Calendar No. 703

77t CONGRESS } SENATE { Repr, 673
18t Session Part 1

THE REVENUE BILL OF 1941

SppTEMBER 2, 1941,—Ordered to be printed

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

REPORT
(To accompany H, R, 5417]

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 with certain
amendments and, as amended, recommend that the bill do pass.

EsTimMaTes oF REVENUE

The 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. A

The additional revenue to be secured by your committee bill over
that of the House bill comes principally irom the following sources:
corporation normal tax $19,000,000, corporation surfax $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 effectt of the revenue bill of 1941 (H. R. 6417) as passed by the
House of Representatives Aug. 4, 1941, and as reported by the Senate Finance

Commiliee, Sept. 2, 1941

[In milllons of dollars)

Incomne taxes:
Corporation:
Normal tnx ...,

PTotal Income taxes .
Miscellaneous internal revenue:
Capltalestock taX i
Estuletnx. . oo PN
CHrt tax

POURL . e e e e
Manufacturers’ and retallers' exelss taxes:
Distilled aplelts. oo e
Wines
Passenger automobtles, parts, and accessorles ... ...
Autotnobilo trucks, busses, and tratlors..............
Tires and tubed. . ... e e e iaeeeaeanan
Refriperators, refrigerating apparatus, and alr-con-
ditloners
Mutehes. o ooaaiaas
Plasig eards. ..o oo
Radlo recelving setsand parts. ... o...oooioall
Phonogeaphs and phonograph rocords ... ... ..
Musleal Instruments. ..ol
Sporting goods, .......
Luggnge ...........
Fleetrieal apnliances. .
Photoyraphic appuratus
Electrie slgny
Business and store machis
Rubber articles ..
Washing machines
Optical equipment. ...
Soft drinks....... ... ..
Uags and oil uppliances .
Electrie-light butbs
Jowelry, ete. . o oooaan.a.
FUPS. ot ieecieeasceananaan
Totlet preparations. . ....... oo ca et eaaaean

T'otul manufactarers' and retailers’ exelss taxes. ..
Miscelluaneous taxes:
Admlssions . ... e
Cobarets, roof gardens, ete ...
Clab dues. . oo .
Bafe deposit boxes ...
Telephone, telegeaph, radio and cable facilfties,
leased wires, ete. o oo
Telephone bill. ... ...
Transportation of persons
Uso of motor vehieles and bonts. . ... ... ...
Bowling ulleys and bitflard and pool tables ...
Coln-operated amusenient and gambling de-
VU8, e eeeanan
Radio brondeasting .
Outdoor advertising . ..

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

Estimaied increase or decrease
(—) over yield or present law

House bill

Senate Finance

Estimated in-
crease (+) or
decrense (~)
Senate Finance
Committee

Committee | over House bill
~8H20. 1 ~ 501, 1 +18.0
644, 7 705, 2 +120. 8
1, 1083 1, 130, 6 ~67.7
1,322.0 1,3 7 +71.8
864, 8 1, W__T;‘..! +332, 4
2,187.7 2,601, 9 +-4(4. 2
2.3 ~16.1 —38.4
135. 9 141.0 +6.7
16,0 16.0 0
174.2 1415 ~32.7
2§22.3 1123.0 +.7
150 1144 +0.4
72.2 72.2 0
16.1 16.1 0
44.8 4#4.0 0
10. 6 16.0 0
18,2 18.2 0
1.0 1.0 0
0.4 0.4 0
1.6 4.5 0
3.6 3.6 0
8.6 8.2 -.3
4.8 4.5 0
12.6 12.6 0
10,0 9.9 -1
2.7 2.7 0
13.0 13.0 0
21.3 21,3 0
.4 5.7 +5.3
3 .3 0
22,6 0 ~22,6
19.2 +19.2
........... ceean 8.0 +8.0
560, 2 oo, 2 0
20.7 2.7 [
19.7 19.7 0
496.0 515.8 +19.6
80.0 104. 9 +45.9
2.0 2.0 0
2.8 2.8 ]
1.7 1.7 0
26.6 24.3 «-2,3
43.8 87.2 +143.6
3.5 36. 6 ~1.0
160. 2 160. 2 0
2.0 1.3 -7
8.9 0.9 +1.0
12,6 0 ~12.8
1.7 (1} ~1.7
368, 6 430. 0 +72.3
R54. & 6. 4 +81.9
1,028.7 1,087.9 +-59. 2
3,216. 4 3,079.8 +463. 4

t All estimates show full-year effect,

Estimates (or corporation and individual income taxes and the gift

tax are hased on levels of Income estimated for calendar year 1941; all other estimates are hased on income

levels estimated for flseal year 1942,

1 Excluding nonrecurring floor stocks taxes collectible only in fisea) year 1042 —distilled spirits, $38,000,000;
wines, $1,000,000 under House bill, $2900,000 under Senate Finance Committeo agreement; matches, $700,000;

tires and tubes, $6,700,000,

Treasury Dapartment, Division of Resaarch and Statistics, Aug. 29, 1941,
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In order that a more complete summary of the entire revenue may
be obtained, the following tables set forth the estimated receipts
under present law coupled with those expected under the committee

bill.

The first table deals with the income an

excess-profits taxes

and the second sets out the estate, gift, capital stock, and excise taxes.

Income taxes—estimated calendar year 1941 liabilities under present law and estimated
increased Ticome lax liabilities under a full year effect of the income tax provistons
of the revenue bill of 1941 (I. R, 6417) ! at levels of tncome estimaled for calendar

year 18941

{In thousands of dollars)

Estimated

Estimated | increase or Esllm?tcd
liabilitles | decroase (—) 'tm“m‘%‘l’"{}“'
under presont ue to u:?ivr reven‘t’:e

law reventie DT 10l of 1041

Income taxes:
Corporation aornal tax. .. ... eiiaiaaoL. 2, 939, 200 ~ 501, 100 2,438, 100
Corporatlon sUrtax. . ... oceieeiiee i iacceeieieeeaiceaneenn oa e 765, 200 705, 200
Individual Lo .. 2,223,300 1,107, 200 3, 420, 500
BReK LXeS . .ttt e e i 260,000 [.............. 200,

Fxcesseprofit tax ... e 1,029, 400 1, 130, 600 2, 187, 000
Declared vialue excess-profits tax. ... ... _....o..o.. 37,000 |, .uiiaaao.. 37, 000
Unjust earichment tax . ... ... . il 4000 | L. 4,000
Total income taxes. . .. u.omoi e, 8, 489, Y0 2, 691, HU0 9, Usl, 50

1 As reported by the Senate Finance‘Committee, Sept. 2, 1941,
Treasury Department, Division of Research and Statisties, Sept. 2, 1041,

Miscellaneous internal revenue—-Estimaled fiscal year 1942 receipls under presend
law! and estimalted full year effect of the revenue bill of 1941 (H. R.6417)* al levels

of income

estimated for fiscal year 1942

{Thousands of dollars)

Estimated
{increase or
decrease (—)
due to reve-

Estimated
total re-
celpts under

Estltmated revenue bill
recelpts un- "“fD:’l“} of 1 or tea1 s
der l)resont
aw
Hypothet- | Hypothet-
lcu”l)?ll voar | lcal fiscal
effect ¥ yoar?
CapHal-stock tBX . . . .o ie i e i cee e cemeaceaacanaas 193, 400 -16, 100 177,300
E ot LA . et iimce e iedacncsucmccccasnaeanesnanmanann 360, 700 141, 600 492,300
(6 3 E Y RSP 100, 000 16, 000 118, 000
Liguor taxes: T =
Distilled spleits (exelse tax) . ..o e 468, 800 123, 000 581, 800
Fermoented malt Hguors. ..o 330,800 |.cuumnnnnnnans , 800
Reetifieation tax. . ... . . o e iriieeeanas 12,800 | oo ... 12, 800
Wines (domestic and imported) (excise tax)............... 16, 200 14, 400 20, 600
Contaltier SEAIPS . . ... . . . i iiiiiiiivenen. 10,400 J.eeeunann.... 10, 400
Spectal taxes in connection with lquor occupations. . ... 10,200 |oeueeaennn.n. 10, 200
Allother. . o | B0 U N 1,300
Total HQuor taxXes. ... oceocereeeeeereraeeeamceceannaannn 839, 500 137,400 976, 900
Tobuceo Laxes: T
Clgarettes (Small) ..o eeeieirieeerrrcnracnanan 645,100 {...oeenucacnnn 645, 100
(?l;iurs T - e ie i secercaccecaceancacanananan 3,000 f.civeeanaanan. 13, 900
‘I'obacco (chewlng snd smoking) ... ooooai oo, , 100 | ieeanaaan, 66, 100
SNl e ieicccecccaccaseraecnnn ,B00 | oeeeniae. , 800
Cigarette papor and tubes. .« oo o oL, LO0O |l . 1, 500
Allother. . i ceeecnen mevemmecimaeeecacdentanaann 30 | 130
Total tobACCO tAXES. toeme e cecenaceeccceenarcaceancnen TZ8,530 | ......... 723, 530

1 Detall of estimates released in summary form by the Bureau of the Budget, June 1, 1041,

A

s reported by the Senate Finance Committee
1 Assuming that all provisions of the law wure lufly reflected {n receipts for an entire year,

Sept. 2, 1941,
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Miscellaneous inlernal revenue—Estimated fiscal year 1942 receig 8 under present

law and estimated full year e_Fect of the revenue bill of 1941 (H.

of income estimaled for fiscal year 19/2—Conti

nued.

[Thousands of dollars)

5417) at levels

Estimated
increase or E&%gﬁtgd
%ecrease (=) | celpts under
. Estimated x?:etg!lifv?. revenue bill
recelpts un- loit © of 1941
der l)rcsent
aw
H {mtheb Hypothet-
feal full year | {cal fiscal
eilect vear
Btamp taxos:
Issues of securities, bond transfers, and deedsof conveyance. 25,300 |..eeeacnannn- 25, 300
Btock transfers._............_. 4,000 | ... 14, 000
Playingeards. .............. 4,800 1, 000 5, 800
Bilver bullion yales or transfers.. 80 | 80
Total SLAMD tAXeS . .. e iiene i carenane 44, 180 1, 000 45, 180
Monufacturers' exclse taxes:
Lubrleating oll8. ... oo e ciccncecacana—- 37,100 |, 37,100
Qasoline. ...... 340, 800 399, 800
Eloctrical energ 61,400 51,400
Tires and nner tuhes 54, 200 68, 800
Automobile trucks.. .. 12,400 28, 500
Passenger automoblles and motorcyeles. .....voeoveaao.. 78, 400 145, 600
Parts nnd accessorles for automobifes. ... .. 00 1] 13,300 §. 18, 30¢f
Rudlosets, eto. . ... erec e , 900 4 17, 300+
Mechanieal refrigerntors. . o L eeiiiemeaaenes 12,300 , 800 28, (0
Firearms, shells, pistols, and revolvers......cooveneoo.... 6,400 | Lo...... 5,400
Matehes. . e reemecacamee e 8, 200 8, 200
Electrical applances. . ..o oot iienarcceeceeansfeaeeecacmen.e. 12, 600 12, 600
Phonographs and phonograph records. . .oveemioeiiiivis]inciainnna. 4, 600 4, 500
Musleal Instruments. ... ..o e 3, 600 3, 600
Bporting goods. ... e 8, 200 8, 200
LUEEARO .« i cmec e nm e mecmeccene e eeme e 4, 600 4, 500
Photographloapparatus. . o .o oee oo o acica e, 9, 900 0, 000
Eleelrle sIgns. oo oot i aeceeee e e 2,700 2,700
Business and store machines. ..o 3,000 13, 000
Washing machines. ... ... e PR 5,100 5,700
Rubherartleles. . . oo 21, 300 21, 300
Optical equipment .. ... e———— 300 300
Gasand oll applianees. oo ieeaas 19, 200 10, 200
Eleotrle Hght bulbs. o]l O 8, (00 , 000
Tollet preparations. .. ..o i iieiaiieeaaes 8, 800 —8,800 |..............
T'otal manufacturers’ exclso taxes.......ccoveeneecennn.. 676, 000 271,800 047,800
Retallers' exciso taxes:
JOWCITY, CLO- .. e ie v cnc e i ceeaac e s e | e e 56, 200 50, 200
LT T PPN S 20, 700 20, 700
Tollet preparations. ..o oo iimeae e 28, 600 28, 500
Total rotallers’ exclso taxes....oooecorimmmoneee L. T 105, 400 105, 400
Moellancous taxes:
felophone, telegraph, radio, and cable faclitics, leased
Wites, et0. oo eei e meme——a—eas 28, 000 24,300 52, 300
Transportation of ofl by pipe Mnes. .. ... ..oo... 13,300 oo .o '13, 300
Leases of safe-deposit boxes. ... Lo eeneai , 200 1,700 3,000
Admisslons to theaters, concerts, cabarets, ete....oo...... 83, 100 107,000 191, 000
Club dues and Inithntlonfees.. ... ... ... ... , 000 2, 9, 800
Oleomargaring, eto,, including special taxes, and adulter-
ated butter.. ... .. 2,300 |oeeeeenee. - 2,300
Coconut and other vegetable ofls processed....cooaeeeoa... y 00 |ocacecncacnnn- 4, 500)
Bltuminous-conl 4ax. . .o iom it iacieaaas 4000 | 4, 000
BUBAr tAX . e iieimecmacarcnrccseenaraceanne 02,400 | oumeeo ..o 62, 400
Aransportation of PErsons. .. ..o iiiiiicieefeirmae e 36, 600 36, 500
Use of motor vehicles and boats. ... .. oo e 160, 200 160, 200
Bowling alleys, and billlard and pool tables. ... .| ool 1,300 1,300
Coln-operated aiusement and gaming deviees.. .o ceo i fomemmmeaannn.. , 900 9, 900
Radio broadeasting. . ... oo it e 0 0
Outdoor advertisIng. ..o oo oo aiaceee] e 0 0
Telephone bill. ..o o it - 87, 200 87, 200
All other, Including repealed taxes. ...voemomeneainanaa. 620 | ool 620
Total miscellaneous toxes. .. ....ooieoiiimmmriannnaan 208,320 430, 800 639,120
Total miscellaneous internal revenue (other than capital
stock, estate, and gift taxes). ... . ... ccioiioioaoo.. 2,491, 530 946, 400 3,437,030
Total miscellaneous internal revenue...... amrocreaancaan 3, 135, 630 1,087,900 4, 223, 530

Treasury Department, Division of Research and Statistics, Sept, 2, 1041,
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SuMMARY OF PriNcipaL CHANGES

I, INDIVIDUAL INCOME TAX

1. Reduced personal exemptions,—The House bill made no changes
in the personaroxemptions provided by existing law, The committee
bill reduces the personal exemptions in the case of married persons
from $2,000 to $1,5600 and, in the case of single persons, from $800 to
$750. This broadening of the income tax base is thought 'to be
desirable particularly during the present emergency in order that
the greatest possible number of persons may contribute direetly to
the costs of the defense program,

[t has been estimated by the Treasury Department that this reduc-
tion in the personal exemptions will require the filing of 4,911,000 new
income tax returns and will incerease the number of income-tax payers
by 2,2566,000. Under the House bill, it is estimated that 17,107,000
individual income tax returns would have been filed, of which
10,925,000 would have been taxable. Under the Finance Committee
bill it 18 estimated that 22,108,000 individual income tax returns will
be filed of which 13,181,000 will be taxable.

