasury Department. The table shows that the over-all tax load
has increased about 70 percent (supported, of course, as previously
Imentioned, by a larger population, a larger production, and a larger
national income).
The most significant facts to note from the table are that excise

taxes have almost tripled arid individual taxes have more than doubled
while corporation taxes are yielding only slightly more revenue than
in 1920. It is significant to note, too that the bulk of present cor-
por'ate taxe-is is being derived from the income tax instead of the
ee(xess-profits tax as in 1920.

All indications are that the next few years will be banner profit
years for most corporations. Yet, in the fiscal year 1942, corporations
will bear only about 36.3 percent of the Federal tax load, as against
56.7 pereelnt borne in 1920.

TABLE 1.-Internal revenue receipts by major categories--stimiated receipts in
present fiscal year under present law compared with 1920 tax receipts

[M(illions of dollars)

19201 1942'

Total! .5...-- -,736 9,724

Corporation taxes.................-....5............ 1,252 3, 83

IncomeI-2-02-----------------------------7------..
Excess profits..-.-.-.-.-.-..... . . .................. 2 079
Other4.-.---- -----------933 29

Individualtaxes-..-.-.-.-...-...... 1,232 2,X9

Income .------------------------- 1, 128 2,078
Estate and gift........................-........ 104 451

Excise and pay-roll taxes------- - -- - - ---- 1,252 3, 0

Tobacco and liquor......-.-.:.-... 435 1,53
Manufacturers'excises-..------------------------------------ 268 676
Other miscellaneous taxes.............-.9........ ...... 49 429
Social security, etc..-.-............ .. . 92

I Fiscal year reports of the Government for 1918-24 do not show separately the variotvs categories of Inoene-
tax collections. Hence, the calendar-year-incoine basis as reported In the Treasury Department's Sta-
tistics of Income is used here,

X Treasury Department estimates as revised June 1, 1941.
* Includes a relatively small amount collected from back taxes.
4 Includes the capital-stook tax and the declared-value excess-profits tax.

RECENT TRENDS IN FEDERAL TAXATION

J)cspite all the vaunted statements in recent years in behalf of
taxation based on the principle of ability to pay, it is a hard, cold fact
that the Federal tax structure has steadily become more and more
regressive and more and more burdensome to the common man.
Tables 2 and 3 are clear-cut proof of the trend il the last 15 years.
As shown by table 2, excise taxes have steadily grown. In the fisca1

year 1940 the total collected in this manner was almost fivefold that
collected from the same source in 1927. Despite the fact that the
aggregate tax burden bad increased almost 85 percent in 1940 over
1927, corporations in 1940 fiscal year paid a less dollar amount in
taxes in 1940 than in 1927.

9.869604064

Table: Table 1.--Internal revenue receipts by major categories--Estimated receipts in present fiscal year under present law compared with 1920 tax receipts
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As shown by table 3, corporation taxes comprised about 46 percent
of total revenues in 1927; 40 percent in 1932; 26 percent in 1937; and
only 24 percent in 1940. On the other hand, exciseand pay-roil
taxes cotistituted about 19 percent of t tal Federal revenues in 1927;
29 percent in 1932; 44 percent in 1937; and 51 percent in 1940. Even
Witt the. exclusion of social-security taxes, the percentages of the
latter 2 y(ears alre high-38 and 35 percent, resJ)ectively.

TAuw, 2.*---iternal revenue receipts by major categories--Receipts in fiscal year.
19217, 1932, 1937, and 19140

tMIllions of dollars]

1927

Totril .................... .......... .. 2.8

Cor;orsathon taxes ......................................3..... 1,317
Iricosmi'I.,.4,,,3., ,,,,,,,,,,,,,,,8Ollra.... ........ . ....... .......... .......... . . 1, . .

Ilndlv(viual taxem.....................................I.......... , Oil,

1I*,,"leI ..............911.........9 _
Esteit11nd gift.....................gir.....I..

Exelso aid pay-roll 1awi.......................................

'lI'thae) and liquor...397.......397
Al nufacturers'excse...................................... 67
Oth('i mlvl laxes.................i.. ..................... 74
Social wCcurlty, etu ---------------- .-----------.

I i('ludiiS a rrint ively small amounat collueted from hack taxe.s.
Includes the vapital-stock tax and t11, dlelare(dYaIlue ,excetss -rowfltm tax.

1932

1, w

....... ..

474

427
47

4,51

407
47

........

1937
4,_-3

1. 219

1,0)57
162

1.397

I. 092
._5

2,937
1,1464r1

175
265

1940
IM

1,276
1 117

169
1,346
986

2,681

1, 23
447
170
8u

TAILME 3.--i'ercentflge distribution of internal reverse receipts by major categories,
fiscal years 1927, 1932, 1937', and 194(0

IT,, 1, .I. . ..... ..

Corj aro llon axes..

Iut41 *'1(1tit l \(;s ....
Yxeisbw a1rl( pay roII tax

xu'll)(11linw So1('111 S9

1927 1932 1937

f rcent Pereent 'Pereent
----------------- ----- ------ ----- (I . M)IK . I M0( . 0

.......... ....... . .. ....... .... s .46(1 441.4 20. 2

.... . . ..... .......... ...... .... 4f35: 3I1.5 0.0
PS............................. .... ..... 71 43.8

lir6ty ......................... ........... ........ .........38.1_

Thle w)Ieceu(lilg tables ifilsttrat(e the, cotipiurativ(o trends as

betWeenI cOI'l)OlILti()ll taxes and (xc.iSe toIX('S. It is somewhat dlifflCUlt,
howev('I', froIll tIlos' tables to (liSCorn the cOnlipa'rative tlreiidIs between

idhiVi(dlIul 11(1 cor'p)Orate taxs(s because. both lhta becolne a r('latiVely
smtillei part, of tottil Federal reveu('ws while c'xcise taxes have sky-
1r(Cketfd'(.
An intereStilig (IIlpt'ISOII On t (different b)asi5s Celin made fromA

tz)le 1i(]hi)ted(l fiomln thme 94() Annual Report. of the Trea'stury Depart.
nient, in which Federal tax liabilities are estimltt(ld nilder certain
asSumed111 conUditions. For Oflt set of estimates (columnnll 1) it iS asawied
that thlie tax structure, of May 1932 is in effect in tho calendar ycai
1941 (i. e. f.t that level of incomee; column 2 is under the assumptidh
the tax structure of July 1932 is in effect; column 3, the taW struetu&o
of December 1940.

1940'

Percent
1M).0

24). 1

ri). (l
34.14

9.869604064

Table: Table 2.--Internal revenue receipts by major categories--Receipts in fiscal years 1927, 1932, 1937, and 1940


Table: Table 3.--Percentage distribution of internal revenue receipts by major categories, fiscal years 1927, 1932, 1937, and 1940
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As can be observed from the following table and the percentages
.aleutilated therefrom, Federal taxes on individualsthave increased
stubstantially more than on corporations. The Revenue Act of 1932
wtis esp)ecially bad in this respect.

'I'ABI,? 4.--Estimated Federal tax liabilities I for ralendar year 1941, based on the
tax strictuea of (1) Alay 1943;2, (2) immediately following the passage of the Rev-
ttnue1c Act of 1932, and (.9) December 1940 (tax bnse assu-med to be independent of
tax structure)

(in millions of dollars

Under lws-

(I) ~~(2) (3)

l'ax group Of May 1032 Of July 1932
Immediately ninmeiditely OfDfes.31.,preeeding following 19)

ofI tew wm
asge Of

oft,.= jventuv A tnue Aet of of 1932

Iiilividltizl income, estates, and gifts --------------- 94 1,308 2,230
'ornorite IncolleO "ftil profits ............................. .... 1, 277 1, 694 3, 723

Sojr(c: 1J1ON A nnultl Report, Treawsury I)epartniill, 1). 3.

'T'ABLE 5.,--Percentage increases---tax structure after R~evenue Act of 1932 compared
with structure immediately preceding and tax structure of December 1940 compared
uith each

Percentage tncrea-4

v (2) over (1) (3) over (1)

Percent Percent
Individual inonile, estate.s, i'lnd giftzs--------------------------------------- +120 275
Corporate Iiicomte and i)roflts ......................-4-..., . +25 192

YIELDS OF THE PRESENT TAX STRIJCTURtE COMPARED WITH YIELDS UNDER
THI E PROPOSED COMMIUTEE DILL

To complete this series of comjlparisols madie on the basis of the
relative buirdeln on the various kinds of taxpayers, a comparison should
1)(e made of tho present tax structure, and thoe structure as it will be
iiid(ler the committee bill. Tables 6 and 7 make that comparison on
a basis comparable with previous tables.

It should be noted that both sets-of estimates on table 6 are based
Oll fiscal year 1942 level of income and that both are hypothetical years)
in that they represent full-year.'effects. In such respect, they differ.
from estimated actual receipts (as shown on table 1). For example
1l)011, $679,000,000 will he collected iin excoss-profits taxes in the fiscal
yetr 1942. However, the full-year tax liability on 1942 levels of in,
conle would be $1 026,000,000. Similarly under the proposed bill,
the hypothetical full-year effect is estimated to be $2,156,000,000 from
excess-l)rofits taxes, but, according to the Treasury, only about 45
Percent of the additional amount under this bill would be collected in
the next fiscal year.

7

9.869604064

Table: Table 4.--Estimated Federal tax liabilities1 for calendar year 1941, based on the tax structures of (1) May 1932, (2) immediately following the passage of the Revenue Act of 1932, and (3) December 1940 (tax base assumed to be independent of tax structure)


Table: Table 5.--Percentage increases--tax structure after Revenue Act of 1932 compared with structure immediately preceding and tax structure of December 1940 compared with each
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An examination of tables 6 and 7 shows that an inordinate increase
is proposed in individual income taxes contrasted with corporation
taxes; in fact, the corporate share of total Federal taxes is actually
redticed from 40.4 percent of the total to 39.6 percent. The share to
be borne by individual taxes is increased from 25.7 to 28.5 percent.
Excluding the social-security tax (which as yet has not been increased),
the share borne by excise taxes is increased from 24.7 to 25.0 percent.

TABLE 6O.lnternal-revenue receipts by major categories-Estimated receipts under
present lawv compared with estimated receipts under Finance Committee bill (/ypoa.
thetical full-year yields at levels of income estimated for fiscal year 1942)

(Millions of dollars)

Present Under now
law I bil I

Total........ . ............................. 10, 793 14,486
Corporation taxes...........-....... . ........ 4, 5,738

Income I
. ....... ... ...........'.... -... ...................-.. ... 3,099 3,363

Excess profit ...... ................-1,020......................1 2, 16
Other 4...----------------------------............................. 219

Individual taxes.....................-................. 2, 774 4,139
Income I ..,, , . . . . .. ... . . ..2,323 3, 520
State Arndgift- ....^.....45100Estate~~~~~~~~~~~~~~~~~~~~~~~~~~~~~_ngif..._............................................45

Excise and pay-roll taxes ..................................................... 3, 00 4,019
Tobacco and liquor............-13.1.7.....0.............. 1
Manufacturers' excliws.................s0....676 9.W
Other miscellaneoustaxes.. 429 960
Social security, eto ...929...m

I Differs from estimates of reeeipts In 1942 fiscal year Insofar as the full oftects of the 2 Revenue Acts of 1910
ae not reflected In the fnwal year estimates of Income and excess-profits taxes, etc. Compare with 1942
fscal year ('stimateG under present law In table 1.

I Assuming that all provisions of the law were fully reflected in receipts for an entire year,
s Includes a relatively small amount collected from back taxes
4 Includes tho capital-stock tax and the declared-value excess-profits tax.

TADLEJ 7.-Percentage distribution of estimated internal revenue receipts by major
cafegories-Fiscal ?ears 1920, 1942, and hypothetical full-year yields at 194*
levels of income under present law and under new bill

1920I 19421

Hypothetical yar

PreetNet bt

Percent Percent Percent Pereet
Total..,.-----.....10.0 100.0 100.0 100.0

Oorporation taxes .........................................
_,3 40.4 s3o_

Ind vidualtaxes-....................................... 21. 5 20.0 25.7 28.5
Exclse and pay-rolltaxes-...............-21.8 87.6 33.9 81.9

Excluding Social Security .... .4.._ 24.7 26.0

I Ses footnote on table 1.

All of these statistics merely go to prove two facts which are almost
self-evident without a recital of detailed statistics:

1. The present tax structure is inequitable.
2. The committee bill will make it worse.

9.869604064

Table: Table 6.--Internal-revenue receipts by major categories--Estimated receipts under present law compared with estimated receipts under Finance Committee bill (hypothetical full-year yields at levels of income estimated for fiscal year 1942)


Table: Table 7.--Percentage distribution of estimated internal revenue receipts by major categories--Fiscal years 1920, 1942, and hypothetical full-year yields at 1942 levels of income under present law and under new bill
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PART III. DEFECTS IN THE COMMITTEE BILL IN THE TAXATION OF
EXCESS PROFITS

In my opinion, the most serious defect of' the committee bill is the
failure to tax excess profits adequately or fairly. Despite persistent
and cogent recommendations of the Treasury Department that the
entire method of taxing excess profits be overhauled, the committee
bill makes no fundamental corrections in the present law, nor even
recognizes the shortcomings evidenced during the first year of opera-
tion.
Corporations prosperous during that base period are still not required

to pay taxes commensurate with their ability to pay and commensurate
with a fair and reasonable rate of return. Other corporations which
iave, profited very substantially, and directly, from Government
spending are not contributing their fair share.

PREVIOUS EFFORTS TO SECURE AN ADEQUATE TAX

Last year, during the consideration of both the First and Second
Revenue, Acts of 1940, I made a strenuous effort to gain congressional
approval of an excess-profits tax based solely on invested capital.
Although the Senate approved my plan, 41 to 31, in June 1940,. it was
eliminated in conference with the declaration that an excess-profits tax
would be enacted later. A miserable compromise tax plan was.
adopted a few moniiy later. In September when the bill was under
consi(lerat.ion by the Senate I submitted a minority report explaining
my opposition to the compromise excess-profits tax.
The objections I raised then are applicable now, with greater force.

I quote at length from the report because I believe the arguments
are unanswerable-in fact already vindicated in many respects after
1 year's operation under the present law:
The Finance Committee has reported a highly objectionable tax bill to the

Senate. * * * It violates every principle of sound tax theory.
THE BILL IS BASED ONA, CONFUSED AND UNSOUND THEORY OF EXCESS PROFITS

The President In his message to Congress on July 1, 1940, urged that Congress
enact an excess-profits tax to help pay for the defense program because, "it is our
duty to see that the burden is equitably distributed according to ability to pay
so that a few do not gain from the sacrifices of the many." Yet this bill is not
based on any principle of ability to pay. Apparently it intends to tax merely
the extra profits due to the defense expenditures-"defense profits" rather than
"excess profits."
The so-callcd earnings method of the bill is supposed to measure defense

profits directly. Earnings in the taxable year are compared with earnings in the
base period and the increase, if any, is called excess. Two basic assumptions
are involved which are not true in a large percentage of cases: First, that the
earnings during the base period are "normal." Second, that the increase is
excesss" or due to defense expenditures. Actually, with respect to the former,
a base period that Is normal for corporations as a whole is almost invariably
abnormal in varying degrees for corporations individually. 'With respect to the
latter, there is no reasonable assurance that the increase is "excess,' or due to
defense expenditures.

Witness after witness testified before the Ways and Means and Finance Com-
niittees that their earnings wete abnormal during the base period or that increased
earnings had nothing whatsoever to do with the defense program. Obviously, the
bill exempts large amounts of defense profits and taxes large amounts of non-
defense profits without any recognition of the sound principle of ability to pay,
Furthermore, there is no satisfactory way of distinguishing between' defense

profits and other profits. No chemical test can be applied to mak a preiffai

I9
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separation. Dollars lose their identity wheti flowing through tho ecQnb6$n-Iy*-
tetn. Products which have at important use in the defetse prommay havd
a umidltecous important. use Itn normal industrial activity. Paint for a attle
41111) is the Ulre as pailt for industrial machinery. Shoes. for the Army a8r.the
sane as Ohwes for the farmer. EIven with complex account systems, no sati.F
factory seppratlkm of profits can be, made. 'Surelv no iiuleofo-thumb method'of
arnparin'g t)rotltA In the taxable year with profIt during some previous years

affords au aieqalue separation.
'l'lhe niost oerlous de-fect In the hill fromi the standpoint of tax theor~' Is'the

atteluipt to COIJIiIll0 two'0o)o)otifng theories oftaxation in 6ine bill, The net effect
is to ilinld(e t he short colnlings of wothwithout^ the. advantages of either. The
loopholes il the 1)ill are d(01ouled. The rev(ume yield is reduced well-blow wfiat
inigt. be obtained under either method separately. The situation becomes a
"~heals ytou will, tall) I lome" proposition for the Treasury. In a0ldition, bighly
inC(j(ltAtlo situations are created among competitive corporations' which ar9
forced(l by circumstawceA to use different methods of tax computatioh,

J
(2) TlIM HILL Arytom) UNWARRANTED PRICitCRENTIAl THIATMSINT TO CX0TARW

CO)RPORATIONS
Tt'he large p)rosperous corporations with consistent substantial profits are thow

moot. able to pay an oxcess-profits tax, Under this bill they will pay little or no
tax. No matter If they are earflitig 20, 50, 100, or 1,O6d percent on their Inveited
capital, they Illay Cotitillte, mider th,. average earmbigm method of this )ill,. tq
rtoI e j)r(Jfits wit luout additIotial t`x. A tremendouis a(dititaoe is accorded

thn established' prokporotaiorpearatioh against competitor who suffered it
depressed cotdlition during the base period or the newly orgatnized corporation
which has not become established.

(3) 'rTIM )Hill, 1NCOURAMOIS MONOPOLY AND) DIStIMMiNATESM AOAIN.ST COMPETITORS
OF PROSPRAOUS E8TAIRLISHED CORPORATIONS

If thero was ever a tax measure which promised to perpettiate monopolistiq
eorl)oratiost) it their oiiopoliles, It is this ore, Tlhroe corporations, A B, and
C, are c~inp)etltomr C)rporatiol A is 'a qiiasii httopowlist~ ar'ninil Mrott of2
pereent on invested capital during the bas period. Corporation jstru glIn
aga lust terrific odds, earned 9 percent. Corporation C Is newly organized 'IIn
1940, corporations A continued to earn 25 percent;. B (earned i5 percent;. C, O
ix-ree(l TlrH would be typical 6xperlhico boeau'se it IN a W611-knowfilfact that i
cert-asli development reriod With1 1* profits is typical of the new ciorpormtionl:

Under the average earnings method of this tax bill, corporation A would.pay no
excems-p)rofits tax -whatsoever. Corporation 1B would pay a substantial tax
though its earnings *re tumuchte4*. Corporation C' woudald o have to pay- ui
exces-l)rofits tax, unless it were small enough so that the $10,000 flat exemption
gave it rellef.