The decrease in the personal exemptions has the effect of increasing
the tax throughout the bracket structure. This increase is sub-
stantial in the lower brackets. The following table sets out the
additional burden on single persons and on married persons without
dependents caused solely by the reduced exemptions:

Additional tax due lo decreased exemptions

Marrfed Married
Net Income Single man| man—No Net income Single man | man-—No
depondents ' dependents
........................ $17.00 $159. 50
$2.78 |oceecaannn. 20. 35 203. &
4,05 |oeeeemnanan 23,65 236, 50
4.0 |ovmaccenanan 25. 30 253. 00
4,95 {ueeeceannnn. 29.70 207.00
4.95 $40. 70 31,36 313. 50
4,95 49. 50 33. 65 336. 50
6. 00 49. 50 35.76 357, 80
6. 60 64, 00 29.70 207.00
8,23 60, 00 30. 60 308. 00
8.25 82, 50 33.30 333.00
10. 45 82. 60 33,76 337. 60
10.45 104, 60 34. 20 342,00
12. G5 104. 50 34.05 346. 60
12, 65 120. 60 35. 10 351,00

2. Integration of defense taxz.—Under the existing law and under the
House bill the 10-percent defense tax is added to the tax computed -
under the rates provided in the normal and surtax schedule. The
House 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
fractional percentages, the surtax rates have been carried to the
nearest whole percentage figure.
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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 surlazx rales and cumulalive surtaz

Cumulative surtax on higher
Surtax rates amount shown in bracket
Burtax net income classes Fl "
Present | House BANGS | progont | House nanoe
Commit. Comimnit.
Percent | Percent

5 [ 2 PO, $100 $120
8 O Jeoaera..- 260 300
11 13 $80 480 560
15 17 200 780 - 900
19 2t 360 1,160 1,320
2 25 600 1, 600 1,820
25 20 800 2, 100 2, 400
28 32 1, 100 2, 630 3, 040
31 36 1, 460 3, 260 3,740
33 a8 1,880 3, 040 4, 500
36 41 2, 360 4, 660 6,320
39 44 3,440 6, 220 7,080
42 47 5, 240 8,740 9, 900
45 50 7,220 11, 440 12, 900
48 53 9, 380 14,320 16, 080
50 66| 11,780 | 17,320 19, %

53 57 16, 180 22,620 25,
56 89 2, 880 28,120 30, 080
57 61 26, 880 33, 820 37, 080
89 63| 31,180 | 39,720 , 380
61 64 36, 780 45,820 49, 780
62 85 05, 780 76, 8 82, 280
63 [1i} 95, 780 108, 3. 118, 280
(7] 07 126, 780 140,320 148, 780
60 60 | 168,780 ] 173,320 , 280
68 71 224,780 | 241,320 254, 280
70 721 202,780 | 311,320 326, 280
500,000 Lo $780 e 7 731 407,780 | 488,820 508, 780
761,000 10 $1,000,000, ..o maiican.. 72 74| 647,780 ] 068,820 693, 780
:1 000,000 Lo $2,000,000. -~ .12 T1TITITT 73 73 76 11,377,780 1,398,820 | 1,443, 780
2,000,000 Lo $5,000,000. .- ..o oLLlTll 74 74 76 (3, 607, 780 |3, 618,820 { 3,723, 780
Over $5,000,000. . ..o ovierevoiciaccanas - 78 76 i 2N U IR R

The following table scts out the effect of the integration of the
defense tax by showing the increases or decreases in tax caused solely

thereby:
Married Marrfed
Net income S8{ngle manj man—no Net income Single man| man—ne
dependents dependents
............ $15,000. .00 ceneiia s $41.60 $34. 10
............ 20,000 .ol B1.85 72.10
............ $25,000. e aeaiecneaaans 127.35 122,10
............ 30,000 e e emecacianns 152, 60 149. 60
............ 11} | S U 136. 60 139. 60
$1.30 &0.000 .................... —23. 08 ~10.90
2.00 30,000 o ceveciceien —420, 65 —44. 90
2.70 [} $100,000. o aemaeoenaa. . —800. 15 -~03,
2.60 1] $150,000 0aeeeen e —-1,335.60 | ~—1,407,60
1.00 250,000, ... -1, 687, 10 -1, 650,
2. 90 BN KN —1,084. 10 —2,0584, 60
8.30 || $750,000.. -3, 234, 85 -3, 306. 10
1170 (| $1.000.000 -4, 235. 60 —4, 307,60
13.10 ] $2,000.000 —7,236,38 -7, 309. 10
12. 60 || $5,000,000. ¢ ovuceccuannan. —~13,237. 10 | —~13,310,60

The following tables compare the 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:
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Comparison of individual income lax on specified net incomes (all income earned)
under present law, House bill and Finance Committee bill

Single person Married person
Net Income Finance Finance
) Present law | House bill Con{)r‘xlx!lttee Present law | House bill Conll xlx]»lmee
) .
""""" | B o
4.40 15. 40 P N1 1 N PR BUSORORUN I
4.2 62. 70 [0,V (RN PSRl I
28,18 72.16 (X1 2 PO M $6. 00
4.00 110, (0 3 U1V N D DO 42, 00
43. 80 1587, 30 163. 00 $11.00° $38; 50 00. 00
83, 60 211,20 220. 50 3. 80 85, 80 128. 00
123, 20 338. 80 346. 50 70. 40 180. 40 249, 00
171. 60 473,00 482. 50 110. 00 308, 00 375.00
266. 20 633, 60 648, 50 149, 60 436. 60 521.0Q
343. 20 803. 00 824. 80 233, 20 590. 20 687.00
448. 80 1, 007. 00 1, 030, 80 316, 80 750, 80 873.00
558. 80 1,221, 1, 246, 60 422,49 961, 40 1,079, 00
046, 40 1,469. 60 1,492, 50 628, 00 1,166, 00 1, 305, 00
1,476.20 2,034, 80 2,004, 00 1, 258, 40 2, 548, 40 2,739. 00
2, 666, 40 4,820, 4,020.00 2,338, 40 4,338, 40 4,614,00
4, 262,60 7,073, 0 7,224, 00 3,843, 40 8, 505, 40 6, 864, 00
6, 063, 20 , 543, 9,721, 50 5,614, 40 8,936, 40 9, 330, 00
14, 700, 20 20,716, 20 20, 881, 50 14,128, 40 2, 002, 40 20, 139, 00
19, 954, 00 25, 968, 80 21}, 968, 50 19, 320, 40 28, 200, 40 , (09, 00
31,451, 20 40,123, 60 39, 736, 50 ), 738, 40 30,318, 40 39, 249, 00
44, 268, 4D 54,108, 40 53,214, 00 43, 476, 40 53, 310. 40 82, 704, 00
8, 35, 80 89,012, 40 87,708, 50 77,532, 40 88, 209, 60 87, 180, 00
147, 576. 40 1569, 748. 60 148, 191, 60 146, 863, 60 159, 013, 80 157, 659, 00
330, 0133, 20 347, 604. 80 345, 654, 00 330, 155,60 | 346,805, 60 345, 084, (0 ;
822, 418,80 41,347, 80 hiaR, 144, 60 524, 614, 60 540, 437, 80 437, L49, 00
$1,000,000, . ....... 718, 4M, 40 7387, 40, 40 733, 139, 1) 717, 583, 60 746,819, 60 732, h54. 00
$2,000,000. . .......1 1, 611,307,20 | 1,630,333, 20 | 1,523, 131,60 { 1,610,665 60 | 1,624, 501,60 | 1,522, 639, 00
$5,000,000. . - -.... 3,917,300, 00 | 3,036,320.00 | 3,023,124, 00 | 3,016, 5647, 60 | 3,935, 483.60 | 3, 922, 524. 00

Comparison of eflective rales of individual income taz on specificd nel incomes (ali
income earned) under present law, House bill, and Finance Commitlce bill

Single person Married person, no dependents
Net Income Finance Financo
P rloso nt | House bl | Commit- Pr’(f;;:;nt House bill | Commit.

8w tee bill tee bill
Percent Percent Percent Percent Percent Pereent

............ [13:7{. 3 DU IS DU

0. 6680 L2008 o

1. 540 2000 [ e e

4, 180 46800 | e e

4,610 49128 .. 0. 376

b, K00 6.8 ..o 2. 100

6, 202 6. GO0 0.440 1, 640 3. 600

7. 040 7.350 1. 020 2. 80 4, 6(1)

8.470 8. 62 1. 750 4,510 0. 225

9, 400 9, 650 2. 200 6. 160 7. 800

10; 560 10, 808 2,493 7. 260) . 8. 043

11.471 11,778 3. 331 8. 517 9. 814

12, 695 12,881 3. 90 0. 401) 10,912

13, 666 13, 8850 4 6u3 10, 682 11,088

14, 606 14,025 b, 280 11, 660 13. 050

19, 546 19, 060 8§, 389 16. 969 18. 200

24, 134 24,040 1), 682 2], 692 23,070

28, 292 28. 306 15.373 26, 021 27,456

31,812 32,405 18,714 29, 788 31,130

41. 430 41,763 28, 256 40, 004 40,878

44,031 44, 044 32. 200 43,077 44,181

50, 154 49, 670 38.423 49, 148 49,061

54. 108 53. 214 43.476 83.310 52, 704

59,341 68, 471 51, 088 58, 806 58,126

63, 809 63.276 68. 748 63. 605 63, 063

69, 529 69,130 66, 031 69, 301 69.016

72,179 71,752 69. 5649 72.071 71,076

73,734 73.313 71.758 73. 651 73,258

76.518 76. 166 75, 628 76. 476 70. 126

78. 726 78. 462 78. 330 78.709 78. 450
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3. Returns where gross income 18 $3,000 or less.—In order that persons
in the lower-income tax brackets, particularly those brought in by the
rednction of the personal exemptions, may {)e caused a minimum of
difficulty in filling out their returns, the optional use of a simplified
return is provided where the gross income of the taxpayer does not
exceed $3,000, If the taxpayer elects to use this simplified plan,
the amount of the tax may be readily ascertained by reference to a
table contained in the bill, This simplified return may be used only
where the taxpayer’s income is derived solely from salaries, wages,
compensation for personal services, dividends, interest, rent, annuities,
or royalties, If the taxpayer elects to use this method, no deductions
or credits against net income are allowed,  In licu of these deductions
and credits, the tax provided in the table represents a reduction of
10 percent of the tax that would otherwise be payable without such
deductions or credits, This 10-percent reduction his been found
to be the effect of the average amount of deductions taken by persons
in the lower-income brackets.  One set of rates is provided for married
persons or heads of families and another is provided for single persons
(not heads of families). In determining the amount payable, the
taxpayer in either case reduces his gross income by $400 for each
dependent, then by reference to the appropriate table he ascertains
the tax set out opposite the amount so determined. '

It should be kept in mind that the use of the simplified return is at
the option of thoe taxpayer and he elects each year whether to use this
method or to filo under the general provisions, However, once the
return for any year has been filed under this method, the election shall
be irrevocable, and if the taxpayer files under the general provisions
for any year he may not thereafter elect for such year to be taxed
under the simplified method. Nonresident alien individuals, estates,
or trusts are not allowed to use the simplified method.

The following table taken from the gill sets out the amount of tax
to be paid on specified amounts of income:

The tax shall be— The tax shall be—
If the gross But not | 8ingle 1f tho gross But not | Single
income Is over— | over— | person lgg?ldy%lr tncome Is over— | over— | person lgg?g'%'r
("‘i},h"“d married (“%LI}:‘QM married
8 -
famlly) | Person family) | Person
$760 $0 $0 1,360 48 0
776 1 0 1,376 50 0
800 2 0 1,400 52 0
825 3 0 1,425 55 8
BH0 b 0 1,450 57
876 7 0 1,478 59 0
200 '] 0 1, 600 61 0
026 1 0 1, 526 63 1
050 14 0 1,650 1% 2
976 10 0 1,676 08 3
1,000 18 1] 1, 600 70 ]
1,025 20 0 1,625 72 []
1,050 22 0 1,650 74 7
1,076 24 0 1,676 76
1,100 20 0 1,700 78 11
1,125 29 0 1,725 80 13
1,160 31 0 1,760 83 18
1175 33 0 1,776 86 17
1, 200 35 0 1,800 87 ]
1,226 37 0 1,823 89 n
1,250 39 0 1,850 o1 U
1,276 42 0 1,878 93 - .
1,300 4§ 0 1,900 94 »n
1,325 46 0 1,926 ) 30
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The tax shall be— ) The tax shall be—
It the gross But not | Single It the gross But not | Bingle
income i8 over— | over— | person ‘gx‘:ﬁd %‘r income is over— | over— | person ,ﬁ:ﬁf %‘r
(not head (not head
ol & married of & married
family) | Person family) | Person

1,950 100 32 . 2,600 147 80
1,976 102 a5 2,626 150 82
2,000 104 37 2, 550 152 84
2,025 106 39 2,675 164 86
2, 060 100 41 2, 600 158 89
2,075 1 43 2, 625 168 91
‘2,100 113 45 2, 650 160 93
2,125 118 48 2,675 163 )
2,160 117 50 || $2,6768..ccncuimececan 2,700 165 97
2,176 119 - 82 || 82,700 . crecaceaen. 2,7% 167 00
2, 200 122 84 (| $2,728. e 2, 760 169 102
2,225 124 56 2,776 172 104
2, 260 128 58 . 2, 800 174 106
2,218 128 60 2,800. 2,825 1n 108
2,300 130 63 2,825, 2, 860 180 110
2,326 182 65 2,850 2,878 183 112
2, 360 134 67 2, 2,900 186 114
2,376 137 69 2,900. . o vnnnmounn 2,028 189 117
2,400 139 71 2,020 . e ienrannnn- 2,950 191 119
2,425 141 73 PRL) N 2,078 194 121
2,450 143 76 1 $2,976. e 3, 000 197 123
2,475 146 8