This tax would be an initturi'iountable harrier to fair comn'pdtition among, th
corporatlotii4, No Inurepowerful club thatn this could be lplacae& In tho hand bf
corixoration A. No other concern could successfully challenge it1(i&HI-niozio'
olistie position. If during any future year corporations }3 or C did achilee tfie
sameo level of profits as corporafloni A, they would pay m6st of It iln addItio6al taxi
whi'li corporation A went ntitaxe., The most likely result would be bahkrupt6y
for 11 anl 0 a CO1inlete inotiopoly for A.

rl'hil luuciultylitliereuit Iii tho eoimittee aniendinent may be further llustrat
by the following example, W ich shows the excess-profits tax that would be paab1
tinder the committee Aitendtilet by each of two corporations having the sam*
invested capital alnd mxces-p)rofits net income during the taxable year. One of
these corporatiouns-'orpxoration A--is, however, an established company witK
sta))ilized earnings anid the other, corporation 1B, is a growing enterprise competing
wvith corp)(ortion A.
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current yer
*xcess-pro....'net,nc ..e*t1...,(I.-;..,0 , 00(

~~~~~~~~~~~~~~~~~ _- - - - - - - --- -,. . . . . . .-. . . ......n ,-0

invested cipltaI ......................i...... .. OttO,- ,no o, 0
Rateofretuferent n20.................. .... ..nt 2 0 0
Ivestdprofitspet income averagee) . .0........000L. 0, ,
Iiivested cepi|tal (avera e) , . C. , --f0010 PFU>@0000
Rate of return (averaep).. .. ......... ........ ... , r, t, 4

Taxable excess profits:
Aver aeeafl¶smethodm. 0 . 00
InvestedCaieehAW.........I. ..................+. , (b) , aoo

Average ernings method............................................ .
InvestWd &apitAlmethod .....................*,,.,'.......o

Tax liability I........0...............*............ ...-;... 0000

EExCludes the 3.1 percent in reaji in normal cbrporitlon income tax.

It is a serious charge that this b~ilt should condobie and Oifctirage motloboly,
bIitt perhaps eyetn iiore serious is tiue severee peti~l.ty that i. pPIWced on the new pr
growing corporation. Such a corporation probably reeivedlittiv profit during
the itit~ial years anfd is now ,l'ntering intO a period whie'l the wv6k of oiarlior. un-
p)rofitAhle years is b'eginrili bto bear frilt. The bil allows 116 ftiture properous
years for the new or growing oororaoion; It evlisage:san economy; with the
present in equity "frogentk"ito the future, TheprecedTnV heein et, il make
it, all the more difflcolt. itatoie later .1ate to, taxvtheeprivilegeo" corporations
a(l('(luatoly. Tl'he hue aOl4ory thewill be raised,; jtist asit ham been raised to a
(ertali exfont 110w, that 't~hi stockholders who' have recently pttrehakod t4ok'(ai
high (prictos because of-lant cipated highb,eark~4hg h*d a;:vsted.',terest which
sholdi tnt1)e diisturbled( .he~idea is fa.lacip0", 6ut to allow it to go uinchallenged
here ii thies tai b)ll Witdd gvo it a cloak of validity which would bhehardlater to

Entirely d reg4rdod I&1HI WI' .itI i'4 ne oif'thnoo ' ar i icipbixbtiaxatioti:
That the buri&n sho6d 1efairly ditilbuited .TheFropjhderance;oftestinfon
dttrittg the hearings lcarly.,'*oiotrate thntmanv taxpayers are more con
curned about the equity of the t'a than the amount of the-tax. Aside frourxttq
corporations with high earinshigs which ^vllb'be abifei to tbak"dvaitage of" :tho
average earnings tax method, corporations in tnieral are willing to bear alitost
at reaonable load provided their Wompetito& is treated' ilmilailyt. Tho average
earnitigs method and the hodgepodge off dual method of computing tax liability
precludes e ualtreatznbntifor,.D,.t * t. ':>.

It has ben iin1nI01swe<to.the above cponte'!tlona that iitno14.the function
of a tax bl)' to rlSu~$R' eitth$ c diodiitag*Or' adseata i t Thii
ntiswer Is spevt6u6. OhaimlgrethiOatI thpu t a' taX bilto ize
comn;)etitive hcottditi~tl4; *But: It :is sindenhle that tafbUllWshodld not'di(tov
ex;istijg co044M4t,conpditioni. an4d plac.q unarraitied: tax.handicipa upon one
1lmss of, &$rpbrvj Qqt48 &asppqeldto aloder,- thereby crating an. iodenille;

(l('tlnpeti v advantage n PaAvot' of the latter, The 9bjrk*th10t tthe4 cok itiiI
ivifendinrIti' is? n thAt 'do ndteqiai4e eximJig ;&&in tftie ioiditlbi,
lHather the objectioti is that the committee asientdnit iii'aIt d ot itself'cretZ
tie~y and farjriaqh$~tg, aomoivqYPAktage. The jnyestd-capital4metbd on
time other hane, (*doesno great or give rise to either new competitive advanltageos
or now competitive disadvantages. It simnply impose an excess-profits tacx
whicH falls alike on corporations regardless of their coMipetitive positt'ui and
t hereby does not disturb existing competitive conditions.

(4) THE RATES OF THE TAX IN THE MILI, AIR NOT OlE.ADUATED FAIfLV
'The rates inl the bill are graduiated&accorrdinig to the wi!iolliit of so-called execMI

lprotits. This ineanmt that a. large corporation ixay make o1ly a veytvsi0allA 'rentitage of excdes p'rofibon: iite eaJsital and still pay the higher rate of tax,;: T )t,
i corporation with $l0,0OO,9UU.'1ofditvested capital and $,0, ofta xble
excess profits will pay the Mametax as coORrporatMwhicl has thiesame atolnt
of taxable profit on-n inyoste capital of (ll$,00OO0. In other wordm, theihbrackets .are llow .iaduat without reference at all to the earntigs or eiti:of a
corporation, and a hpotionwhich ha ex-sprofisamouting to a l0-perntreturn oil invested capital would pay' n6 oire X than& corporation ,having ex

9.869604064

Table: [No Caption]
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profits amounting to 10, percent on invested capital, providing the absolute
amounts of excess profits were the same.

Profits cannot be divided sharply into those that are excessive and thoie that
are not, Excessiveness is a matter of degree and the tax rate should be graduaM
according to the degrees of excessiveness not simply according to the amount of
excess profits. A proper rate structure For an excess profits tax would gradumato
the rate according to the ratio of profit to invested capital. Under the rate struc-
ture as it now stands, many corporations with extremely excessive profits will pay
much inore moderate taxes than their corporations with only moderate excess
profits.

ESTIMATED ADDITIONAL REVENUE

The Treasury Department estimates that an additional $1,394,-
700,000 in corporation taxes will flow into the Treasury in the full-year
effect of the committee bill. Proponents of the measure point t an
alleged increase in the excess-profits tax yield of $1,130,600,000. The
figure is somewhat misleading. The yield is achieved only after revers-
ing the tax-deduction procedure, and at an expense of $601,100,000 iln
the yield of the normal corporate income tax.
Thus, in order to obtain the same (or slightly more? than present

tax revenues from the normal net income of corporations, the come
mittee found it necessary to impose new surtax rates of 6 and 7 per.
cent. The net additional yield in this bill from excess profits, over
and above the surtax yield, is only $629,600,000.
With an excess.profits tax based solely on invested capital, and

without any increase in the rates in the pending bill, the Treasury
estimates that $1,880,000,000 additional yield could be derived from
excess profits-about $650,000,000 more than, the committee bill.
Thus, with a full-year effect, a total of $2,900,000,000 would be derived
from excess profits--a figure not unreasonable in view, of the $2,600,.
000,000 collected from excess profits in 1920.

PRESENT AND PROSPECTIVE LEVELS OF CORPORATION PROFITS

The direct and indirect effects of Oovernment defense spending are
not yet fully reflected in the levial of corporation profits. But already
the Profits are at record high levels. The National City Bank of New
York reports the profits of 360 leading corporations in the first half
,of 1941 to be 20.9 percent above a year ago-after allowing for prosf
pective taxes. Last year's first half was 58.6 percent above the
previous year, again after taxes, depreciation, interet, and other
charges, and reserves.

Tables 8 and 9 show the data in detail by major industrial groups.,

12
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TAPLU8.pf e io- r e. f a
Nct profit re fpore a 4,pl tioa , 1ntret, taes,ade other c mm e but

dordividends-net wortn includes book value of outstanding preferredakdcommon stOc
account at beginning of eobcyoes

[In thousands of dollarsJ

Annual rateNet pToflts, half Net worth Un. I of return
No.Indusirlal ~~your Percent (percentNo, IndussrlaI groups Ye change ______

1940 10t9 140 191 1940 1941

7 Baking ... -.. ..7,970 7, 6 -4.5 2360,81 2317,381 7.7 0.4,
14 Food products, miscellaneous. 84, 74 89 194 $11 834,988 , 11,1, 14
7 Beverages .......--,088-+---8 194,922. )10421 1. 1.

17 Textilesadapparel - ...... 7,862. 10,'84+a.65 178,0523 .180,4. 8.9 &12$
7 Wood pucts.........1........1,328 4,518 0.5 9,340.,6t 431447

14 Psapr products .............. 3 7,i 892 +147 1689185' 418'6,; 9 O
28 Chemicals, drugs, etc - -92,02k 4021 :.-+2.j 100 1,8313I 14,2: ..111 Petroleuffl pro6 tettsa .,-, 141,070 137 -4. 2N, 1 2,671,64 108, 010.1
13 Stone, lBy,andglass-... 12,220 14,807, +21.2 221j718 223,378, 11,0 18.826 Iron nd .. ..o61 91 52 !,0 2,491, 8w0 10.B~~~~~~~nf Mltr., .7. *.-1B1 73776;g^*>2~41.....2 0 -§ +
1 Bull Inger Ont ........... 23 19
14 Eicctrical equiPt t - 42,8 47, o 11,;' 687,138' '082....1S. 21

,6

Hardwutre, tools, etc - 0 .. . . 4 __82.,7814o4 Office equllpment.- . - 8, 11: .7 0. 133, Xi 13 O,68 11i4i 19.9
Railway equipment --..........9,498 18,051 374 178,40 82,0' 11,0 -I1

90 -om--oi---- 116, 125,840 +7.8 1,14, '1. 1, 20,8 - 21,
19 ..toe..ipm.. 10781 14,203 C+2.8 1 1, 78 Q 97 190 :i

8
36 Mea rdcs iselnos..20,354 219,60to -454 220,8856: 1,4, 24, 019M~scalineouamanuacturtng.~ 9,947 18,110 -12.0 S81,0 8326 788 83 '11,1
304 .oamnfatrs.... 021 387' 748,35 +20.4 13'139,8608 1340581, t.2
10 wolmning-.......... ~00; '2,898'+M 1 '10,314 2607 . .
9 Metal mining. ........ 1 ,757 I9,0N9 +9.810,S 18, 10,7 11,8

Mining, quArrylng-mlsoella-

18..o......... 2759 1,
+ZS ,4119 f~p12148 14,9 5,1,5rade (*holmle 1:4dffal5 "t :t2, 44g 7;'1- t\ 1 3,

12 eervic and construction,. 8,38 8,317-7 .9 .;-- , 88

38 Total.......... , .,_.......-Is --2-12, (M,981 10119,:t 10}0.8 .I'$
I Before certain charges,
D-)eftlcit,
Source: Bulletin qf National City Bank of Now York:, August19k.

TABLE 9.-Comparions of profits of leadingcorporation, for the first halfyear1989,
1940, and 1941-percentage change in net profit, after depreciation, interest,
taxes, and other charges and reserves, but before dividends

1940 191-
over 16809 over 1940

Baking..-.....------------------Food products'. ....-s..........................1....................Beveragos-,....21...........................................q.1
. a

Textiles anadpp e. .-... 8.p.... , . ..... ,,I.W. 2 SWWoodproduct.^..-,-..............1,1920.....,Paper produc ts. ,a.-1878--ox* o 7;
| . ..... . . 1..Chemicals, drus, to............------,--............

Stone, clay, a4qg.1....................,.. .... ....
S 9 t 288.9

II ]Ironandst..l........-i817B~l~I IpbOn.......-£80.....................
BulldlngoU tlfptoft ,...-...-*-*------^ *----+-- - 11le ctrica l nt ., . .-.......e.t-. ... .67

- . 11.flardarwe, toof.etc-..-...
M~~~~cblnerl..........- ........... 3Officeeq..l.-....................7.n-47PII lwey ........._o*^w** www,*z^___~............ &I4.Automobl ......;-.-....

Metal ., -';'ota#*.--w,.aJ.*..b^.*lii**w;,> a,}.*.{u4.#1i......iS 4

A -

9.869604064

Table: Table 8.--Profits of leading corporations for the half year


Table: Table 9.--Comparisons of profits of leading corporations for the first half year 1939, 1940, and 1941--percentage change in net profits after depreciation, interest, taxes, and other charges and reserves, but before dividends
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TAPLC 9.---Compariaona of profits of leading corporations fo h is afyar 1939,
1940, and 1941I-percentage change in net prftafedpectin interest,
taxes, and other charges and reserves, but be-fore diied-otned

over X139 over 1940

Coal milling.(...................................1..
Metl minling....I ....................... 41.7 O's

usiIIli,(TyafIng, III srellaziuous......................... 24.0 2.8
TrdkN lilm eand retail).---------------------------

10,9 72.9
b4~rvler and cotmtructlon............................. 5.2 9
* Totlu allgFO1pInceft nfirt half

of 1941 over 19.39: 92,0 perm~nt.)

I iData not comparable.
Sourme Dulketins of thex National City flank 'if New York, August 1940 and August 1941,

It is interesting to note, in this conriectioli, that most corporations
are laying. aside very onerous reserves in anticipation of vastly
increased taxes. The Wall Street Journal, for examnple, recently
reported:
Tax mystery:. United Aircraft rececltly reported tax reserves of over 78 percent

of its current profits,
The top any corporation ham to pay is 72 percent, Including income, excess

profits, and murtaxom. This muggemts United, like mmaiy another big iIndustri*I
COmfpai)y, 14 u1iming uiltraebiwoervat~Ive hookke('pi11g to. avoid phonly profits, Wust
report morn liberally to the Goverajutent-and to itm, mtovkholdors.

1)etailcd compilationss of corporation profits, for individual corpora-
tionls, as taken from published financial reports, 1940 compared with
1939, and thb fltst half of 1941 compared with thte first half, of 1940,
have beezi published in the- Economic Outlook -for February and July
1941. The compilations are, reproduced below in tables 10 and 1I.'

TABLE I10.--Corporation profits in 1940 compared with 1939

Company 14)Permint

Allegheny-Lldfinm stel.......................$3,7VA0,000 $2,093,5a1I 77.0
American Can......................___.-_.-17,440, W6 18,%24, 1(3. -4.6
Americalnm Mete............................ 3, MO,9,167 2,1114, 740) 23.0
Americam 'P1ohacco.............------------ 1.311,782 26,427, 34 7.0
Arn4'rican Woo )II-, ............. 3. 154,044 2,3:111,887 304-A viatlimi (Orporatlon (yearvnh,':dn Nov,. :: U._-. -s-s8, :is -2,238,048 ....I
M4abcook de W'iltox........................ W8,19 1:1(1, 782 2OK.
Ballh lrzil Wurks .................... 2.0t52,18Io 00, 703 I1.
Beill A4 ireraft...........................284, 74.5 9,203 ',0.
Betillehem steel..........94679,5)2468,A
Jtridgl-e(ort lruimM................... 1,258,776 459,050 '174,0
Calel l ic'rwo. 7, 830, 117 0,0O4,800' A6,6
Ctiry1or Motors ............37A802271 35,879,82 It. 4
('oapnmt'rtial$o~~~~~vvot~~('ur~~~ozuI ion ... 2,~%387,321 1,6(X), 389 2.,ConlsoIdItmtIN'd Coal........................-4412,2901 -803,9of

('omteaincr (Corlwiratioti......................... 2,227, W24' 1 , 448,9X)
('omatioetin ..........(...........953,.2.........

('rucilob81m ................. n, i8a) Z 803,mO9:1.iDnugaue A IrcrautI (yvar end iua,. No. Id111.1) .....I...... 1(1) $31, 971t 2,804,19
D1iui~lnt, l'I... 80.045, 173 93, 718
Electric A uio 1,11 ......... ,01,-15.,.......I
(Itnnral 4able... , 5, 0 71 16o.
otmeiral Eivt-rl ........................ 0, 241 ,0d( 41, V,3 ft4
(0enerml Fo'fds ..........................15, 24,077 iS iii
(1viiertl Motor's:--------................... 196,500,000 is3 79,

I Most of thu~jpro1)tq tirelnlrqtd Rasr&ne'r~suhnthe figures ame not directly comparable WMhOUres usekd elm-whtert, In this minority rop~ insvka 1nticmmblr a.

9.869604064

Table: Table 10.--Corporation profits in 1940 compared with 19391
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TABLE 10.,'-Crpoari"o prOf&#in, 1940 compared with 1989-Continued

-company 1- 0 Iw

generall Stee'l CastIp..., .-
(Xnodrich'lerBphFr0&t bt.......... ....... .....
(loodvear Tir & Rlubber .................. I.

jIarblson-Walker 14efractorles............................
I14dw41 Stel, .,-- .... ...........

InternailfllonarreatE'r (year ending Oet. 31, 1944)) ........
Joneg & .Iiit ei..................

1idgb Co.4& Navigation .... . ... ..... ...
b.Ihhev-COwens-Ford lass ................................
Mack ''ruck......... I ---..--.--.---.-.---.-.--
hiesta M1aehnr ....................
MstonarchMachine.
NatiOnal l)L~ti~let Prodluet~Cororat ion ..........
NationalOypSu. .

National1'ad...
NewJersey Zinit . . . . . . ...---...
New York Air Brale ................
New York Sh1ip HI1ul:11111, (f rst 1 nIIOJ I'mo m)...............l..
Nort) AniericonIasn(4prlfon ............................... rt.
(is Steel...........:,...........

Pittsburgh Coal Co......................................
llittshurgh Steel Co..
PlureOil........ ... .... ..

Radlin (Cor*rtloo of America.................. ...........

Ravonier, Inc. (9 months to Jan:,31)....

einingtton R4nd (9 ntonths ending Dec. 31. 1910).-..
Republic 3&. i ........ ....
ijstlessWA- nd Steel ........................................
Savage Arms Corporation.
Shell Union Oil............ ........
'T'avlor Cra4 ^ aflont or)('eotion...
Uniolil lag & l*awr Co .........................................
U1nlte(1 States Rubber...................... .. *..........
Unite( States Steel.. . . ...... .... .....
Vultee Aircraft (year endling Nov. 30, 140)..........
Walworth Co...................... . . .

Warner & gwasey ...........,..........
Western UIon.. ...........
Westinghou* Air Brake .............................'estinghouse E.lectri.........; .... ......
Wheeling Steel..- - ............
Yellow Truck& Coach (l0........... -. .... .....
Youngstown Sheet & Tube....... . . .. ....

$1, 1 03lOS
.l14, 93

14 40,'5
23,141.110
lIU 277;,02
1,101,8an
9, M,706
1, 805 821
31 083,08.
1, I&I, 102'
6,711,62
I ,5415,196

,1 02,702
104640ON

2, 178i 748
1, 781, 425'

717,007~
1,255,03
1,553,794-
8,718.057
9. 113,156
3,031,95:1
2,026, T72
21, 1135,71
1,2783W
MI(2'41

15,591,806

- ^7.
2. 129. 046
11,42,2412
0.6,1g,3,21

5,13,76i07

16, 16, 466

5,818,976

lo: 0,1016
3, 1t8, 94t

18,674-
97M'

2, 715, 427

5, 290, WI5
797 8M

8,X
:-1,068487

8,290,41IL'713-1,426,198.

#1, 21180,1
1, 104, 418

25, 488
*2,766, 029
*3 54, 385

75,073231,27447

6,041, 4W4'

.V1t. 0
-7,9

'4.

IS6.0
-11''4:

,700.'0

2" ID¢:
W40
166.0

9.10
125.0

:40,0

.'3 0.
135.0

-1.4

12.0

'7, 5Ib

112..
19847.0

!2,0143,':10

TAHLE I 1.- orporalitmrtn Profit in, the first haf.of 1941 compared ui/th the firet half
of 1940 _____

'.;.' .,-' ~~~~~Profi, ',, '.,

Corporation Ftt months First months Bi1nt
1940

Air Reduction (o .-..i .... --... ---------------------^---
Alleghdeny Lium Le ......................

Allis (IhalmF .x.:J .!. .... ; . ; ,
American Brak e Shoe &f 1'oundry..............
American RditrCo. ...
American Rolling MillCo.'1,,...'.~.,.1... ......................

American. latnZ'Qo.. ...
American e O d s............. ...
AnacondUIi Wie&

*1inaonXWSIroh~~sbz.....,.. irt*$..'-!..i'.....,'i L;

Baldwin Locomotive (12 months-June).
Bauseh & Lomb Optlcal ..o.

.

lBendix Av latlon (12 Montths-June).........
1iaw-KnoxSteel..........._.- -...-.
lohn Aluminum Brss . .............
1BFidd1ep .tBran...... . ...... .. .... ..
liudd heel.-..--- 4.-Z=.
Caterpilalr Traco ..... ...... .. .

Container
Continental

Coos Bay Lumbe.CoppO rw eld et .. ,........... ...........
L esopta., 77-4:, ol. 4-20

$4,00,136

1, 470, '341

140

;807494

1X.,, ra,l

$3,106iOk01,k 02011

I !,2264637

;4,1 g.A7'5I~:T
an)o

180o

30.8
.120
-9,2
20.5
118

I j5e,,

38
71.4
182
22,5
134.

85,^'
-11O8
:as 3

9.869604064

Table: Table 11.--Corporation profits in the first half of 1941 compared with the first half of 1940
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TABLE 11I.-Corporai~lo profit ine thi first half of 1941 compared with the firdl hAlf
of 1940-Colitinued

Profits
Percent

Corporation ~~~~~First~rrwntbhs Ftrat6montha h g,
1941 1940

Crosley Corporation ........................ $70, 634 $0 6 2
Crucible Steel........................... 2,924,4.30 1,817,2981r
Detroit SW ............................ 431, 630 209,939 106
X, .I d'Pont............................ 43,701,797 46,SW,,695 - 7. 1
Eaton Manufacturing Coo..................... 1,97, 704- 1,98348 3, S'