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
imequitable 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, o

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.
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The following table shows the Federal income-tax benefits which
accrue to the earner of income in a8 community-property State as com-
pared with the earner of income in a non-community-property State:

Tax on specified earned nel incomes

Tax Tax i | Tax sav- Tax Tax if | Tax sav-
under | enumlly ings in : under | equally | ingsin
Earned not in- Finance | divided cor- Earned net in- Finance | divided com-
comes Com- | between | munity- conies Com- | between | munity-
mitleo | hushand | property mittee | husband | property
bill and wite | States bill and wife | States
$186 $186 | ....._ $5, 088 $3,351
249 234 315 14, 448 5,
378 330 45 19, 443 7
521 441 80 30, 163 9, 141
687 567 120 41,763 10, 041
873 693 180 72,973 14, 216
1,079 819 260 140,013 16, 746
1,305 985 340 316, 383 28, 701
1,817 1,297 520 501,823 35, 746
2,739 1,855 884 691, 308 41,246
3,819 2,443 1,328 || $2,000,000 1,522,539 |1, 466, 278 56, 261
4,614 2,085 1,629 || $5,000,000. ... __._.. 3,022, 524 13, 846, 248 76, 278
8, 864 4,355 2, 500

It will be noted that an individual with a net income of $10,000
saves $340 Federal tax solely by reason of being a resident of a com-
munity-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 are only a few persons in the community-property States
who derive any Federal tax benefit out of the community-property
system. This 1s shown by the following tables:

Returns filed in community-property Slales in 1938

Com-

. nrll;g:gler munit{- Percent

of returns ‘;'a‘;puf,;: of total
Arizona.. 20, 447 713 3.49
California 523,606 22,859 4,36
Idaho 13,2283 411 3.1
ulslana.....coooooootn 59,019 3,776 8. 40
VAR . . et e eeemam e mmmacam e aeenaaaamemamnaeancas 8, 069 339 3.78
Neaw Mexleo. .. ..o i aciccaemcasccccmanas 13, 640 608 4.44
P OKAS . - e evrercnscacascacuameacneceancsaetanascsemasnnsemmsannansy 205, 254 18,375 6. 52
Washington V. . ... it mieiiaeceenea—aaaans 106, 472 3,336 3.13
B 7. ) PP 950, 770 45, 417 4.78

! Includes Alaska.
Net income skown on returns filed in community-properly States, 1938

income
Totalnet | Net ]
State income, all con:‘r’ng?tlty - | P ?g&t
returns Py o
AMZONA. . e eieeciciaccmicaeiscaam—anan $56, 359, 000 $6, 832, 000 12,12
Calffornia ... ..o i icccccrascsicanans -1 1, 569, 974, 000 274, 429, 000 17.48
Idaho .. . .cocaao... 34, 180, 000 3, 489, 000 10,7
Loulsiana... 101, 541, 000 43, 137,000 22,53
evada..... . 27, 989, 000 3,712,000 13.28
New Mexleo. - 39, 211, 000 5,472,000 10, 50
Texas......... reeeareruveeareaneacasetmancacbanaenan 683, 006, 000 162, 973, 000 23.88
Washington ... .. cececccaeaitamcecccaaacscancacsnnencas 278, 061, 000 30,778, 000 11,19
£

TOAY. - eooeeeteeo e saneeaninsanaeeecascaziaeazaas 2,877,411,000 | 530,819, 000 18, 48

1 Includes Alaska.
Bource: Btatlstics of Inoome 1938,
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Comparison of number of commanityepro;aerty relurns filed in 1938 by net-income
classes to lolal number of returns filed in the 8 communily-property Stales

o Percent -

Total num- { Community- | community-

Net-lncome class berofreturns| property property re-

filed returns | turns to total

returns

Under $5,000.. ... iiicicicicmacccacaaanana- 858,882 | .. ......_..... []
$5,000 to $10,000, - 11TIIIITIIIIIIII I T 69,789 30, 534 43.75
$10,000 t0 $15,000. . i iiiieaneimam—neana- 10,907 7,384 67.70
$16,000 L0 $25.000 . . e eeeearamaea- 6,461 4,381 67.81
$25,000 to $50.000. . 3,487 2,331 66.85
$50,000 to $100,000. 69 436 .85.63
Over $100,000...... 276 151 64,91
X0 PRI 950,770 45,417 4.78

Source: Statistics of Income, 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 returns filed in the country represent
community-property returus.

Individual relurns with net income (excluding fiduciary returns), 1938, by sex and
Samily relationship: nuinber of returns, net income, and percentages

Roturns Net income
Family relationship A
Percent mo_unt Percent
Number (thousands
of total of dollars) of total.
Joint returns of husbands, wives, and dependent children,
and returns of either husband or wife when no other
returnds Qled .. .. ... L iiiiiceieeaa..-] 2,866,026 46, 60 10,001, 384 53, 00
Separate returns of husbands and wives: )
MeD . e emeneeecanec—ea———— 152,854 2.48 1, 583, 639 8.54
OGN . L oo icniuraccastacccnacranccamcccsemannann 183, 143 249 698, 027 N
Heads of familles:
Single men and married men not living with wives. ... 3985, 073 6. 42 1,040,372 558
Single women and married women not living with
husbands .. ..o iiicceecarecencaen 210, 143 3.42 472,994 258
Not headsof. families: .. . )
Single men and married men not living with wives.._[ 1,418,388 .08 2,611,107 13.99
«Single-women and married women not living with
husbands._.......... 909, 935 14.79 1,717,198 0. 20
Community-property returns. . ... _........o.ooooo.. 45, 417 .74 630, 819 2.85
Total, individual returns with nat income.......... 6,180,776 100. 00 18, 660, 929 100. 00

8ourco: Statlistics of Income, 1938.

5. Alimony and separate maintenance payments.—Under the existing
law periodic_payments of alimony 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
examplo, a husband is taxed upon his entire income cven though a
considerable amount thereof may be going périodically to his spouse
or to hie former spouse under a court decree or under a written instru-
ment’incident: to a divoree or separation. This situation has resulted
in substantial hardshipin cértain cases.: Your comittee 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 grossincome of the recipient and shall be d ductible
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from the gross income of the payor. Likewise, in the case of trusts
for the payment of slimony or separate maintenance, the bill provides
that the trust income shall be taxed to the beneficiary, rather than
to the grantor.

I1. CorroraTIiON INcOME AND Excess-Prorirs 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 made applicable by the Revenue Act of 1940 (though subse-
quently increased to 22.1 by the Second 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
considerable confusion and at the same time accomplishes the result
of the House bill in making the defense tax permanent.

The existing rates (including the defense-tax rates) applicable to
corporate net incomes of $25,000 or under are graduated as follows:
14.85 pereent 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 oxcess of $20,000; and 18.7 percent on the excess over $20,000. The
committee bill integrates the defense tax applicable to such net
incomes and at the same time rounds them off 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 and an amount equivalent to the sum 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 same, under whichever of these two methods
it is computed, is $38,461.54. The purpose of this so-called notch
provision is, of course, to avoid an abrupt ascent from an effective
rate of 17 percent (the tax on a net income of $25,000is $4,250, or
17 percent) to one of 24 percent.

2. CORFORATION SURTAX

The House 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, Asstated 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, ncarly $31,000,000,000,
sover 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
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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 of 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
intcrest 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 tar.—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. .

hile 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
more 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 determining 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 to
improve the effectiveness of the excess-profits tax and, therefore
correspondingly to reduce the effectiveness of the invested capita.i
credit ay a relief measure, .

The ‘elimination of this special 10-percent tax is also justifiable, in-
the opiunion 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 (s)roﬁts in the taxable period. Many circum-
stances may have existed in the base period as a result of which earn-
ings at that time-wereg fuite abnormal. In the case of corporations
organized in the first or a subsequent year of the base period, the
average-earnings credit would likewise be entirely inadequate.
~In 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 o? the metals mentioned. It is concedéd that.

8, 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 deduction for income and excess-profits taxes.—While
our committee bill makes no change in this provision of the Housé
ill, it-is felt that the following explanation taken from the report of

tlfle Clommittue on Ways and Mecans relative to this provision may be
of value.

Under existing law, the income tax is allowed as a deduetion in the computation
of the excess-profits tax, It secms unfair to allow that part of the income tax
which is computed 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 incorae subject to the excess-profits tax. Under thes
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-profits 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
application, Your committee has, therefore, deemed it advisable to return to
the 1918 rule, and has disallowed the deduction of income taxes, both in the base
period and in the taxable year, in computing the excess-profits tax. The dedue-
tion is allowed in eomputing both the normal tax and the surtax, The effect of
the reversal of the deduction is that the 8-percent credit on invested capital pro-
vided in the bill is equivalent to a eredit on invested capital of 5.6 percent after
deduction of the normal tax and surtax, and'the  7-percent credit on.invested
capital is equivalent to a credit on invested capital of 4.9 percent after deduction
of the normal tax and surtax.

In licu, however, of the example contained in the Ways and Means
Committec report showing the effect of this provision, the following
example is substituted so as to reflect the chariges 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 REVERSBAL OF CREDIT

Net income..._.._ e e e e e e e em———a £12, 000, 000
Less onm;lr and surtax:
ormal tax at 24 percent. ... _______._. $2, 880, 000
Surtax 6 percent on first $25,000_ . _______ ———- 1, 500
7 percent on balance_ ... ..___.. mmmmmmmea——— 838, 250
Total normal and surtax._ . oo iaaao. 3, 719, 760
Net income less normal and Surt8X. ..o oo oo 8, 280, 250
Excess-profits eredit. . oL iao-. 10, 000, 000
Excess-profits carry-over. Lo iccecaaa- 1, 719, 750
WITH REVERSAL OF CREDIT
Netincome. ..o acccscccccacca—————- 12, 000, 000
Exeess-profits eredit . - . iaaacaas 10, 000, 000
Adjusted excess-profits net income.. ... ... . ..a... 2, 000, 000
Tax
First $500,000_ .. . i cemeu- 254, 000
Balance at 60 percent. . ... ..o __oLo...... 800, 000

Total excess-profits taxX. . cocooecoomeneounan. S, 1, 154, 000
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NORMAL AND SURTAX ©

C Net ineome. .. e eoeecccceccceceacccrcceceana——c————. 12, 000, 000
Less excess-profits tax_ . o ica i caaeaan 1, 164, 000
Normal tax net ineome. . .o - oo ccoecccmmaamcmacaonnnnn 10, 846, 000

. Normal tax at 24 percent__. . _-ooeeemaue .. $2, 603, 040
Surtax 6 percent first $25,000. . .. ___ . _________ 1, 500
Balance at 7 percent . _ - .- ocneciincanaa 787, 470

Total normal and surtax_ . enecaaa. 3, 362, 010
Plus excess-profits tax_.. .- ___ e e e dcc—mam——a 1, 154, 000
Total tax with reversal of eredit__..____ ... ._____._.. 4,516, 010
Total tax without reversal of credit- ... ... _.__.. 3, 719, 750
Increased amount of t8X._ e oo on oo e el 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 roversal 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. , Co '

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.
issucd 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 exchgnges" and
'distributions theé order for which bytli¢'Seécurities’and Exchange Com-
mission cannot be issued within the limited period provided for in
existing law. ‘

III. CariTaL STocK Tax AND DECLARED VALUE ExcEss ProrFiTs TaXx
1. CAPITAL-STOCK TAX

The House bill increased the ‘capital-stock tax rate from $1.10 (81
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 the House bill.
In addition, it authorizes the Commissioner to externd the:tirue for
filing 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,
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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 possibleé re-
strictions that may result from priorities, your committee deems it
equitable to allow an annual declaration of capital stock value.

2, DECLARED VALUE EXCESS-PROFITS TAX

The House bill makes permanent the 10-percent defense tax as
applied to the declared value excess-profits tax. Here, as in the in-
come tax, it is felt desirable to integrate the defense tax into the basic
declared value excess-profits rates. Thus the basic rate of 6 percent
becomes 6% and the 12 percent rate becomes 13%,. No change in
the effective rate is accomplished thereby.

1V. Esrate aAnDp GIFT TAxES

The House bill increased the estate and gift tax rates and made
permanent the 10-percent defense tax, The Finance Committee bill
retaing the rate increases but integrates in these basic rates the 10-

- percent defense tax instead of having it apply as a separate computa-
tion. In adding 10 percent to the estate tax rates in the brackets,
fractions of percentages have been avoided.

The following table shows the bracket rates under the House bill
and those under the Finance Committee bill along with the cumula-
tive tax on the higher amount shown in the bracket, It should be

‘noted that to the tax as computed under the House bill the defense
tax adds 10 percent of the amount of the tax so computed, while
under the Finance Committee bill the defense tax is integated into the
rates shown.