Fruehaiuf 'raller.......................... l, I , 977 81, 83 119'
General Biectrio. ....................... 20,00 66J5 28,981, 752 ~ 0 88
General Steel Castings..-............. ....... 1, 690, 900 72. 05k 2,210-
Oeneral 'Tire & Rubber-....................... 1,004,443 28th b63 289
Genera.) Motors Corporation................... 118,177,900 113, 575,4060?GoodrichCO-0,6(44133 1,302,691 SW
R7azo AtiqGlass-..... --- -- -- ..1,896, 788 1,270,963 1
Internal lonal Business Machines-................. 4, 728, 330 4,293,482 10.1
Johns-Manvillie.Corporatin-.................... 1, 457,213 1,110,319 13 2
Jones & LaughlinSteel--.....8,098, 227 3,270,256 1471
IA'high Coal & Navigation (rear ending June 30)-........ 1,848,300 138,812 1,23
high Valloy Coal Corporation-..........0........5(,434 251,440 140
Lbhoy-Owens-Ford-5.......................,377, 247/ 5,176,748, 3. 9;

Maguiia Copper....................Co80, 142 717,8587 iL 0'
Math enAkali Works-~...................... 937,345 827,8540 20.6.

Itneplis-Honeywell Regulator --................. 1,104,278 603,921 83
NahKevnator (9 months to June)-................ 3,734, 248 ,0,7 8

National Lead............. -.............. 3, 289,000 3,119,810 8.4
NewYorkAirBrako_ ~1,121,446 832,81Bi 4.0

North American Aviatoio ..........--- ------- 3,900745 2,307,0.8 4
OtisSteel..........1,088,255 -302,143 .
Owens lllinois Glans......................... 7,640,538 8,589, 202 11
Pepqi-Cola--............................ 3,300,000 2,825,000 30.0
Phillips Petroleum--.................... ... 8,230,680 ,378, 198 29.2kReminorton Unrwd, Inc. (June quarter)-............... 1,383,893 505, 240 144,
Rooe Motors-...........................I . 147,994 -785,98....
republic Steel..-......................... 13,818, 710 0,449,45 111
Reynolds Metfil--......................... 1,888,85&3 1,312,447,
Rusqtless Iron & Steel............ ........... 1,104,400 430; 537' 17
Sharon Steol-............................ 813,241 388 1091
Sloss-Shei~eld Steel & Iron Co--.................. 883,48 572,543 81,
Sunshhie Mining--......................... 1,188,431 1,, 281,934 -7.0~
Studebaker-1,313,877 987,3091
TexasPai-Ca-469,505 292,840 E
Union Carbide & Carbon-................... 21,342,184 19,972,178 019
United Airctaft Products--...................840,329 172,948 100
United Stales Pipe &.Foundry-.......... ....... 1,818,700 732,018 132
United States .................. 01,874,748 30, 815,00MS so
Virginia Iron, Coal & Coke-...................27,788 -10,528......
WidworthCo-.....0.....,%820 208,416 350Westingoue-..........1...I1,508,400 9,837,012 17.0
Westinhouse Air B~rake.....................-.. 4,011,380 8,204,000 28.2
West VriiCoal & Coke-.................... 179,053 -87,400 -......
Wheeli..............Ste.......l... 4,089,196 1,864,078 182
Whit Moto C ............................. 791,356 743,529 8.0
Youngstown Sheet & Tube....................-8,992,99 2,423,212 270

GOVERNMENT CONTRACTS AND CORPORATION PRIOFITS

Presently available data are not sufficient to make any, hrur
study of profits'..earned on Government coniter.vq. Although th.
data below in table 12 are far from conclusive 'it shows that some core
porations obtaining large Governmient defense contracts have &le
earned phenomena[rincreases in profits.
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TAnP 12.-RelatioA#)ip !% oee `6MM s oo ~frde. ,d cpor*tie" j411
f~r-~Om lone 1940 toll ~iteWradtavy
ontrcts of which 73.9 percent In dollar *alue wes award X id"
which may diler somersa trom datasuubmanfor t _ a u b r 14 od the
corporstians. Te table below sets forth h eo tue d and
crease In profit ill 1940 o,'er the average net Income in the bse rod yors 1114 Obsh~y, In
nsoa the contracts were mrly a nedd not completed; benoe, nly pt of the ts from ov
rnment cont re refle Obvlondy to On profits reflect addttonal bustne from otr
0overntuent sources which nay or may not be ndWcty due to the defense proisrazn

Dollar
value of Itresent

Corporation defe profets i
contracts 194 o-

(in millions)

New York Shipbuillding-.. ..-.-:.- MT507. a 2,448
(IuermlMotors- ............... .... 4899' 51
Curtlu-Wright - -441.09 1,01
Nowport NewsShMibuilding-.38.2 441.
d(t Pont de Nmours...... .... ..$18.15 77
(11enn L.Mirtl-........ 249.1. ...0
United Airraft - ......... . ......-..... 224. 5 452
United StatesSteel --................................ 29 16
Electie Boat. ......---12.. 1. - 289
Hperry Corporation ---,.,.0 $Z1
Anerlcan Car &Foundry-.....81.2.2.,470.
Chrysler Corporation . -1...................................................7i.0 5 4
lmockheed Aimrraft ..........-......... . ...... .4.0.4 8 3A
Ucrcules Powder ........................ 29.9 92

Total.-.................. . . . . 3,298.0 aVl5

'Weighted.
PROFITS NOW AND PROFITS IN 1916

Another common allegation is the assertion that profits now do not
compare with profits in the last war. Again, no conclusive evidence
is available, but the following table of a few companies chosen at
random is intereating in depicting "Shades of 1916."

TABLD 13,-"Shade of 1Dl6"-Comparioos of nt income of elected corporations
in pro- World War and World Warzyear tWth 19336-49 pro-defen"e and 1940
years, IMillion, ofdotldrlJ

Corporation P9wa 1916 fen" 19

America Woolen Co..........--...........---......1.75 Be0 -.3 .
CmtinentalCan-..79914"4
I)u Pont de Nemour, --5......... 1 3,44 112. U
(Jeneral Motors ---4...28....................... 4. 79 r .1 888 7
Hercules Powder 1....10.............1..1.........4.............1L0 . al 10
Inteatonal Paper A Power ---............................. 1.11 4. ea . 121 3.18
Standard OU ofNewrye,,,-.-......-17.196 197837
standard Oil of Indiana --- 14........- 30....... 0.....4
Unitedtates--d1............ . . . . . . o 11.in.24 1505s

So"rc: Current data from published inanca 911-10 data hom S. ^nority Repo$ at
Senator Robert M. La Folette, Or., toit. R. 42, h . Ro.uso Aot ot 7.

XINDS OF EXCESS PROFITS -NOT ZMAMCD BY THI COMMITTE RILL

Apart from the fact that the two-headed plan of computing exet
profts makes the Treasury a l every t&, tpse xes-
profits taX does not. rscli two major type of) iits:; (1>. The
profit of tose prosperous corporations which have e d sub tial
eta income during the bseperiod and- <2) -theaprofitslfthse Cor-

9.869604064

Table: Table 12.--Relationship between Government contracts and corporation profits


Table: Table 13.--"Shades of 1916"--Comparison of net income of selected corporations in pre-World War and World War years with 1936-39 pre-defense and 1940 years.
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porations which have earned phenomenal increases in profits due to
the defensee program, and yet are not liable for taxation thereon. be-
cauise( of a high capitalization.

The(' injustices an1d abnormal competitive situations, arising out of
the former type were fully disctussed in my minority report last year
to the Second Reveneto Act of 1940 (and quoted p)reVlouSfy in this
report). The situattions arising ouit, of the latter type have been dis-
(lissedIlby the Trietsuiry DDepartment before both the House Ways
OHnd Ml'tn11fs Coiiinnittee and(1 the Senate( Finance Committee.' TIIe
Assistant Secreto ry of the. r''etlsilry, Mr. Sullivall, tol(l the House
conmiii it tee:

Mallny corporations that. are the )rincipal l)cneflciarieE of the defense, effort P.nd
that 11(;dl large Government cont reacts are paying little or no excess-profits tax
* * ** TI'o mele~ttmiis (lefeet, we vWoil(l suggest revising the 19'40 proposal tL)
provide * * * it tax ait. a low flat. rate, l)ossit)ly 10 porcetut, to that part of
the citrrent profits that is in excess of the lmse-l)oriod(earnings *

Tleiv Hois(e of Represenltatives a(lopte(l thite pl'o)osal, btit a majority
of tie Finiance Coimmittee saw fit to (d(let tllii; special provision. The
st('el cOmptli('s, railrt'oad(s, and(1 coal companies were thtereby saved
$67,700,000---which tile (omlnittee adde(d to thle tax burden of the
low-iti(oniOc ttl~axptI r a8d(1 (corporatioiis ilk general. III my opinion,
flot only sholxluld this special rule be nplipe(l, but the rates should be
hiigerI' tilhiau tlie 10 perceviItsuiggeste(l by thlie Trcr(l;try.

ThPle specific) illhstrat live examlple.s below, typical exaiuples, show the
fhIcl(S (o<licenilig (cOIrprtatioI11s Whlich faIIl intotoesed s Ow categoI'ies.
(Cota, (C'oil, C(1arvSler, .J. C. I rl(l , ( ('n,(1eral Mlotors, and Ligigett, &
MIyets Rre ilhist rative of corporations earningss substan tia.l profits dur-
ilng the base period. Ullite(l Staktes Steel, Amnerican Woolen, American
(Car & Foundry, 11(1 Interniatiomal Paper & Power are illustrative of
corp)orati lls U'ithl Iliglh invested( capital.
TA H.F: 14.--litustralive typical extrinples of corporations earning substantial net

inconles (luring the base period I936--3.9 and tax year 1940: (Comparison of excess-
prnJt.ls tax li(JbilitY presentt lawv) under invested capital anld average earnings

INOTY:.-C'oMRuul1tioins are liused Ol) puihed finanelfil data which imy difler sIlouewhat from data for
, Inenetnxill't. vulrp~ose

E'XAMl'IE NO. 1. COCA-('COLA
Alillio."mof

Net in'omee: dollars
1936.-------.- 27. 1
I-93---7-.--.- - - 32.0
1938.- 33. h
1939-39.1

Avem:tge, 13631-----.-.33. 1
1940 -(-O-4.3. 9

15)40 equ11ityt capIital -- -- -- - - -- - - - - 8§,
lettiiri oiI eqwiti' esapital: Percend

193-39-37..
190----i---------- 49. 3

Appri)Nimatexe(vss-profits Itax, 1940: doUars
nIveSted (a'pitln-IIIetbO(.------- &'.
Average earningsmlthold0------------------------- - 0

Difference-12)

18

9.869604064

Table: Table 14.--Illustrative typical examples of corporations earning substantial net incomes during the base period 1936-39 and tax year 1940: Comparison of excess-profits tax liability (present law) under invested capital and average earnings methods
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TABLE 14.-llustratite typical examples of corporations earning substantial nel
incomes during the base period 19g6-39 and tax year 1940: Comparison of excess-