. Finance Committoe
House bill bill
Net estate Cumulative Cumulative
Brackot tax on Bracket tax on
rate higher rate higher
amount amount
. Percent Percent

010 $5,000. .. ..o ccceicecacnacamesacamamaman—- 3 $160 3 $160
$5,000 £0 $10,000. < - ceeeeen e ieenne e mamccaeana——ann 7 500 7 50O
$10,000 L0 $20,000 - ¢ s e ce e cree e cemcecemmaam—ccamaae—n- 10 1, 600 11 1, 600
$20,000 0 $30,000. « ccemaecncaacceeccacrccevsemcannan . 13 2, 800 14 8, 000
- $§30,000 to 2!0,0()(). - 16 4, 400 18 4, 800
$40,000 to $50,000. 2 8, 400 » 7,000
$50,000 to $60,000. . 23 8, 700 25 9, 500
260,000 to $100,000. 25 18, 700 28 20, 700
$100,000 L0 $250,000. « v meeener e ceaivenacmnceeaanan 27 69, 200 30 85, 700
$250,000 to 000 - < e e e e aecaccnan 29 131, 700 32 145, 700
oo P HI E IR

760,000 t0 $1,000000 . _ Lo on st rciiicccaccacaanesencnann- y )
$1,000,000 to $1,260,000.. 0100 IIIIIIIIIIIIIIIITTT T 36| 386,700 39 423, 200
$1,250,000 t0 $1,500,000_ . e er e ceeciaececcama—————- 38 481, 700 42 548, 200
$1,600,000 0 $2,000,000. . <o\ e e cceemecccaamanen 41 686, 700 45 753, 200
$2,000,000 £0 $2,600,000. . oo eeeeecnecccecnncanaa———- 45 811, 700 49 908, 200
$2,500,000 to $3,000,000..... 48 | 1,151,700 63 1, 263, 20
$3,000,000 to $3,600,000. 6} l, 676' 700 | - % 1, 543, 200
ﬁ:ﬁﬂz% o $5,000.000. % | 2 2% 100 63| 7408 20
$0.000000 to §7,000,000.- o | % %06 700 % | 5 20

) ’ o » WWART . 2 ane h d " d
$7,000,000 t0 $8,000,000_. o crmunaaccnmecnamaaaccaciccamcacaa- 66 | 4,166,700 73 4, 568, 200

$8,000,000 to $10,000,000 69 | &, 546, 700 76 , 088,
. Ovor $10,000,000. - - e eeeciceaiciaicecceanccasataaceanen (1 P 77 |cemeeanan v
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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
oxisting law, the House bill, and under the Finance Committee bill
upon net estates (before exemption) of selected sizes:

Amount of tax Effective rate Increase in tax over present law
N(}*t ?state . Amount Percent
efore nance
| Finance | Pres- . v

exemption | Present | Flouse | Gomuyir.| cnt |Louso) Com- Financo Finanos

aw tee bill | law ! biti | House | Com- | House | Com-

4. bill ! mittee | billt | mittee

bill bill
Per- | Per-
cent | cent |Percent

0,000, . auaen $220 $5650 $5600 0.4 1.1 1.0 $330 $280| 150,00 127.3
$60,000. L. oo-. 680 1, 650, 1, 600 1.1 2.8 2.7 000 940 150. 0 142. 4
$O,000, o ooaoe 2, 200 4, 840 4, 800 2.8 6.1 6.0 2, 840 2, 600 120. 0 118,2
$100,000. - ... 4, 620 9, 570 9, 600 4.6 9.6 9.6 4,960 4,880  107.1] 105.6.
200,000 ..o 21, 660 38, 270 38,7001  10.8] 19.1 10.4[ 16,010] 17,040 76.7 78.7
$100,000 ... 63, 780 00, 530| 100,000 15,9 ?4. 9 26,2 35,760 37,120 50, 1 58.2
$600,000.. ... 112,340  164,500{ 166,700} 18.7) 27.4 27.8| 62,250 64,360 40.5 48,4
$500,000. .o 167, 340, 234, 330 236, 000] 20.9] 20.3 20.6] 66,990 69, 560 40.0 41.6
$1,000,000. ... 228,780|  308,000f 310,000 22.8/ 30.8 311 79,310 82,120 34.7 35.9
E000:000.7122| 1,400, 010] 1,70, 470| 1,81°600| 37,8 44'8| 45.4) 2o%060| 31eo0 108 210

)’ IWVVevwao 1 ' ) y L [ ] . . . 7] ] . U
e R S

D ) oo d " " ) { ) J . . " . g
$20.000,000._ |12, 532, 700113, 503, 800{13, 767,400  62.7] 67.5|  68.8| 971, 160]1, 224, 700 7.7 9.8
$40,000,000....127, 391, 820]28, 683, 890|120, 167, 400] 68.5] 71.4 72. 9|1, 192, 070|1, 765, 680 4.4 6.4
$60,000,000. ... . |42, 361, 380]43, 603, 80044, 667, 400] 70.6] 72.8 74. 3|1, 302, 510]2, 196, 020 3.1 5.2
$100,000,000.-.172, 521, 380|73, 823, 890|756, 367,400 72.5] 73.8 75. 411, 302, 5102, 836, 020, 1.8 3.0

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

As under both the existing law and the House bill, the gift tax rates
are fixed at threc-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
under 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.
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House bill Finanoce g&mmltm
Net gift Cumulative Cumulative
Bracket tax on Bracket tax on
rate higher rate higher
amount amount
Percent Percent

$0 to $5,000 2.25 $112.5 2.25 $112.5

,000 to $1 5.25 376 8.25 375
10,000 to 7.50 1,128 8.25 1,200

,000 to § 9.76 2,100 10. 50 2,250
,000 Lo 12.00 3,300 13. 50 3, 600
,000 to $ 15. 00 4, 16. 50 5, 250
,000 to 17.25 6, 525 18.75 7,126
,000 to 18.76 14,025 21.00 16, 525
00,000 to % 20.25 44, 400 22,50 49, 275
,000 to K 21,76 98, 776 4. 00 109, 275
1000 to $750,000 24. 00 158, 775 26,25 174, 900
50,000 to $1,000,000 25,50 | 222 27,75 244, 278
,000,000 to $1,250 27. 00 200, 025 290. 25 317, 400
1250,000 to §1,500 28, 50 361,276 31. 50 396, 150
,500,000 Lo $2,000 30.76 515,025 33,75 564, 900
,000,000 to $2,500 33.75 683, 778 36. 75 748, 650
$2,500,000 to $3,000 36. 00 863,776 39.75 047, 400
,000,000 to $3,500 38.25 | 1,086,025 42.00 | 1,157,400
4,500,000 to $4,000 40,50 | 1,257,525 44, 25 1,378, 650
,000,000 to $5,000 43.60 | 1,002 526 47.25 1,861,150
000,000 to gd.()()ﬂ 45.75 , 160, 026 50. 25 2, 353, 650
,000,000 to $7,000 48.00 | 2,630,025 52. 50 2,878, 650
7,000,000 to $8,000 49.50 | 3,125,025 54.75 3,426, 150
,000,000 to $10,000 51.75 | 4,160,028 57.00 | 4,568,150

Over 810,000,000 ... ..—.ooo oLl 5280 |eceromroene 57.76 |emeeeen .

V. Excise Taxges

1, DISTILLED BPIRITH

Under existing law the 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-
taining more than 14 percent but not more than 21 percent of alcohol,
from 18 cents to 24 cents; and on wines 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
increased 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 2% cents to 3% cents per
onc-half pint,
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3. ADMIBSBIONS 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 ls— The tax shall be—

Notover10cents. .. oo 1 cent.

Qver 10 cents and not over 16 cents. .. ... 2 cents.

Over 15 cents and not over 20 cents. ... ... 3 cents.

Over 20 cents and not over 25 cents_ . _.... 4 cents,

Over 26 cents-and not over 35-cents_______ b cérts,

Over 856 cents and not over 40 centa_ .. ... 6 cents.

Over 40 cents and not over 45 centa. . ... .. 7 cents.

Over 45 cents and not over 50 cents.. ... ... 8 cents.

Over 60 centS. - o oo v iicccecmeem 15 percent of the amount
. charged; fractions of %
cent or more shall be in-
oreased to 1 cent;
smaller fractions shalf
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
erson admitted is a bona fide employee, municipal officer on official
L)usincss, or a child of less than 12 years of age. The House bill
extends this category to include memgers 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-
picture theaters of admitting high-school-age boys ang irls at reduced
rates, the above limitation of 12 years of age has been increased to 18
years by your committee bill. ;I"hus, with respect to persons under
18 years of age, as well as the other persons above described, the tax
is based upon the amount actually paid and not upon the established
price. .
The House bill strikes from existing law all classes of 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.

[

4. CABARET, ROOF GARDEN, ETC., TAX

While your committee has made no change in the House 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
pasacd (()in in the price of the goods sold or in the payment for services
rendered.
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6. TAX ON TELEPHONE, 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 o tax of 5 cents for each 50 cents or fraction thereof where the
charge is more than 24 cents. . x
Your committee bill leaves the tax on telephone and radio-telephone
conversations as above described, but on telegraph, cable, or radio
messages imposes, in lieu of the above rates, a tax of 10 percent of
the amount charged.

The House bill continued the present rate of 5 percent upon leased
wire or talking circuit special service but added to this categpry
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, tele-
typewriters, or talking circuit special service in one category gnd
increases the tax on the amounts paid therefor from 5 to 10 percent,
It leaves in effect the 5-percent rate 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 firc-alarm services are exempted,

The House bill imposed a tax of 5 percent upon amounts paid by
subscribers for local telephone service. The committee bill increases.

this rate to 10 percent.

6. TAX ON SOFT DRINKS

The Iouse bill contains a tax on bottled soft drinks of one-sixth:
of a cent per bottle on 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-acid gas. It was demonstrated to your
committee that these taxes would prove a serious hardship upon:
bottlers, particularly the smaller ones, and that the margin of profit
in many cases was less than the tax which would have to be absorbed.

A tax reduced to a point where it could be absorbed safely would’

roduce very little revenue but would impose the same admimstrative
yurden as the tax at the higher rate. Consequently, your committee
has stricken this tax from the bill.

7. TAX ON ELECTRIC, GAB, AND OIL APPLIANCES

The House bill immposes a tax of 10 percent upon the manufacturer’s
sale of clectric 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 rate.

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.
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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
led 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 cxempt amounts paid for transportation of not more than 1% cents
per mile applicable to round-trip tickets sold to soldiers, sailors, ma-
rines, 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-
operated 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. {Tpon so-called
slot machines, however, the tax is placed at $200 per year,

13. INSTALLMENT BALES

Where any article subject to a manufacturers’ excise tax is sold
under an installment sale contract before the effective date of part
IV of this bill, and delivery is made before such date, the tax appli-
cablo to the installments after such date shall be at the 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
8 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 si?ce area of the billboard. . ..

In the opinion of the committee this tax would entail administra-
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 ang 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,

15. 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 provide(f) 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 cestablishes a committee to investigate non-
essential Federal expenditures, The committee is to be composed of
(a) three members of the Senate Committce on Finance and three
members of the Scnate Committee on Agpropriations, to be a

ointed by the President of the Senate; (b) three members of the
Touse Committee 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 (¢) the Secretary of the Treasu
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 & 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 & report showing how nondefense and nonessential budget
items may be reduced by 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,

DEeraiLep DiscussioN oF THE PROVISIONS OF THE BrLyL
TITLE I—INDIVIDUAL AND 'CORPORATION INCOME TAXES
BECTION 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 first $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 goint 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 ugper 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 76 percent con-
tained in existing law and in the House bill. '

BECTION 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 & tex 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 'ixr;f)o’sad at the election of the taxpayer
and is in lieu of the tax imposed by sections 11 and 12. If the tax-
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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senarate returns under the section, the limitation of $3,000 applies tc
tue gross income of each; if they file a joint refurn, the limitation
applies to the combined gross income of ti]m spouses.

The amount of the tax imposed on specified amounts of gross income
is determined by reference to the schedule set forth in section 400, a
duplieate of which will be printed on the reverse of the form pres.
cribed for making a return of the tax under such section. Gross
incomes are grouped in blocks of $25 with the same tax payable for
all incomes falling within the particular block, The tax imposed is
the amount appearing in column 3 or 4 opposite the particular block,
If the taxpayer is a single person who is not the head of a family, the
tax imposed is the amount set forth in column 3. If the taxpayer is
the head of a family or a married person, the tax imposed is the amount
sct forth in column 4. If a taxpayer has one or more dependents, he
merely subtracts from his gross income $400 for cach such dependent
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 imposed by sections 11 and 12 on the lower and upper
limits of the blocks, reduced by 10 percent as an allowance in lieu of
deductions from gross income. The schedule takes into account a
personal exemption of $750 for a single person and $1,500 for a married
person or the head of a family, the same as allowed by section 25 in
respect of the tax imposed by sections 11 and 12,

Section 401 prescribes certain rules to be observed in the application
of the schedule set forth in section 400. The section states that only
a married person living with husband or wife is to be deeined a “mar-
ried person’ for the purposes of Supplement T, and specifically defines
a “dependent,”  For the purposes of this Supplement, the status of a
taxpayer as a “married person,”’ “head of a family,” or ‘““dependent”
is to P)o. determined as of the last dug of the taxable year. Conse-
quently, the provisions of section 25 (b) (3) relating to the apportion-
ment of the personal exémption and credit for dependents by reason
of a change of status during the tuxable ycar have no application in
ascertaining the amount of the tax under section 400. Thus, if a
taxpayer has on the last day of the taxable year a dependent within
the meaning of the definition contained in section 401, he is entitled
to reduce his gross income by $400 in order to ascertain the amount
of tax, and it is immaterial that the dependent may have occupied
such status for only a portion of the taxable year.

Section 401 provides that if a husband and wife living together file
separate returns under section 400, each shall be treated as a single
person. Thus, in effect, each receives the benefit of one-half the
personal exemption allowed a husband and wife.  If they file separate
returns and one spouse elects to be taxed under section 400, such
spouse is taxed as a single person and 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 taxed under section 400 is determined under the

rovisions of section 25 (b) and is not governed by his status on the
ast day of the taxable year. Under the provisions of section 25 (b),
as amended by section 111 of the bill, such 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.

For 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 the benefit of half the marital ex-
emption of $750 for the second half of the year by reason of her status
on the last day of the taxable year. H, who is taxed under 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
by 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
as 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 he 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-
pendent for the first 6 months and a credit for two dependents for
the last 6 months. His credit for dependents is therefore $600.

Section 401 also provides that a married person who is not the head
of a 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 eclection to be taxed under section 400 can be made only by
affirmative action of the taxpayer. Section 402 provides that the
clection 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
scction 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. ‘

Scction 403 provides that the provisions of section 31 (relating to
forcign 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. gf 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 readif; 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 T.
SECTION 103. CORPORATION DEFENSE-TAX RATES INCORPORATED IN
RATE SCHEDULE

Section 103 of the House bill makes permanent the defense tax
imposed by section 15 of the Internal Revenue Code. as added by
section 201 of the Revenue Act of 1940.