profits tax liability (present law) under invested capital and average earnings
methods-Cotitini ticd

E>XAMPLE No. 2. CHIRYSLER MAillions of
Net iIicOlln: doll re

1936 --- 76.2
1937 --63.0
1938 --22.5
1939_--------- 47.9

Average, 1936-39-. 52. 4
1940-64.8

1940 eq(uity capital.----------------.------------------------------ 188.8
Heturn on equity cia)ital: Perceta

I 936-39..-. 27. 8
1940-. 34.3

Millions o
Approximate excess profits tax, 1940: dollars

Invested cal)italmnethod-17. 0
Average earnings inethod- 3. 7

Differences3.3

EXA'MPLE NO. 3. J. C. PENNEY cO. Millions of
Net idiil6me: dollars

193(6--- 22.0
1937 --- 19.7
1938 ------------------------------ 16.6
1939 -- 20.0
Average, 1936-39- 9. 6.
1940-._ --21.8

1940 equity capital -8------------------------------------------------86.
Iteturri on equity capital: Percerd

1936-39-------------------- ---- 22.9,
1940----------------------7---25.47----- -- __ 2.9

Millions of
Approximate excess-profitstax, 19,40: Mollro

tiivested capital inetliod..-------------------------------------- 4. 8
Average-earnings mnethod--- . 4

Difference-4. 4

EXAMPLE NO. 4. GENERAI, MOTORS
Ml/8lions

Net income: dollars
1936- 282.3
1937- 245.8
1938-130.3
1939.- 22& 3

Average, 1936-39-221.7
1940- 335.7

1940e(Itity capital-- 1,156. 9.
Rettirn on equity capital: Pure

1936-39- 19.2
1940------. .. 29.0

Millions
Approximate excess profits tax, 1940: dot8

Invested capital method-- 81. 3
Average earnings method..----------------- - 39. 1

Difference-_ 42. 2
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TABLE 14-Ililustrative typical examples of corporations earning substantial net
incomes during the base period 1936-39 and tax year 19410: Comparison of excess-
profits tax liability (present law) un(er invested capital and average earnings
methods-Cont ii tied

EXAMPLE NO. 5. LIGGETT & MYERS
Millions q

Net income: dollar.
19)36--28. 4
1937-. 25. 1
1938-25.0
1939- 24.7

Average 1936-39- 25. 7
1940-27. 1

1940 equity capital- 154. 3
Return on equity capital: Percent

1936-39--- - - 16, 7
1940-------- 17. 6

Approximate excess-profits tax, 1940: of dollars
Invested capital method--- 3, 97
Average earnings method-. 02

Difference- 3. 95

TABLE 11,-I=llustrative typical examples of corporations earning substantially
increased net incomes in 1940 over the base period 1936-89, but which are not
liable for heavy excess-profits taxation: Comparisons of exces8-profits tax liability
(present law) under invested capital and average earnings methods

INorT.-Conil)utationlS are based on published financial data which may differ somewhat from data for
income tax purposlsi

EXAMPLE NO. 1, UNITED STATES STEEL

Net income: dollars
1936------------------------------ T -------------------------- 62.3
1937- 125.4
1938 --4.8
1939- 54.1

Average,1936-39-- 59. 2
1940 _------ 15& 8

Excess of earnings in 1940 over 1936-39 average- 96. 6
E'xce8ss-proOfts tax liability----------------------------------- 0.0.

EXAMPLE NO. 2. AMERICAN WOOLEN CO.
millions ofNOt income: dollars

1936-- 2.55
1937 -- 1.69
1938 ---4.87
1939-2.74

Average, 1936-39-. 32
1940- 3 96.

Excess of earnings in 1940 over 1936-39average-- 4. 28.
Excess-profits tax liability ..0a 00i

9.869604064

Table: Table 15.--Illustrative typical examples of corporations earning substantially increased net incomes in 1940 over the base period 1936-39, but which are not liable for heavy excess-profits taxation: Comparisons of excess-profits tax liability (present law) under invested capital and average earnings methods
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TABLE 15.-Illustrative typical examples pf corporations earning substantially

increased net incomes in 1940 over the base period 1986-39, but which are not
liable for heavy excess-profits taxation: Comparisons of excese-profits tax liability
(present law) under invested capital and average earninfgs methode-Continued

EXAMPLE NO. 3. AMERICAN CAR & FOUNDRY
Milons of

Net income: dolarn
1936- 1.41
1937-_--------- .96
1938- -1.54
1939-_ _. .20

Average, 1936-39- 26
1940- 6. 58

Excess of earnings in 1940 over 1936-39 average-6. 32
Excess-profits tax liability-0 00

EXAMPLE NO. 4. INTERNATIONAL PAPER & POWER CO.
Millibi of

Not income: dollars
1936- 5. 69
1937-___-----_---------- 9.62
1938-__ . 20
1939-_------------ _4.96

Averag.,1936-39-5. 12
1940-23,18

Excess of earnings in 1940 over 1936-39 average-_-__-_-__18. 06
Excess-profits taxliability--------------------------------------2. 13

PART IV. OTHER DEFECTS IN THE BILL

1. THE ESTATE- AND GIFT-TAX EXEMPTIONSANDRATEBARETOOGENEROUS

The original Treasury recommendations proposed to reduce the
estate andgift-tax exemptions from $40,000 to $25,000 (with the
insurance exclusion reduced similarly) and to apply tax rates on the
net estate ranging from 4 to 70 percent, and on gifts, three-fourths of
the estate-tax rate. It Was estimated that the additional revenue
yield would be $347,200,000.
The Ways and Means Committee rejected the proposal and merely

increased the rates somewhat on net estates and gifts in excess of the
present exemptions of $40,000. The Finance Committee made but
minoir changes. Hence, the bill as now recommended to the Senate
will raise only an additional $157,600,000 from this source-less than
one-half of the Treasury recommendation.

In my opinion, the original recommendations of the Treasury were
amply justified. Except for the argument that small estates and gifts
should be reserved to the States for taxation, no compelling argument
has been raised to justify exemptions of $40,000 during the present
fiscal emergency. Even the State-tax-base argument loses much of
its validity in the face of much more serious encroachments of the
Federal Government in the taxation of gasoline and individual
income. It must be exceedingly difficult for those who favor a
$40,000 estate-tax exemption to explain why the single man or
woman earning less than $15 a week s pay an income tax based
on an exemption of less than one-fiftjeth as 'UMich. Under the bill as
recommended by a majority of the committee, an estate of $41,000
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will bear a Fedora, tax of $30. The same amouiit will be paid in
income tax by a. single individual earning $21.65 a week.

It is significantt to observe that Great Britain imposes a $1,600 tax
Oll a $40,000 estate (conversion unit: £1 equals $4). Even a $2,500
estate in Great Britain is taxed $50.

2. T'HE COMINIF17EE BILL IMPOSES AN UNJUST AND jNEQUITABLE
AUTOMOBILE USE T.X

This proposedd tax is a flat levy which would he paid in equal amount
l)y tho owner of a For'd or a Cadillac, b)y the 20,000-miles-11-year
driver and the 500-miles-a-year driver. In the, words of Mr. Sullivan
during thet Senate lhearings on this bill:
The proposed tax has no relationship to the extent of use or the value of the

objeotstaxed atnd, therefore, is unusutally inequitable.- It taxes a $5,000 town car
exactly the same $5 as the fifth-hand car worth only $20. It will conflict directly
with one of the miost ilnj)ortant State and local sources of reventic. In some
States, the proposed tax w^ill in effect increase the average cost of atutomobile
registration by more thafi 100 percent. The proposed -tax Inustt be collect-3d
from 32,000,000 taxpayers located throughout evory. State and county in the
country. This would require additional per.son)tel in the -Bulreau of Internal
Revenue of at least 3,800 new employees. The administrative cost is estimated
to be $9,600,000 or approximately $6 per $100 of tax collected, which is more
thaii five times the average cost of collecting other excise taxes.

Thle average motor-vehicle operator is already paying more than
his share in gasoline in(l excise taxes and registration and other fees.
Each motor vehicle in 1939, according to reliable estimates, paid an
average tax of $50.82. The burden has grown since.

If it were deemed necessary to put an additional tax on automobiles,
it would be more logical to increase the excise tax on new automobiles
from the plrl)ose~d 7 to 10 percent. With the curtailment in produc-
tion necessary because of national defense, the consumer would be
more than willing to pay the additional tax to sec3irn a car; the supply
and demand situation would be less acute; and the Government,
instead of the manufacturer, would benefit from an increased price
which is likely to be paid by the consumer in any case.

3. T}1E COMMITTEE BILL PLACES VARIOUS EXCISE TAXES ON A "CPER-
MANkENT" BASIS

Since tlie (enactment of the Revenue Act of 1932, various taxes liave
been cnrrie(l in our tax structure as "temporary taxes." They were
renewed periodically by legislation extending the date of applica-
bility. The ccmmitteo bill makes these taxes "permanent." I, for
one., have held the hope that these regressive taxes miglht be wiped
off the stattite books. The committee reconmmen(lation will make the
future efliminati.ni of these taxes difficult, if not impossible.

4. THE COMMITTEE BILL FAILS TO CORRECT THE PRESENT OVERLY
(IENAOi6US DEPLETION ALLOWANCES GRANTED' FOR TAX PURPOSEt
TO CONCERNS ENGAGED IN THE EXTRACTION OF NATURAL HM3fOURCE6

As pointed out by Secretary Morgenthau in the hearings, before the
Finance Committee, the present tax laws arc too generous in dealing
with depletion allowances. No one questions the fact that reason-
able maintenance, depreciation, and obsolescence allowances must



REVENUJE BILL OF 194 I 23

b, iniade inldriving)L t n(t inconiOlle. HoWeiver, tlheX dCgai'e of' such
allowvances must be measured and governed by comparative sacrifices
1oil1e by other tn.dXp.-yers.

6. THE COMMITTEE BILL FAILS TO TAX A CONSIDEIRABLE VOLUME OF
sTrATE AND LOCAL4 SECUltITIES WHICH ARE STILL EXEMPT FOR INCOME
TAX 1PUHPOSES

The surtax in the committee bill, it is true, will reach a part of tha
interest, (derire(l from partially tax-exempt securities. About $31,-
600,00) in additional Federdal revenue will bedetaive'd therefrom.