Scetion 103 of the bill as reported by your committee integrates the
defense-tax rates with the rates provi (}3 in sections 13 (b) (1) and (2)
of the code.  Under the bill the permanent normal tax rate applicable
to ccrporations not entitled to the special treatment provided for
small corporations is 24 percent, and is thus the same as under existing
law including the defense tax.  The rates of tax applicable to corpora-
tions having normal tax net income of $25,000 or {oss arc as follows:

Pereend
Iirst 35,000 - oo e e eiiceceemeesmcecaaeme———- 15
Next $15,000. o e m e cmmmm——am e 17
Nent 50,000 . o oo et m———a- 19

The alternative tax in the case of corporations the normal tax
net income of which is slightly in excess of $25,000 is $4,250 plus 37
percent of the normal tax net income in excess of $25,000. Under
this provision tho full tax rate of 24 percent does not become effective
until the normal tax net income of the corporation reaches $38,461.54.
Integration of the defense-tax rates and the normal tax rates causes
the double notch provision found in existing law to disappear.

There is a corresponding integration of the defense tax with the
norms| taxes on resident foreign corporations and on mutual invest-
ment companies, and with the surtax on corporations improperly
accumulating surplus.

SECTION 104. SURTAX ON CORPORATIONS AND TERMINATION OF
DEFENSE TAX

Section 102 of the House bill, adding section 16 to the Internal
Revenue Code, imposes upon all corporations (including insurance
companies), except nonresident foreign corporations and mutual
investment companies (the latter being later dealt with in the section),
a surlax of 5 percent upon the first $25,000 of corporation surtax net
income and 6 percent upon the excess of such income over $25,000.
Complementary amendments are made to sections 104 (b), 231 (b)
251 (¢) (1), and 261 (a). Corporation surtax net income is deﬁnc«f
as net income minus the ecredit for dividends received provided in
section 26 (b) and thus includes interest on partially tax-exempt
sccurities in the tax base. Such scction also imposes upon mutual
investment companies a surtax upon supplement Q surtax net income
of such companies at rates corresponding to those imposed upon
corporations generally.

Section 104 of the bill as reported by your committee corresponds
to section 102 of the House bill and, in addition, terminates the defense
tax, the defense-tax rates being integrated with the other income taxes
in other sections of the bill.
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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 ‘fouse bill, which
increases the rate of tax on nonresident alien individuals to 25 percent.
Such rate has been increased to 27} percent, thereby integrating the
10-percent defense tax with such 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
27Y% 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 27} percent,

SECTION 107. WITHHOLDING OF TAX AT SOURCE

This section is the same as section 106 of the House bill, which pro-
vides for withholding of the tax at the source (by means of which the
tax in the case of nonresident aliens is very largely collected) at the
rate of 27% percent instead of 16)% percent under existing law. The
rate of 27 percent represents the rate of tax imposed by section
211 (a) (1) (A) after its amendment by section 105 of the bill. The
increased rates of withholding will not go into effect until the tenth
day 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-
TRIES) . :

These 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
reduction by treaty in the rate of taxation and of withholding with
respect to dividends derived from sources within the United %tatesv
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Ly 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

This scetion corresponds to section 109 of the House bill, which
amends section 500 (b) and section 1250 (b) of the Internal Revenue
Code in order to make permanent the defense taxes imposed by such
sccetions on personal holding companies and on transfers to avoid
income tax. The 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 TXEMPTION

This section, for which there is no corresponding provision in the
House bill, amends section 25 (b) (1) by lowering the personal exemp-
tion of married persons 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
licu bthcreof $750 in conformity with the changes made in secction
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 section amends scc tion 51 (a) of the Internal
Revenue Code to require a return in the case of any individual whese
gross income is equal to or in cxcess of the personal exemption as
reduced by section 111. Thus, ar. ti rn is required from any individual
who is single or married but not living with husband 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
gpouse 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 oxisting law provides as a credit against net
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income & personal exemption plus $400 for each dependent other
than 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 quafiﬁes
as o 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 he
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 18
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 111 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 18 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 onl
for the limited purpose of reporting the increment in value of suc
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

8. 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
occu rrin% in that year. Such amount shall not be considered to accrue
ratably between the dates on which the redemption price changes.
Thus, if two dates on which the redemption price increases fall within
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
anlies. If at the beginning of the first taxable ycar 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 te the increases in the redemption price actually
falling within that year, the total of the increases in sucllx) rice 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,

B8ICTION 116. SHORT-TERM OBLIGATIONS ISSUED ON DISCOUNT BASIS8

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 the United States shall be issued on a
discount basis, the 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.necesgity for making an alloca-
tion betwecn interest and capital gain or loss and will have particular
application in the case of Treasury bills of the United States issued.
after March 1, 1941, which are made taxable by seétion 4 of the
Public Debt Act of 1941. ‘ SRRy

The requiremenis 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 attribu~:
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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 purchase
price plus the issuing discount accrued to the date of sale, allocation
to interest and capital gain is required. In the case of a loss resultin
from the sale of such a Treasury bill, the loss is treated as a capita
loss and must be segregated as such, Being a short-term capital loss,
it is allowable only to the extent of short-term, capital gains. More-
over, the existing rule that the original discount on Treasury bills
accrucs 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 issyed for $994 and the original
purchaser sells it at the end of 60 days for $997, he need report only
$3 as ordinary income, although there are $4 of accrued discount and
a $1 loss. Under existing law he would be required to report the $4
discount as interest and the $1 loss as a short-term capit,a[) 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
long-term obligations, the problem of allocation in this field is not
serlous,

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 112 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 sccur-
ing information at the source. Section 116 also makes a comple-
mentary amendment to section 147 (b). Such amendments will
enable the Commissioner to ' prescribe regulations requiring “such
information with respect to interest on United States o ligations as
he may deem necessary in the interest of good administration of the
mcome-tax laws. Section 116 is to take efféct on the day following
the enactment of the bill, S -
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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
intended to distribute the income-tax burden between such spouses
by treating such payments as income to the spouse actually receiving
or actually entitled to receive such payments and by re{ieving the
other spouse from the tax burden upon whatever part of the amnount
of such payments is under the present law includible 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 any 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 out of the net income of so-called irrevocable alimony trusts,
arising from the recent Supreme Court decisions in Helvering v.
Fitch ((1940) 809 U. S. 149), Helvering v. Fuller ((1940) 310 U. S.
69), and Helvering 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-
rated 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-
ceived (other than as beneficiary or assignee of a beneficiary of a trust)
by such individual, subsequent to the decree, in discharge of, or
attributable to property transferred in discharge of, a legal obligation
imposed u{)on 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:
ment payments discharging a part of an obligation the principal
sum of which is, in terms of money or property, specified in tge decree
or instrument, are not considered periodic payments for the purposes
of section 22 (k), and ave, therefore, not gross income to the 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 transferred in discharge of the legal obligation of a spouse
or former spouse shall not be includible in the gross income otP such
spouse or former spouse. As a complement to section 22 (k), sec-
tion 23, relating to deductions from gross income, is amended by
adding a new subsection, designated (u), which allows a deduction b
the spouse or former spouse described in section 22 (k) in his taxable
year in which are paid the amounts includible under section 22 (k) in
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 g)eriodic 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 resg:ct 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
arse made anﬁ 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 gBoss 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 }]);ovismn 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
92 (k), and Mr. B is entitled to a deduction of $2,400 from his gross
income. i R

(8) 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 notwithstandin
the provisions of section 22 (b) (2), the full $500 a month receive§
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 exclude
such amount from the gross income of such spouse or former spouse,
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regardless of section 106, section 167, or any other provision of chap-
ter 1. The taxable year for which such 1ncome 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
taxable years beginning after Becember 31,1941) :

(1) As part of a separation agreement, Mr. 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 support. 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 law of the State in which the divorce is obtained, jurisdiction
to provide for further payments to Mrs. X by Mr. X should the in-
come of the trust be insufficient for her sunport. Under section 171
the net income of the trust is income to Mrs. X and is not income
to Mr. X.

(2) Under the same facts as in the previous example the decree of
the court provides that in all events Mrs. X shall receive $10,000 a year
as alimony. 1In the first taxable year beginning after December 31,
1942, the net income of the trust is only $8,000. The trustees, therefore,
pay an additional $2,000 from the corpus of the trust to Mrs, X. In
such a 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 includible in
the gross income of Mr, X nor is he allowed any deduction for any
part of the $10,000 paid to Mrs, X. However, if the additional $2,000
15 not. payable out 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. §( is income to
her under section 22 (k). Therefore, for 1942 Mrs. X includes $10,000
in her income, Mr. X does not include in his income the $8,000 paid
to Mrs, 3\(2 by the trust but is entitled to deduct the $2,000 paid by him
to Mrs, X,

(3) Mr. Y is the beneficiary of a trust established under the will of
his father. 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 -
income of the trust for any year does not equal $10,000, to pay the net
income and so much more from the corpus of the trust as will total
$10,000, In 1942 Mrs. Y obtains a divorce from Mr, Y. Under the
divorce decree Mr. Y is to pay Mrs. Y $5,000 a year for his life.
To meet this obligation under the divorce decree, Mr. Y assigns to
Mrs. Y 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 ,perioé? 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 received by Mrs. Y is income to her. Mr. Y will include in



REVENUE BILL OF 1941 . 80

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
under section 171, is specifically designated as a sum payable for
the support of minor children of the spouses. If, however, the peri-
odic payments and the trust income are received i)y the wife for the
support and maintenance of herself and of minor children of the
spouses without such specific designation of the portion for the sull)—
port of such children, then the whole of such amounts are includib
m 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
that payments to an individual’s spouse or former spouse which are
includible under section 22 (k) or section 171 in the gross income of
such spouse or former spotse shall not be considered payments by
such individual for the support of the minor children of such persons.
Thus where the portion of such payments for the support of the
minor children is not specifically designated, the wife, if actually con-
tributing to the support of the children, is entitled to the credit for
dependents, unless it is established that independently of such amounts
paid to the wife the husband (or some other person upon whom the
children are financially dependent) is actually contributing a greater
amount for the support of such children than is the wife,

These rules may be illustrated by the following examples:

(1) Under a decree of divorce which awards to Mrs. Z the custody
of the two minor children of herself and Mr. Z, Mr. Z is obligated to
pay $500 per month for the maintenance and support of Mrs. Z and
their two children. In the calendar year 1942 Mr. Z makes such pay-
ments. 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.
7 should pay Mrs. Z $300 per month for her maintenance and sup-
port 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;
$2400 would be considered as payments by Mr. Z and not by Mrs.
Z for the pu1pose of determining which of them is entitled to exemp-
tion for the head of a family and the credit for dependents.

SECTION 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-‘co'm(fmny, ystems ma.‘};'be ‘treated ‘as ‘tax-
free exchanges and various adjustments of ‘the basis of property.are
made. Under Supplement R, as amended by the Revenue Act of 1939,
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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, COMMUNITY 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. Itis provideg 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-

uired with funds which constituted income from separate property..

*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
ify 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
such income, it will continue to be taxed as it was prior to this amend-
ment. o

Subsection (¢) provides that if spouses elect to file separate returns,
only the spouse who is required to treat the income covered by the:
gection 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,.

BECTION 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 sepa-
rate maintenance payments), applicable only with respect to taxable
years beginning after Decefuber 81, 1940. o
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TITLE II—RXCESS-PROFITS TAX
SECTION 201. nxbxss—rnom'rs. TAX RATES AND CREDITS

Section 201 (a) of the House bill amends section 710 (a) of existing
law, relating te 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) (1). 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 gercenta'ge 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 ?ipecial 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
adjusteéi excess-profits net income computed under the invested capi-
tal credit. o '

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
g to 7 percent upon so much of the invested capital as exceeds

5,000,000, |

In the bill as reported by your committee the increase in excess-

rofits tax rates and the reduction in the percentage applicable to
mvested capital in excess of $5,000,000 have been retained, but for
reasons set forth elsewhere in this report the special 10-percent tax
irl1 certaix(li cases where the invested capital credit is used has been
eliminated.

SECTION 202, DEDUCTION OF EXCES'S-PROFI’I‘S TAX

Except for the elimination of subsection ‘i), which is no longer
necessary in view of section 301 (c{ of the bill, providing for an an-'
nual declaration of value for capital-stock-tax purposes, this section 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 growsions 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 ofy 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 nondeduction of income taxes in determining its average
base period net income. - o

It 1s provided that the deduction shall be allowed only in computing
the income tax im for the taxable year for which the excess-
profits tax is levied. B {Jroviding that any excess-profits tax paid
after the taxable year el?:a ‘be deemed to have been paid within the.
taxable year, the same treatment is accorded to taxpayers on the cash
basis as is accorded to taxpayers on the accrual basis, It is also pro-
vided that the excess-profits tax shall be computed, for the purposes
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of this deduction, 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 a taxable year is primarily
the normal-tax net income with certain adjustments, it is necessary
to amend 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 adjustment is added to this section in
the form of a provision stating that, for the purpose of computin
any deduction or credit which is limited to a certain. percentage o
the taxpayer’s net income—e. g., the deduction for charitable con-
wributions or for percentage depletion—such net income (or, in the
case of percentage depletion, such net income from the property)
thall be computea, without regard to the deduction on account of the
excess-profits tax, It is also provided under section 718 (c¢) (8) 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
abnormalities, 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 income shall be deter-
mined without regard to the deduction on account of the excess-profits
tax imposed by subchapter E of chapter 2.

1t is also provided that, in computing the excess-profits credit carr%'-
over, the excess-profits credit and excess-profits net income for taxable
genrs beginning in 1940 shall be computed as if the amendments made

y this bill were applicable.

SECTION 203. NEW CAPITAL

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

il :
This section amends section 718 (a) of the Internal Revenue Code,
defining equity invested capital, by adding a new paragraph desig-
nated as (6). The effect of the amendment is to increase by 25 percent
the amount includible in equity invested capital on account of new
capital. 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
surplus, or as a contribution to capital, and the amount of taxable
stock dividends made, during a taxable year beginning after Decem-
ber 31, 1940, subject to certain limitations. 'These limitations are
intended, in general, to prevent a taxpayer from treating as new
capital amounts resulting from mere adjustments in the existing
capital, including borrowed capital, of the taxpayer, or of a controlied
group of corporations.

The limitations provided by subparagraphs (A), (B), and (C) bar
from the conces)t of new capital the amount of any equity invested
capital acquired in an exchange occurring during a taxable year be-
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ginning after December 31, 1940, to which section 112 (b) (8), (4), or
5), or so much of section 112 (c), (d), or (e) as refers to section 112
%b) (8), (4), or (5) is applicable, or-would be applicable if the term
“control” had been deﬁneg in section 112 éhzl to mean the ownership
of stock %)ossessing 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 inapplicable by section 871 (g), that portion

2

of subparagraph (A) of the House bill reading:

There shall not be Included money or property paid in by a corporation in an
exchange to which section 112 (b) (3), (4), or (5), or so much of section 112 (¢),
(d), or (e) as refers to seetlon 112 (b) (8), (4), or (5) is applicable—

has been changed to read:

There shall not be included money or property paid in by a corporation in an
exchange to which section 112 (b) (3), (4), or (5), or 8o much of section 112 (c),
(d), or (e) as refers to section 112 (b) (3), (4), or (&) is applicable (or would
be applicable except for section 371 (g)).