Howevver, it large bloc of securities will still remain untaxed. Io1Or
tflha 19 billion dollarss of St-ato and local securities are wholly 1aux

Exhiauistive stu(lies of this subject have been malde by both the
(T're(;s ajil the Tretl ;uil y )epartie t.. The, Treasury Departi'neut
11(1der soeVeral different administrations has consistently advocated the
remroval of the tax exemptions. Economists are practically unani-
1110l1s in agreeing that there is no rhyme or reason injllow interePst
froll (Government bonds to go utntaxed.

Inl llly. Op1ilOlI) thA3..hqnmc, Committee should have givn c')nsider-
attiol) to this sulbJect in connection with this bill dnJt, onmociamlin for-all,
e'iiiilate'(I the ve.stige of old tax thleories onl thoe subject.

6. TlHE LOWEhED EXE-MPTIONS ON THE PERSONAL INCOMEI TAX AiIt1
UNJUSTIFIED

Wheln Secretary Mforgenttlau alppearedl before, thle Senate Financet
Co(iinilittle 013 August 3, 1941, li said, speaking' of lowelrol tax
('X'exl p1pions:

* * * \\We ought ixot. to accept such sacrifices, ci-en th-liigh willi sacrificec,
from iiiillions of people. u ith low incomes O6i whomn the bilrd(dn of other tyv)es of
tsx('s falls 1ost wleavily, (leSs we reach itn other places- ability to py-W hichis
vseaping its fair share of taxes. Among these are the following:

'I'he (eeISs-p)rotits tax Cxe ittpts,pr9 ill of even the inest. prosperous corporation,
e(Xcept. to the extenlt (hut. sucli profits are in excess of its average profits for the
vatrs 1936-39. Surely' Congress will not wish to impose additional taxes on
iiiiilillis flIoIC of our low-income group uilless it also ithop-oses thie exces-p)rofitm
tax otl exempl)t eCxcwss p)rofit-s of such corporations.

unuifies pay lower Fedoral income taxes when both husband anid \wi'e'receiVe
illcolles than whllen the sane total amount, of income is receive(l by only one of
htliet'. This is a (limcrililinatioII of which nearly wvealthby people have taken ad-
\'aiitag(? b),y largc gifts of ilcQnle-produeing projgorty between I l0.4nndand ife.

F'or years, the coficerns engaged hi extracting certain of our natural resources;
notlly oil, hav'e been granted far greater allowances, for deplotioin than can, be
jIstlijC(l ol aNy reasOliable basls of tax CquitY. If the income tax is to be ixtczided
to lower inlcomles;,thils j)rlivllege of tai; escape Should 1iunultaliootihly be rehoved:
A few m,1on1ths ago the Congress eliminated the tax-exem)tioni privileges fromn

nle;V issues of Federal securities. The purchasers of now State and local securities
still (elljoy this; exemption. The exemption was inequitable and expensiye even
ill normal time.s. It cannot bo borne longer in a time like this.4nd especially if
we are to increase the direct tax blirdnls' of persons with smlialler ilncolils'.

In its suggestion to the Ways 'and Meanh Committee the Treasury recoilimended
suil).stanitial increasesin estate anid gift taxes and lower exemptions.i In part, this
'e(olliIieondation was followed but in my opinion, the estate annd gift taxes should

reach more estates and provide more revenue if we are going to sax smaleriincomes.
Could anything- more emphatic have been said about what- should

coine first?.
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What did the committee do? They complied with none of thb
q talifyin provisions but proceeded to lowering the exeniptionj
litverthflress. .-
As an advocate in past years for the lowering of income-tax exemp-

tions, I have consistently maintained that such was a preferable choice
as between that or consumption taxes. 1 still a(lhere to that view.
But3 I am wholly unwilling to soak the poor man with both. That is
precisely what this bill (dO('s.
The P. N. E. C. Monograph No. 3, entitled "Who Pays the Taxes "

reveals some facts that many pressure groups aretrying desperately.
to discredit. It, reveals that, because of hidden and regressive ta.xe
consumers in the lowest income brackets are paying a larger share of
their income in taxes than are substantially wealth ier income groups.

1 am unwilling to place a heavier burdeni on them through this hill
The following tabulation shows concisely how income-tax rates and

exempltiolls have been changed in past years.

Federal individual income-tax rate

Plersorial exeml)tions Surtaxes

Income year o rate normal,
singlo Married Begin at- ofrates nd urtar

Percent Percent Percent
1913-15-.--..--.---- 000m $4,000 1 $20,000 1 7
1916-.--- 3,0() 4,000 2 20,000 1-13 15
1917 -.------- - 1,0 2,000 2.4 5,000 1-63+ 67+
I918.-.*---- 1,(MI 2,000 6-12 h,00 1-05 77
191%-20- 1, X) Z O0 4-8 5, 000 1-65 73
1921 _-------------------1,(0) 2,500 4-8 5, w'l 1-65 73
1922-23 ... -.. .... 1,0()O 2. 500 4-8 6, U00 1-50 08
191......2.. . 1,000 2, 00 2- 10, 00 1-40 40
I925-28..-1., i00 3,500 1W-5 10,000 1-20 26
1929.-.....- ..... 1,RX0 3i 500 }-4 10,000 1-20 24
1930-31 .-..... .. 1, 00 3,600' 1 i-5 10,000 1-20 25
1932----------.---I)1,0 2,500 4-8 6,000 1-55 63
1934-5 .... ... . 1,000 2, 50 4 4,000 4-59 63
1930-39.----- 1, 00(0 2,b00 4 4,000 4-75 79
I940--------800 2,000 4,4 4 000 4.4-75+ 79+

Certain individuals and partnerships were subject also to an excess-proflti tax in 1917.
,Source: Compiled from Statistics of Income and Revenue Acts, Because of numerous changes fn tb

detailed provisions of the latter, the rates tabulated above are not strictly comparable.

PART V. CONCLUSIONS

The existing tax structure is inequitable. It violates the principle
of ability to pay. The pending taxbill if enacted into law will impose
even greater burdens upon the great masses of the people who have the
least ability to pay. Taxes which mean a reduction of an already
unconscionahly low standard of living are proposed to be levied wVe
fl t profits from defense spending get off with only a relatively minor
share of the total burden.

Smaller corporations are threatened by an economic pincers mover
meint more powerful than the giant monopolies have ever been able
to muster, fostered by Government-itselt. We face a paradox of
depression and underemployment in the midst of defense prosperityp
The two jaws of the Government pincers mov'bment are priorities
and defense contracts. Priorities are depriving nondefense industris
of raw materials necessary for their existence. Defense contract

9.869604064

Table: Federal individual income-tax rates
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hla(e gone for the most jart to big business. The result is that small
business which is denies materials for normal production must shut
down, while big business gets defense contracts to replace normal
production.
The pending tax. bill instead of drastically increasing the yield

fromn an effective excess-profits tax shifts $500,000,000 from the
Ilflonl corporation tax yield (by the reversal of credits) and adds it
to the estimated yield from excess-profits taxes. At the same time
corporations large and small are to have their taxes jacked up without
regard to profits made from the defense spending.

For many years the Senate and the taxpayers have been promised
a genuine revision of the tax structure and each year the promise is
neber fulfilled.
With an additional lend-lease appropriation for aid to other countries

about to be submitted to Congress which will no doubt equal if not
exceed the additional revenues to be raised by the pending bill,-t is
idlle to lull ourselves into the false dream that the present bill is within
gunshot of being adequate to meet the fiscal crisis which confronts the
Treasury now and in the foreseeable future.
To pile a hodgepodge tax bill upon the existing hodgepodge tax

structure impairs the functioning of our economy. One of the essen-
tials necessary to free production for the defense effort is a sound tax
structure. Passage of the pending bill with all of its acknowledged
injustices and hardships might be accepted if the individual and cor-
porate taxpayers could be assured this was all they would be asked to
-carry. Such is not the case. They have already been informed
that another and bigger tax bill is to be enacted next year. This
kind of blunderbuss tax procedure threatens the entire production
effort for defense. It intensifies the resentment of all kinds of tax-
payers. It will tend to increase disunity instead of foster unity.

It is my firm conviction that the pending bill, which makes an intol-
erable tax structure infinitely worse, should be rejected and thorough-
going revision of the tax structure based on the sound principle of
Ability to pay should be immediately undertaken.

0
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Mr.VANDENBER,

-from
the C mittee Finance, submitted the

Mr.~~.ADEB.o

following

INDIVIDUAL VIEWS
ITo swompany H. R. 54171

In the total tax raised by' the pending measure, some suchimeasure
is inevitable if thereJiswtlobe any pretense of protecting the, public
credit. It'i inevitable because tere i n sive way to -go.to
war or to prepare for war. It is inevitable becauseFn theres6 no Xinex-
peisive way to--odoriwrite-thewa-rbills'of all foreignountrieswhich
the President may-choosetoincludewithinourwar expenditures. TVhe
quicker the country' understandsds: this cruelfact,-'-"the' sooner i c;an
realistically aes the extent h it ispraredto pursu e the
unlimited foreign peiy upon,wchtwere ar Ioembarkedd:It would'
be folly to putlftrsaa eoffrebdios. oBut itwoxeild be woorsefollyc
to ignPresiteft tthaourrssen ui eid;th et.caTne
become sihunliM-te4 II tr u s welHthe"tts r6edal'ffi pull those
who may choose to fight theAs; and that this' tia bill-which will
probably be followed bia lendlease`requet for added billions whicl
will consume the total new revenue her0 'provided-puts us and our
Allies on notice to face facts. -Although this bill takes every possible!
penny of new revenueevwhich the Senate Finiance Committee ciuld find
so long as it ignores fundamental changes;in-our taxsystem;&no
although it willa with hev burden on;all our people, itsapproi