These limitations also bar from the concept of new capital any equity
invested capital acquired in a transaction between members of a con-
trolled group of corporations as that term is defined in subpara-
graph (B), :

The limitations provided by subparagraph (D) have the effect of
reducing the amount of new capital as of any day by the excess of the
amount of inadmissible assets held on that day over the amount of
such assets held on the first day of the taxpayer’s first taxable year
beginning after December 81, 1940. This treatment, is comparable to
the treatment of excluded assets in the computation of daily capital
additions under section 713 (g) of the existing law.

The limitations under subparagraph (I8) prevent new capital as of
any day from exceeding the amount {)? v-hich the total equity invested
apital and borrowed capital as of such day, computed without includ-
ing the 25-percent increase, exceeds the sum of the equity invested
capital and borrowed capital as of the first day of the taxpayer’s
first taxable year beginning after December 31, 1940. Any increase
in new capital is thus prevented where the amount, of borrowed capital
is reduced by the same amount as that by which the equity invested
capital is increased, and no increase in new capital will result from
a distribution by a stock dividend of earnings and profits accurnulated
prior to the first day of a taxable year beginning after December
31, 1940. Subparagraph (I£), however, is so worded that there is no
reduction to the extent that the sum of the equity invested capital
and borrowed capital as of any day is less than the sum of the equity
invested capital and borrowed capital as of the first day of a taxable
year beginning after December 31, 1940, due to an operating deficit
occurring in any taxable year during the intervening period.

The limitatfons contained in subparagraphs (A) to (E) may be
illustrated by the following examples:
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EXAMPLE (1), SUBPARAGRAPH (A) -

Corporation A issues stoclr Juring a taxable year beginning after
December 31, 1940, to corporation B in exchange for the transfer of
certain property by corporation IB. Immediately after the transfer
the stock acquired by corporation B has a value of $10,000, the total
value of all cﬁusses of stock of corporation A then outstanding amount-
ing to $18,000. Corporation A obtains no new capital, since the prop-
erty for which the new stock was issued was obtained in an exchange
to which section 112 (b) (5) would be applicable if the term “control”
had been defined in section 112 (h) so as to include either the owner-
ship 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 outstanding.

EXAMPLE (2), SUBPARAGRAPI (B)

Jorporation A owns stock in corporation B, and corporation B owns
stock m corporation C. Corporation A transfers property to corpora-
tion C in exchange for stock of corporation C. Immediately after the
transfer the stock owned by corporation A in corporation I3 possesses
more than 50 percent of the total combined voting power of a]ll classes
of stock entitled to vote. Also immediately after such transfer the
stock owned by corporation B in corporation C has a value equal to
more than 50 percent of the total value of all classes of stock of
corporation C.

Corporation C obtains no new capital through the acquisition of the
property from corporation A in exchange for its stoc]{, since imme-
diately after the transfer corporation A, the transferor, and corpora-
tion C, the transferee, are members of the same controlled group.

EXAMPLE (3), SUBPARAGRAPH (()

Corporation A makes a distribution in taxable stock dividends to
corporation B and C during a taxable year, beginning after Decem-
ber 31, 1940. Immediately after the distribution corporations B and
C own stock in corporation A which has a voting power of more than
b0 percent of the combined voting power of all classes of stock entitled
to vote. Also immediately after the transfer corporation I3 owns
stock in corporation C, which has a value of more than 50 percent
of the total value of all classes of stock of corporation A, The distri-
bution made by corporation A in the taxable stock dividend does not
constitute new capital to corporation A.

EXAMPLE (4), SUBPARAGRAPH (D)

Corporation X makes its excess-profits tax return on the calendar-
year basis. On July 1, 1941, cash in the amount of $100,000 is paid
i for stock, There are no other changes made in either the amount
of equity invested capital or borrowed capital at any time during the
year 1941, 'The adjusted basis of inadmissible assets as of January 1,
1941, amounts to $5,000. The adjusted basis of such assets as of Jul
2, 1941, is increased to $15,000. The new capital of $100,000 is reduce
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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 inad-
missibles as of July 2, 1941, minus $5,000, amount of inad-
missibles as of July 1, 1941) =$90,000.

EXAMPLE (6), 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.
and 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-
ing the year 1941, On January 2, 1941, the corporation makes a dis-
tribution in taxable stock divid)énés amounting to $5,000, On July 1,
1941, money is paid in for stock amounting to $15,000, and on July 2,
1941, bonds ave retired in the amount of $10,000. '

'The new capital of $20,000 acquired during the year 1941 repre-
sented by a distribution in a taxable stock (i;ividend amounting to-
. $5,000 and by money paid in for stock amounting to $15,000 is reduced
to 5,000 on July 8, 1941, due to the retirement of $10,000 of bonds on.
July 2, 1941, and the fact that the stock dividend is paid out of earn-
ings accumulated before January 1, 1941, under the application of
subparagraph (E), shown as follows: - v

The sum of the equity invested capital and borrowed capital on
July 3, 1941 (computed without regard to the 25-percent increase for
new capital), amounts to $50,000. This sum exceeds the total equity
invested capital and borrowed capital on January 1, 1941, amountin
to $45,000, by $5,000. Under subparagraph (Eg the new capital shal
not be more than such excess. The new capital 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-
tion 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 sui)pumgraph (E), as shown
by the following computation:

New capital as of January 1, 1942, before application of subpara-
graph (E), $20,000, shall not be more than the excess of $50,000 (total
capital on January 1, 1942, before adding 25 percent under section
718 (a) (6)) over $45,000 (total capital on January 1, 1941) less.
$5,000 (amount by which the accumulated earnings and profits as of
January 1, 1941, exceed the accumulated earnings and profits (com-
puted without 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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BECTION 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
applicable only with respect to taxable years beginning after December
31, 1940.

TITLE IHII—CAPITAL-STOCK TAX AND DECLARED VALUE EXCESS-
PROFITS TAX

SBECTION 301. CAPITAL-STOCK TAX

The House 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
as declared 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 value. Certain technical amendments necessitated by such
provision have also been made,

Saoction 1203 (a) (2) of the Internal Revenue Code is also amended
to permit a 90-day.extension of, time, in lieu of the 60-day extension
authorized by existing law, for filing of capital-stock returns for
this year. However, 1f a return has already been filed, the filing
of an amended return is not made compulsory, it being provided that
the value declaration 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.

BECTION 302, DECLARED VALUE EXCESS8-PROFITS TAX—-DEFENSE-TAX RATES
INCORPORATED IN RATE SCHEDULE

The House bill made germanent the defense-tax rates of the excess-
profits tax. The amendment accomplishes the same result by inte-
grating the defense-tex:rates with: the basic tax.

Other technical amendments are made to accord with the amend-
ments 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
and the additional estate tax.
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S8ECTION 402. GIFT-TAX RATEKS

This section of the House bill increased the rates for computing the
¢gift tax for the calendar year 1042 and each calendar year thereafter.
The 75-percent ratio previously existing between the gift-tax rates
and the aggregate of the estate tax and 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, hut 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 1. 1932 Excisg Taxes Mape PERMANENT

SECTION 501, 1932 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 shall terminate as of July 1, 1945. It thus makes per-
manent law the provisions imposing such taxes.

BECTION £02. PIPE-LINE TAX

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

SBFCTION 503. TECHNICAL AMENDMENT

This section revises the title language of subtitle C of the Internal
Reverniue 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.

Parr II. DeFense-Tax Rates Mape PerMANENT (No INcrease IN Tax
AND No CHANGE oF Bask) .

SECTION §21. 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 ({n"ovisions of the Internal Revenue

Code the defense-tax rates imposéd 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, Wholesalers of malt liquors.
Capital-stock issues, Retailers of malt liquors,
Capital-stock transfers, Rectifiers,

Insurance policies. Stills,

Passage tickets. Firearms, etc.

Cigarettes, Blectrical energy.

Pistols and revolvers, Gasoline.

Fermented malt liquors, Lubricating olls,
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
covered by section 541 (b) and (¢) which increases the tax in each
case to 15 percent.

Parr 1I1. Incrreases IN RaTes oF Existing Excise TAxes

SECTION 631, PLAYING CARDS

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

SECTION 532. SAFE-DEPOSIT BOXES

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

SECTIONS 633, 534, LIQUOR

Section 533 amends section 2800 (a) (1) of the Internal Revenue
Code, which imposes an excise tax upon distilled spirits and im-
ported perfumes containing distilled spirits at the rate of $4¢ (and
on brandy at the rate of $3.75).

The existing rate of tax upon distilled spirits other than brandy,
and upon imported perfumes containing distilled spirits, is $3 per
proof gallon, and upon brandy $2.75 per proof gallon. These are
the defense-tax rates imposed by section 213 of the Revenue Act
of 1940, effective July 1, 1940. The rates proposed by the bill,
therefore, represent an increase of $1 per proof 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.

Subsection (c) of section 533 makes a complementary amendment
to section 2887 of the Internal Revenue Code, which provides for
the allowance of drawback of internal-revenue tax upon the exporta-
tion of distilled spirits in distillers’ original packages.

Subsection (d) will amend section 2800 of the Internal Revenue
Code by adding a new subsection “(1)” to provide a floor-stocks
tax of $1 per proof gallon on all distilled spirits upon which the
tax has been paid and which on the effective date of the new rates
are held and intended for sale or for use in the manufacture or

roduction of any ‘article intended for sale. This subsection will
1ave the effect of placing all distilled spirits tax-paid at the old
rates and held for the purposes specified on an equal tax basis
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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
i prior floor-stocks tax statutes, provision is made for the filing
of returns and for deferringi) payment of the tax upon the sub-
mission of satisfactory surety bonds.

This subsection also provides that for the purposes thereof the term
“distilled spirits” shall include products produced in such manner
that the person producing them 1s a rectifier within the meaning of
section 82564 (g) of the Internal Revenue Code. The object of this
provision is to subject to the floor-stocks tax li%ueurs, cordials, and
similar compounds in the manufacture of which distilled spirits are a
constituent,.

The existing rates on still wines are as follows: Not more than 14
percent of absolute alcohol, 6 cents per wine (fx;allon; more than 14
percent and not exceeding 21 percent of absolute alcohol, 18 cents.
per wine 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 an increase of 2 cents, 6 cents, and 20 cents
per gallon over existing rates.

The existing tax rates on other wines are as follows: Sparkling
wines, 8 cents on each one-half pint or fraction thereof; artificially
carbonated wines, 114 cents on each one-half pint or fraction thereof;
liqueurs, cordials, and similar compounds, 11, cents on each one-half
pint or fraction thereof. Section 534 (b) of the bill imposes rates of
4 and 214 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
compounds, over the tax rates on such products.

Subsection (¢) 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 wines on which the tax
has been paid and which are held and intended for sale or for use in
the 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 wines tax-paid at the old rates and held for the purposes
specified on a basis of equality, insofar as taxation is concerned, with
other wines withdrawn and tax-paid at the new rates.

Your committee made the following changes: The differential in
favor of brandy was eliminated, and brandy made subject to the same-
$4 rate as other distilled spirits. The rates on still wines of 8 cents,
24 cents, and 50 cents have been changed to 10 cents, 85 cents, and 65.
cents, respectively. The rate of 4 cents on sparkling wines has been
changed to 7 cents and the rate of 2%/ cents on artificially carbonated
wines and on liqueurs, cordials, and similar compounds has been
changed to 314 cents.

SECTION 535. TIRES AND TUBES

This section increases the rate of the manufacturers’ excise tax
(defense tax rates) on tires from 214 cents per pound to 5 cents per
pound and the rate of tax on inner tubes from 414 cents per pound to.

8. Repts., 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 date the increased manufacturers’ excise tax rates
take cffect. 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 automobiles,
trucks, trailers, motorcycles, etc., and will not be applicable to such
miscellaneous items as bicycle tires, baby-bugay tires, etc. The tax
is specifically 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 snle. 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,

S8ECTION 636. EFFECTIVE DATE OF PART ITI

This section applies to sections 531 to 535, inclusive, and provides,
in brief, that the increased tax rates and new taxes imposed by such
sections shall take effect -on the first day of the. first..month .which
begins more than 10 days after the date of the enactment of the bill.

Parr 1V. CuANaes 1IN Basis or Compuring Tax (Rates INcreasep
IN CerTAIN CASES)

BECTION b541. ADMISSIONS TAX

The House 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
paid for admission. In addition to the consideration of the in-
creased revenue resulting from elimination of the exemption, which
was strongly urged on'the ‘dommittee, many operators’ of amusernent
enterprises would prefer that there be no exemption of amounts less
than 10 cents, as this exemption would encourage certain forms of
avoidance, such as reducing a 10-cent admission charge to 9 cents.

The committee bill imposes a schedule of rates as follows: A 10-cent
admission is taxable at 1 cent, a 15-cent admission at 2 cents, a 20-cent
admission at 3 cents, etc. Adinissions of more than 50 cents are to be
subject to a tax of 15 percent of the amount charged. Fractions of
14, cent of more are to be increased to 1 cent and smaller fractions
disregarded. The rates of tax upon sales outside the box office and upon
the permanent use or lease of boxes and seats are increased from 10
to 15 percent.

Under the bill as it passed the House, the special treatment under
the admissions tax with respect to so-called free or reduced rate
admissions now applicable to employees, muliici})al 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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lished 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 1s admitted
free 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.

The 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 IIT of the bill. The amendment continues the exemptions allowed
by sections 1701 (b) and (c) which the committee regards as appro-
priate. Section 1701 (b) relates to admissions to agricultural fairs
and section 1701 (c) relates to admissions to certain concerts conduct
by civic or community membership associations.