mate 4 billions of reri is less t1 10 perent of our apropritOidns
and commitment fortbisfisel-:INocrtlgazingisruire
to see where these; trd lead. This bills buta'Preview' df; ti
"belt tightening" hich lie: ahead fr all Ameica TtMCI Jxte
at least, it is aicont itio.iWt'-dor an-drealis. > lfwead ninti
a shooting *war-th- bi ill b retively "bvr;-dTi
erations will become'titteW, y-consequ'tial s if tr &e a
Even now th"y mut be weughid ti*esa iive'j it
But they:8hu be*ehd. ThsU'thweC-war
people of the United Sas Some such measure u ievitable; a it
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must: be accepted as inevitable even by those citizens who have op-l
posed the-policies that make it necessary.

It is inevitable for another reason. This war and defense era wvAi
preceded by an 8-year nondefense spending spree without pariilel'
in the history of the world; and now the "chickens are coming home t4.
roost." Our people are now loaded down with a burden of Federal
taxation which is 50 percent greater than even was required to pay,
our World War bills. From July 1, 1933, to June 30, 1941, thiR
administration has already spent 67 billions, collected 40 billions in
revenues, accunulated a combined peacetime deficit of 27 billions
and increased the public debt beyond 50 billions, nAot including.;
collateral guaranties. Of the 67 billions, only 5 billions can possibly'
represent extraordinary defense expenditures. Our debt limit already
has, been raised from 45 to 65 billions. We are on our way to 100-
billions (which is nearly equal to the assessed valuation of all the.
real estate in the United States). The danger inherent in this sittia-_
tion was defined by President Roosevelt himself on March 10, 1933,
when.he officially reported( that accumulated (leficits of only 5 billion,
had Out us "on the road toward bankruptcy" and when he promise
that if he was given his "economy bill" (which lie was) "there would''
be reasonable prospect that within a year the income of the Gove4rn--
ment will be sufficient to cover the expenditures of the Government."
That prospect becatne a mirage. Thrift became a hissing and a
byword. Deficit-spending became a passion. Yet it never ceased
to be true, as asserted by the President on March 10, 1933, that it
"is our first concern to make secure the foundation" of the public
credit; and that mostt liberal governments are wrecked on the rock&
of loose fiscal policy".
We entered Upon this war era-this "defense era"-tragicahly

handicapped by this inheritance. There is no consolation in, recalli1g
the facts. But they bear u on 'our present necessities. Theta
accumulate the reasons why t is Congress dare not turn its biEkk
upon a new tax bill-to be followed by other tax bills-7to "nmoak,
secure the foundation" of the public credit. Nor can those wl*
consistently opposed this orgy of peacetime extravagance.dismis:
this necessity on the grounds that it was none of their doing. We?
face a condition, not a theory. We have all been shoved into thee
same boat. We must all face the bills and we must all help pay them
The Secretary of the Treasury told us last April that he would no4;

be responsible for the hazard to the public credit unless this Congress
had the courage to put the Nation on a two-thirds pay-as-you-geo
basis; and, without regard to parties or politics, we all acquiesced.,
That called for a $3,500,000,000 new tax bill-and here it ispplus.
But since then, the Federal expenditures have taken another flight+.
and many more flights are in prospect ere this fiscal year is dons.
The Secretary's pious formula is already out the window. Although;
this bill climaxes an annual public revenue at least 50 percent greatec.:
than we ever had in the World War-when we were at war-i-t do
not approach the distinguished Secretary's "two-thirds" foulaXt
It would probably be impossible presently to do much more, however.
without wrecking our internal economy-and our internal economVi,
probably already threatened more by "priorities" and "price cout h`-a"%.
and "curtailments" and "taxes", unless these factors are prude4~W

2
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a4ninisterped.than. it will, ever ;be adamgedby any alien tyrat-_on-
the-Marchi But this only sre empbpjze two prpoiin
Fbst, at the. Ieiyleast wemust have thii iu f a new tax b;
second, we must, at long. last, instidte farreacing noudefenwe
economies. At'thee same-timewe must realisticall determinehow
far, short of. war, we can underwrite thp war bills of tbe world. We
owe this to ourselves; we owe it to- those -abroad who must not be
left to i dangerous disillusionment. We cannot be content with a
bankrupt Utopla ,

Nonldefense 5econmies-plus,; OU "money's worth," instead of
wild waste., in defense expenditures --are just As important as ipew
taxes in saving this situation., We have had practically none of them
to date. They will neverhe achieved without.thesame sort of stern
executive leadership which we had in 1933. Bgt executive leadership
alone is not &nough. Congress must cooperate. The one and only
economy vteto from. thefWhiteHousey in many rod-nk months wam
promptly overridden in the Senate. These are dagerous trds.
It is a desperately dangerous legislative state of min4 The public
credit is the first lie of the national defense. The best thing abut
the pending bill as it comes froa the Senate Finance Committee is
tbe Byrd amendment which valinptly Struggles toward reduced non-
defense expenditures. But it is only national anthetic uncle the
President. and ,ongresehighly resolve to follow the, hard way of stcfr
ping all Federal expenditures which are not indispensable, . We must.
quit the free-and-easy'notion that the Treasury of theoUnited States
is inexhaustible. We must-, quit the, complacent, convenient notion
of thle last prodigal decade that debts are an aset. We must "go'
war" against our spendthrifts long before we" goto war" against
another enemy 3,000 ies away. We may be relatively rich, But
we do not. possess Aladdin' s lamp. Simple arithmetic cannot be
repealed even by the New Deal.
But there wilf still rema thunesepble need for $4,O0,000,094

in new rev' ue-and more. : Therefor a tax bill ;to this end i,
unavoidableand the worst kind f a tax bil h(which this Rpobably
is) would be better thai no t bi at all.. No rely incidental
sQtprifice on the part of the citizen, a result ofthis bill, could be as
bad ats his sacrifice if e should neet the need for ditionalFedlral
revenues under the circumstances. The result of any such blind
course would be the collapse of our capitalistic system.
There (can be no denial of the fact that this bill has many dangerous.

taxes in it. They eat at the very heart of our domestic economy.
IMany of these new taxes are highly discriminatory. The burden
is not fairly spread.; The reduction m personal income tax brackets
to an extreme degree is highly illusory as a means to "spread the
burden." It goes down into incomes whiich cannot, by any stretch of
the imagination, be further reduced, Yet it takes sevntim as
much out of the higher brackets as it does oUt of the lowest brackets,
and really becomes a device to pile Still moreVburdens upon tat
minority of Americans who` already pay most of the Nation's bills.
The Senate Finance Committe voted down- my proposal for a

general manufacturer's sals tax as a substitute for many of these
new, discriminatory taxes. There is no practical way that Iean
bring this issue to the Senate floor. It is much too complica|od to be
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settled on the Senate floor. ButJI venture the prophecy that som*
such recourse is inevitable within another 12 months. With fod;
clothing, and medicine exempted from such a tax- and with careitz
precautions against pyramiding -it would produce a minimum of
one and one-half billion dollars at 5 percent; and yet, acerding t
labor's 'own statistics, it would not, touch 80 percent of' the avter g
wage earner's annual budget. It comes far closer to measuring
"ability to pay" than any other new tax that could be devised. --Yet
it would create a "national partnership" in this business of salvagin
America. It would be fair and just to all concerned. Either it, orsa
"withholding tax," must soon come if we are, to meet this fib
challenge which is just as real and far more imminent than anything
which threatens from abroad. My complaint against this pending
bill is its failure to go to fundamentals in meeting this emetent*f
We cannot much longer ignore tax fundamentals. Our whole citize-
ship must join in paying -these bills. There is no other way. We
have only started to pay in this pending bill. And we have "started"
in the same old, familiar, habitual way-namely, by picking out the
easiest and most convenient tax targets an(l giving them anoth4
blast. Yet I recognize the parliamentary fact tbat this bill must go
to conference with the House and that the Senate could not hope to'
succeed in; substituting entirely new formulas. And there must-be
action With leastpossible delay because we are losing $3,P000;00 a day
in sadly needed revenue every day that the final enactment of thiW
measure is postponed. -

I shall reluctantly support the bill, if at all, only because any bill
(could not possibly be worse than no bill at all in view of the trilt
lcsperate fiscal emergency which the Federal Treasury confronts, 1
shall hope to see it improved before final Senate action. But it catn
ever be rid of its inherent vice until Congress is prepared to face the
realities to which I have referred. :

I cannot conclude this expression of my minority views withoutV
paying my tribute to the new chairman of the Senate Finance Coma:
mittee the distinguished Senator from Georgia, Mr. George, who h
a completely sound conception of national finance and who,:wit~ii
the limitations with which e is surrounded, niay always be trusted&t&
serve the best w fare of the people of the United States.

O
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