S8ECTION 542. CABARET, ROOF GARDEN, ETO,, TAX

This section revises the base of the present “cabaret” tax. It imposes
a tax of 5 percent on amounts paid for admission, refreshinent, service,
and merchandise at any roof garden, cabaret, or other similar place
furnishing a public performance for profit. tiability 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 1f 20 percent of the amount paid
exceeds 50 cents. ) :

This section also makes certain amendments to administrative
provisions 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 amendment merely shifts the legal incidence:of. the tax from.the
patron to the proprietor and makes the proprietor primarily liable
for the payment of the tax to the Government. There is nothing 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. m. 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 DURS

This 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-
cifieally 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
gubject 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 terms what is intended to be
covered by the term “dues.” .

¢
S8ECTION G544, AUTOMOBILE, TRUCK, BUS, AND PARTS TAX

This section increases the rates of tax on automobile truck chassis,
truck bodies, etc., from 214 percent to § 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 ap;glicable
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, ete., is increased from 314 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 214 percent to § 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

ercent. :
P Subsection (¢) of section 544 increases the rates of credit allowable
under this section to automobile manufacturers with respect to the
tires and inner tubes on such vehicles from 214 to 5 percent in the case
of trucks, busses, ete., and 314 to 7 percent in the case of other auto-
raobiles and motorcycles,

Subsection (d) repeals section 3403 (f) of the Internal Revenue
Code which would aliow a tax adjustment with respect to floor stocks
‘of passenger automobiles, trucks, ete., 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 permanent nature, Section 8403 (f), therefore, becomes unneces-
sary, :

I{ 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 tfle problem very carefully, Repaired and reconditioned
‘parts are not now subject to tax. “There are several decisions of the
{Jnited States circuit courts of appeals holding rebuilt parts and
accessories to be subject to the manufacturers’ tax. Rebuilt parts
compete with new parts, and it appears appropriate that they should
be subject to the same tax. Accordingly, no change has been made.
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SBECTION 548. RADIOS, PHONOGRAPHS, RECORDS, AND MUSIOAL
INSTRUMENTS

Section 3404 of the Internal Revenue Code now imposes a tax on’
sales by the manufacturer of certain radio components at the rate of
b1/, percent of the sale price. Section 545 amends section 8404 of the
code so as to impose a tax at the rate of 10 percent on—

Radio receiving sets. Certain principal components of
Automoblle radio receiving sets, these articles.
Combination radio and phono- Phonograph records.
graph sets, Musical instruments.
Phonographs.

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

SECTION 54 6. REFRIGERATORS, AIR CONDITIONERS

Scction 8405 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 514 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
use. 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 porcent on the sale
by the manufacturer of self-contained air-conditioning units and cer-
tain principal components of such, articles.

S8ECTION 647, MATCHES

Section 3409 of the Internal Revenue Code now imposes a tax at
the rate of 514 cents 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
subject to the new tax at 2 cents per thousand include the well-known
types of wooden and paper matches now in'every-day use.

BECTION §48. TELEPHONE, TELEGRAPH, ETO.

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
raté of 5 cents for each 50 cents or fraction thereéof of the charge,
Under existing law, the tax: on :telephone toll service does not apply
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to charges of less than 50 cents. Telegraph dispatches and messages
are now subject to tax at the rate of 5 percent og) 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 amount charged. The 10-percent rate is double the rate pro-
vided by existing law. Your committee felt that the tax rates fixed
by the House bill would place telegraph, cable, and radio service at a-
competitive disndvantage. '

This 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-,

hone companies. The present tax is restricted to service furnished,
y a telegraph or telephone company. )

The bill as it passed 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 serviee
(which competes with telegraph service subject to tax under the amend-’
ment 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. Burglar- and fire-alarm
service is not taxed 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 paid 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 made to insure that charges for installation o
instruments, poles, switchboards, apﬂ)aratus, and equipment are not
subject to the tax, Although service t 1r0u§h coin-operated telephones.
is not subject to the tax on local subscribers’ service, it is subject to tax.
in the case of toll charges of more than 24 cents. Coin-operated tele-
phone service cannot be subject to the tax because of the im-
practicability of charging the patron a percentage of b cents, and col-
lecting the 5-percent tax through the instrument, As the tax on tele-
phone toll service is collected in multiples of 5 cents, it can be collected
through coin-operated telephones.

’I‘hg committee bill increases the rate to 10 percent. No other change
i8 made. ,

'

SECTION 549, INSTALLMENT, ETC., PAYMENTS o

Section 549 makes certain changes in section 8441 (c) of the Interpal.
Revenue Code which relates to articles leased or sold under install;
ment or conditional sales contracts. Under section 3441 (c) the
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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 3441 (c).

Under the bill as it passed 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 tﬁe 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, tlre section has been amended so that where the partic-
ular tvpe of contract has been entered into before the effective dite
of part 1V of the bill, and delivery made before such date, the
increased tax rate, or the new tax, as the case may be, shall not apply.

SECTION 550. EFFECTIVE 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 are the same as those described in the discussion of section 536,
1. 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.-m. 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 adjust their billing practices to the tax. It was also desired to
restrict the application of the tax, as far as is reasonably practicable,
to service rendered after the date of the ennctment of the act. It is
recognized, however, that some local service rendered prior to.the
date the 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
SECTION 551. NEW MANUFACTURERS’ EXCISE TAX

As %)asse'd by the House this section imposes taxes on sales by the

manufacturer, producer, or importer, of the articles listed hereinafter
at the rate given: ,

Percent - L Percent
Sporting goods.__._._______....__. 10| Business and store machines_.._._ 10
Luggage.. oo, 10 | Rubber products__. . _____ 10
Electrical appliances_ ... 10| Washing machines_______.__ .. .____ 10
Photographic apparatus______.___ 10 | Optical equipment_____.__.__.__ ... 10
Electric SIgnSaccvccccnaaa vvmmemmw. 10 , ‘

In the case of sporting goddé, luggage,-eiectriéhl 'applianc’es; plioto-
graphic apparatus, business and store machines, and optical equip-
ment, the particular articles the sale of which is subject to tax are
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named. Uniforms and sport clothing are not within ths scope of
the tax on sporting goods. .

In the case of electric signs, the tax applies to articles fallin
within the general classifications of neon-tube signs, electric signs, an
electric advertising devices. ‘

It is recognized that a number of articles falling within the sco
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 made 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 goods.—Anrtificial lures, baits, and flies have been removed
from the scope of the sporting-goods tax. :

Electrical appliances.—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 filin 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
reanufacturer. :

Business and store machines.—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,
The trade names have been deleted, and the particular machines in-
cluded 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. :

Washing machines.-—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. z

Electric-light bulbs.—~Under the committee bill, a 10 percent tax on
the sale of electric-light bulbs by the manufacturer, dproducer, or im-
porter is imposed. This proposed tax has been included as paragraph:
10 of new section 3406 to be added to the Internal Revenue Code.

SEOTION 5562, NEW RETAILERS’ 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 clussified 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, . N

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 grepa-
rations used in the treatment of patrons and the quantity used durin
the month shall be considered to have been sold at retail by suc
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 Internial
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 whicg consists of precious metals 1s the point.

Relative to the tax on toilet preparations, section 552 adds section

2407 (¢) 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 aﬂso been added specifying certain rules for deter-
mining the price base on which the tax is to be computed. This provi-
sion 1is simiﬁxr 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 1mposed 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 computed 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 purt 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 penaltgoprovision
has been includecgi imposing & 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 retsail-sales tax imposed by the bill.
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B8ECTION 558, ADMINISTRATIVE CHANGES IN MANUFACTURERS’ EXCISB TITLE
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.

Leases—A number of the articles subject to manufacturers’ sales
tax by the bill are articles which are generally leased by the manufac-
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-
newal or extension of a lease, or a subsequent lease, of an article shall
be cousidered a taxable sale. :

Ewnisting 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 was imposed. Your
committee %zlieves 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
grice. 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 564, 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 payable for a one-way. trip is less than 35 cents. In the case
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 are 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.
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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 transportation 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 purchase of which is subject to tax under the
new 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-
cations, 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.

SECTION 656085, 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 permits the use
of, on premises occupied by him, a coin-operated amusement or
gaming device. “Coin-operated amusement or gaming devices" are,
trieﬂy, machines which fall within the general classification collo-
quially referred to as “pinball” machines and “slot ‘machines.” A
separate liability is incurred with respect to each machine, but if one
such 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
annum, : _

SECTION 556, BOWLING ALLEYS, ETC.

This section imposes an occupational tax on persons operating
bowling alleys, billiardrooms, or poolrocoms. The rate of tax is $15
per annum for each bowling alley, billiard table, or pool table. All
types of estabishments maintaining such equipment, including clubs
or social organizations, etc., are subject to the tax. Maintaining such
‘equipment 1n 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, , '

However, if after 1payment of tax and prior to the end of the tax
year, additional bowling alleys, or billiard or i)ool 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 amendraent the rate is changed from $15 per annum
to $10 per annum,
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BECTION 6567. USE OF MOTOR VEHICLES AND BOATS

This section imposes a tax on the use of motor vehicles and boatg,
In 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 having an
over-all length of 16 feet or over but not over 28 feet to $200 per
annum on boats over 200 feet in over-all length. In the case of
motor vehicles the tax is to be paid by the person in whose name the
motor vehicle is, or is required to be, registered. In the case of boats,
the tax is to be paid by the owner of the boat. The effective date of
the tax is February 1, 1942; that is, the use of motor vehicles and
boats before that date is not subject to tax.

Section 3540 (b) (3) of the House bill defines the term “boat” but
excludes from the definition boats used “exclusively?” for trade or com-
mercial fishing. The committee bill changes “exclusively” to
“chiefly.”  The committee bill also exempts from the tax boats used
by the Sea Scouts Department of the Boy Scouts of America chiefly
for training scouts in seamanship.

BECTION 06068, EFFECTIVE DATE OF PART V

This section provides that the new taxes imposed by sections 551
to 558 will take effect on the first day of the first month which begins
more than 10 days after the date of the enactment of the act.

BECTION 66 1. PAYMENT OF PROCESSING TAX TO GUAM 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-
nating in Guam or American Samoa shall be held as separate funds and
paid to the treasuries of these possessions. A condition is imposed
that such funds shall not be used to subsidize producers of cocoa, coco-
nut oil, and allied products in such possessions.

SECTION 002, SENATE LEGISLATIVE COUNSEL

Section 602 amends section 1303 of the Revenue Act of 1918 so as
to provide that certain matters relating to the office of the legislative
counsel of the Senate should be under the direction of the President
pro tempore of the Senate.

TITLE VII-—-CREDIT AGAINST FEDERAL UNEMPLOYMENT TAXES
SECTION 701, CREDIT AGAINST FEDERAL UNEMPLCYMENT 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-
employment fund under a State law and obtain credit therefor against
the Federal unemployment 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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manent 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 (bl), 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
enactment of this act, 1f credit is claimed before the expiration of 6
months after such date of enactment. If the contributions are paid on
or after December 7, 1940 (the sixtieth day aiter 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
allowable if they had been pald before the due date of the Federal
return. Paragraphs (2) and (3) provide in certain special cases for
the allowance of credit, which is not subject to the foregoing limita-
tions. These paragraphs continue without curtailment 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.

Subsection (b) provides similar relief in the case of the tax for
1939 or 1940 imposed by the Federal Unemployment Tax Act
(subchapter C, chapter 9, Internal Revenue Code).

Subsection (¢) provides for refunds, credits, and abatements, with-
cut interest, based on the credit allowable under subsections (a) and
(b). It also provides that on and after the date of enactment of this
act 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 (a) of the Socia]
Security Act amendments of 1939, and section 701 of the Second
Revenue Act of 1940. This section does not affect any credit for contri-
butions paid which is allowable solely by reason of the provisions of
section 902 of the Social Security Act or section 1601 of the Federal
Unemployment Tax Act. o
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Mr. ConNaLLY, from the Committee on Finance, submitted the
following

INDIVIDUAL VIEWS

[To accompany H. R. 5417])

As the only community-property-State Senator on the Finance
Committee I desire to express my vigorous dissent from the com-
mittee amendment directed at the community-property system of
eight sovereign States and to the manner in which this amendment
was adopted without notice or hearing to those whose constitutions:
and 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
and a fraud 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 days as an independent republic,
The original State constitution and the present one, adopted in 1876,
recognized the community-property system and the courts of Texas
have enforced and developed the rights of the wife in community
property as strongly as those rights in her separate property.

In Louisiana, Arizona, New Mexico, Idaho, Nevada, and Washing-
ton, likewise, the community-property system is of equal historical
and statutory dignity, and the wife’s ownership of community-
property income so firmly imbedded that the Treasury, the Attorney
General of the United States, 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 when its
legislature removed a temporary aberration that was engrafted on the
community-property system which denied in some important par-
ticulars the full rights of the wife, :

To treat the rights of the wife under'the constitutions and statutes
of cight great States as nonexistent flies into the very face of the
heretofore well-recognized principle that the States control the owner-
ship 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 hushands 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 nsult to injury. Constitutional and
statutory rules of the cight community-property States are to be
flouted; the income of the wife is to be “deemed’” and “‘considered”
to be that of the husband, but the deliberate transfer of income-
producing property in the common-law States is not to be disturbed.
The Finance Committee asks the Senate in this amendment to dis-
regard the fundamental law of eight States of the Union, and, at the
same time, recognize the local law of all of the other States of the
1U nion as a guide and basis for the application of the Federal income-tax
0w,

Instead of penalizing the community-property system, as this amend-
ment proposes, the Congress should encourage its spread. By its
recognition of the contribution of the wife to the marital partnership
earnings, the community-property system is far in advance of any
common-law State. Services are recognized to be rendered by the
marital community, and income as earned by husband and wifc alike;
Legal and practical standing is given to the concept of marital partner-
ship which in common-law States remains spiritual only, Recogni-
tion is given to the fact that the wife is entitled to something more
than food, clothing, and a place to sleep, and it ought to be the law
everywhere. If there is any discrimination, that is the way it should
be corrected.

The committee amendment attempts to force the husband to report
as his own all of the community partnership income, when as a matter
of law and 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 partnership created by law, while the 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 the 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, 18 unimportant as long as a real
partnership exists. 1t 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
wi?l 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

roposed amendment, since the new State will recognize that the
Eus and and wife each own an undivided one-half interest in the
accumulated community property, the income from it can be divided
if the spouses move from Louisiana to New York, but must all be
reported by the husband if they remain in Louisiana. Surely theé
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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 ite
accumulation under the beneficent laws of a community-propert
State. If the proposed amendment is adopted, we will have the unfair
and illogical situation of Congress recognizing for income-tax purposes
the law of common-law States which recognize and enforce the law of
the eight community partrership States, but when dealing directly
with the citizens of community partnership States the local community
partnership law will be ignored and disregarded.

In effect the amendment proposes to tax the one-half of the com-
munity income belonging to the wife to the husband, by providing
that it shall be “decmed’ or “considered” to be that of the spouse.
who receives it or who has management and control of it. .

This proposal to single out the citizens of community-property
States to compel them alone to pay tax on income belonging to their
spouses is certainly violative of due process under the fifth amendment
to the Coonstitution.

The Supreme Court of the United States in s series of carcfully
prepared and presented cases held that one-half of the community
income belonged to the husband and one-half to the wife, that it was
actually owned by them in these proportions, and therefore taxable
to them in such proportions (Poe v. Seaborn, 282 U. S. 101; Hopkins
v. Bacon, 282 U. S. 122; Bender v. Pfaff, 282 U. S. 127; Goodell v.
Koch, 282 U. S, 118). 'The sixteenth amendment gives Congress.
authority to tax income—but it does not give it authority to tax the
income  belonging to one person to another. Those incidents of
ownership, legal and beneficial, established by State law have always
been recognized as governing by the Ifederal courts and by Congress.
The very incidents, legal and beneficial, of ownership by husband
and wife in community income which the Supreme Court held made
one-half of it taxable to the husband and one-half to the wife are also
governing as to the power of Congress to tax one spouse with the
income of the other.

The Supreme Court held unconstitutional an attempt of a State to
tax the husband upon income belonging to his wife in Hoeper v. Taz
Commassion (284 U. S. 206), on the ground that it violated the due-
process clause of the fourteenth amendment. The same due-process
clause is equally applicable to such action by Congress under the
duc-process clause of the fifth amendment ({etner v. Donnan, 285
U. S. 312).

The present action is more directly contrary to the holding in the
IToeper case than the universal mandatory joint return proposal for
there can be no question of creating a family classification in eight
States of the Union, nor is there a question of measuring the tax by a-
combined income. Thoe proposal is to tax one person on income which
the Supreme Court has held legally and beneficially belonged ' to
another. This proposed action falls under the direct condemnation:
of the Hoeper case even as the joint committce counsel interprets-it.

On August 4, in considering tglis same bill, the House rejected deci-
sively a proposal to disregard individual ownership and property -
rights of ilus,l))and‘s and wives in all States by requiring mandatory
joint income tax returns,  Yet this committee in executive session has
adopted an amendment to the tax bill which in substance and prac-
tical effect is & mandatory joint returns requirement applicable only

8. Repts., 77-1, vol, 4-——19
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to eight States. Moreover, although several governors of community--
property States and many Senators vigorously protested the hasty
action of the committce 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 {)egal 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-minute 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 amendment had been rejected three
times in previous 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 ihe community-property States to
explain the fairness of separate returns under 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 that 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 later
on they will have greater support in their attempt to impose this
inequitable proposal on the other States by reviving the discredited
and House-rejected universal 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 be submitted to the 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 conneetion with the administrative bill. It is astonishin
and inconsistent, to say the least, that the Finance Committee di
not take similar action with reference to any modified proposal, such
as the amendment they adopted with reference to the eight community-
property States. The action of the Finance Committee is all the
more inconsistent and confusing because the mandatory proposal
adopted by it aimed only at the eight community-propariy States,
unlike the universal mandatory joint returns proposal, has not been
debated cither in the Ways and Means Committee or on 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 mandatory
joint return provision in the administrative bill will follow as a matter

of course,
O
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PartT I. INTRODUCTION

The pending revenue bill as reported to the Senate is a vicious:
sssault on the rank-and-file taxpayer. It is inadequate, inequitable,
and, in my opinion, indefensible. It conforms to no standards of
justice or fairness. It “soaks” the poor while confirming, protecting,.
and entrenching the corporate wealth and power engendered by the
defense program. It levies the major share of the costs of ‘“all-out’”
defense on those who have the least property to protect and those
who have the least ability to pay.

The bill is a hodge-podge of inconsistencies, with no underlying
rinciple of taxation whatsoever, except that like many previous tax
ills, 16 “plucks the goose that squawks the least.”” Unfortunately,
the small individual taxpayer who will dig deep into his pockets to-
pay these bills has not made himself heard.

TAX YIELD INADEQUATE

Although the committee tax bill is the largest in our history, it is-
no answer to the present urgent fiscal situation. The 3.6 billions of
dollars are hopelessly inadequate in the face of a 50- or 60-billion dollar
defense program, a 49-billion-dollar national debt, and a probable
deficit this fiscal year, over and above this tax bill, of more than 10
billion dollars. .

The proposed patchwork on the present faulty tax structure, and
the hiking of present rates, are not a solution to the Government
fiscal problems. - It is not commonly appreciated that defense 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 taxation. No doubt taxes must be heavier; but, more than
that, they must be revised so as to be more vqmtublv and to conform
to the present situation, :

EXCES8 PROFITS

The Government is pumping billions of defense dollars into our
industrial structure.  Huge profits are aceruing to industry.  Gener-
ally speaking, the initial “and primary beneficiaries are the corpora-
tions. It is not punitive taxation—it is just {:()od cOMmon-sense
fiseal policy supported by expert economie, as well as layman, logic—
that a lion's share of all excess and defense profits be sxphonod back
into the Government Treasury. To the extent that such profits
are diverted from the general income stream, the dangers of inflation
are accordingly reduced,

The excess-profits tax should be a major item in our tax structure,
Such a tax in the fiseal year 1920 yielded about 45 percent of total
Tederal revenues.  In the fiseal year 1942, the excess-profits tax will
provide less than 7 percent of total Federal revenue.  Kven with the
full-ycar effect of the changes proposed now, less than 15 percent of
total revenues will be derived from the excess-profits tax,  Of course,
substantial increases have beepn made and further increases are
proposed in the corporate normal tax and surtax rates, but the entire
corporate share of taxes is still far below the World War proportion,
Furthermore, in periods of abnormal profits the corporate tax burden
1s not as uqlu(ubly distributed by normal income taxes and surtaxes
as by an excess-profits tax,

LOWERED INCOME~-TAN EXEMPTIONS UNJUSTIFIED

’l‘hvl e 1s no justification whatsoever in dipping further into the poor
man’s income-—whether by hidden excise taxes, or lowered income-tax
exemptions—if and until adequate excess-profits levies are made by

the Govarnment.
During the Senate debate on the Second Revenue Act of 1940, on
September 13, 1 commented as follows: .

Taxation levied without regard to ability to pay and falling heaviest on those
with least ability to pay has been increasing cml\tunil\ Such was the case
when we considered the first tax bill during the present session of Congress.  That
bill further increased the inequity of our tax structure. It dumped a heavier:
burden on the breks of the plain people of the country in the form of increased
taxes levied without regard to ability to pay. Prior to the enactment of the first
revenue bill of the present session of (;()llgl‘t‘s‘i, almost $400, 000 000 was collected
annually from the manufacturers’ excise taxes, which are, in ‘the last analysis,
passed on largely to the consuming public. The bill which we passed in June -
increased these nuisance taxes by more than $140,000,000.

The bill as passed in June nwroased corporate tu\cs only 17 percent, as com-
pared with a 35-percent increase in the yield of cxcise taxes and a 37- percent
increase in the yield of individual income taxes. ;

I have been an advoeate of broadening the base of the income tax, in the hope:
that increased revenue derived from taxation®levied in accordance with ability
o pay would enable us to shift some of the crushing burden of indirect nuisance
taxes, which are levied without.regard to the ability of the taxpaver to pay, on
to the sound priuciple of raduated taxes, ¥

But, Mr. President, as I stated during the debate on the revenue hill pa%ed in.
June, 1 saw ab‘zolut(’ly no justification for a broadening of the income-tax base
at the same time excise taxes and direct taxes were inereased by such enormous®
pereentages,



REVENUE BILL OF 1941 3

On June 19, 1940, T said in debate on the floor of the Senato:

As the chicf advoeate in this body in past years for broadening the income-
tax base, I must now state that I consider it is & gross inequity to the low-income
taxpayers to ask them to increase their taxes, and, at the same time fail to ask
the corporations, which are going to be vastly enriched by the necessity for na-
tional rearmament, to carry their fair share of the load, according to their ability.

Now, 15 months later, the situation is even worse.

Marriner S. Eccles, Chairman of the Board of Governors of the
Federal Reserve System, writing in Fortune Magazine for August
1941, states the entire thought well in these words:

During the emergency the excess-profits tax should, in my: opinion, he the
kevstone of a well-balanced tax program. Incrcased taxes, however, should not
be imposed on the great numbers of small business concerng. and on millions of
indivicual taxpaycrs until they have been given every reasonable assurance that

the funds they are being asked to provide will not go to swell the profits of wealthy
individuals and corporations,

GENEROUS TREATMENT FOR ESTATES AND GIFTS

The singularly harsh treatment accorded the low-income taxpayer
under the committee bill is entirely reversed when dealing with the
wealthy taxpayer bequeathing huge estates and gifts.  Exceptionally
generous exemptions of $40,000 are allowed—53 times as great as the
exemption for a single man under the income tax recommendation—
and only moderate rates are applied. Although the Treasury De-

artment proposed to lower these exemptions to $25;000; neither the

lousc Ways and Means Committee nor the Senate Finance Com-
mittee would coneur.

ROBERT M, LA FOLLETTE, 8R., IN 1917

In August 1917, 24 years ago, when the Senate of the United
States was debating the first real World War revenue bill, my father,
made an energetic and dramatic fight for a fair and adequate tax
program. Recently, when rereading the minority report he sub-
mitted to the Senate, 1 was highly impressed by the following excerpts
from his remarks. In my opinion, they are noteworthy of attention
in connection with the present bill. They are as true now as they
were true then. . ‘

He was championing a new tax theory—the Federal income tax
was only 4 years old—when he said:

Complicated as is the subject of publie finance, there are eertain principles and.
certain truths underlying the science that are self-evident. Among these is the
prineiple that the burden of taxation should be apportioned among the taxpayers’
in accordanee with their ability to pay.- Another is that income or profits con-
stitute if not the best, at least one of the-best standards by which to measure
ability to pay * * *  We must.look to the income tax and the war-profits.
tax to maintain the credit of the Nation and make it possible for our people to.
bear the awful burdens of this war.

o . . ‘ T

In answer to those who would impose but moderate rates on excess.
profits—and thore are some who take the same pesition on this bill—
ny father used these words: ‘
To advocate low rates-at present on war Froﬁts, with a view to leaving & margin
for a later day, is to leave out of sight the fact that this {)roliﬁc source of revenue-

will automatically disappear with the end of the war and that the opportunity to
tax ench year's profits passes with the year. Failure to draw on this source to
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the fullest possible extont while the war lasts will therefore result in throwing a
much larger burden of taxation upon the people and the normal industries of ghe
country at a time when the easily made war profits will no longer be available,
and when business of the country will be staggering under the burden of read-
justment, v

To those apprehensive of the effects of a stiff excess-profits tax he
directed these words:

Neither the war-profits tax nor the income tax is a levy on capital. Both of
these taxes are levied upon extrgordinary and unusual profits.  Kven if they
absorbed the greater part of the profits of individuals such taxes would not in

any way aflect the income of the same individual the next year, Thoe capital
remains, The tax does not impair the earning power of that capital.

With respeet to excise and nuisance taxes, he wrote:

It is monstrously unfair to tax the everyday necessaries of the average man
and won:un to pay the expenses of this war, in addition to commanding their
services, and the lives of many of them, and of their children, so long as the
above-mentioned swollen and abnormal profits are not taken—profits which the
war has created and which will disappear as soon as the war ends,  Every dollar
of the above profits can be taken and still the enormous peacetime profits of these
and other great corporations will not be touched. * * *  Will anyone con-
tend that the necessaries of the poor shall be taxed so long as these onormous war
profits remain as & source of revenue?

He added these prophetic words about excise taxes:

Once wo admit that excise taxes of this sort are to be levied at all st this time,
we will find them mounting with every increaaing taxlevy. * * * ‘Thesetaxes
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 needs
of the Government. It is both unjust and unwise.

Parr II. THE Tax Srtrucrurk: Past, ¥rESENT, 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 now have entailed unprecedented govern-
mental expenditures which in turn require unprecedented gencral
taxation. Production and profits have soared. Just as in World
War I, the Government is struggling to bolster the Treasury rovenues
by imposing new taxes.

Of course, we have grown—about 30 millions in population. Our

roduction has doubled and our national income has almost doubled.
But tho tax picture is much the same, with perhaps this single excep-
tion: Our national debt stood at 1% 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 individuals and corporations. The war-
tax policies failed to arrest inflation. Whatever other shortcomings
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, how does it compare with the present tax structure?
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Table 1, below, is an abbrevisted statement of internal-reveriue
receipts for the 1920 and 1942 fiscal years, based on estimmates of the
Treasury Department, The table shows that the over-all tax load
has increased about 70 percent (supported, of course, as previously
mentioned, by a larger population, a larger production, and a larger
national income). o

The most significant facts to note from the table are that excise
taxes have almost tripled and 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-
porate taxes is being derived from the income tax instead of the
excess-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 percent borne in 1920.

TanLe 1.—Internal revenue receipls by major calegories— Estimated rcceiptk in
present fiscal year under present law compared with 1920 lax receipts

. [Millions of dollars)
1920¢ 10433
OB e cceaccmrceracsaccnanamonscacmetnaneneennsaameasamenasanennnauannns 5, 738 9™
e s e
Corporation tAXeS . C.uocieicccrcaccecaciarcncasaceniasscnsmcassnnnacermnaenancasnesn 3,252 3, 638
I COMmIB 3. i itaccccttccmenneeesressmacccemannatemcoeeccmcematesceans 653 3,627
FIXCESS PrOMS . - oo i eiiieiecccccemccccaceannsansicsenmecccasaonamanasann 2, 308 679
Otherd. ... eiiimsunececccaancencncsennaacananaean eeecememscessmemeneannans 93 229
Individual $axXes. oo oo e iieidcccaecaeccsascscasenaccaseaseranaranen 1,233 2, 5%
INCOMIB 3 e eesecacaeccteseareceresncacemencasunoanacennnranmnnn 1,128 2,078
Estate and gift. oo icnriccaiccaceeceacaccacemoucnarcmosusscscanesaasanans 104 451
Excise and pay-roll taxes. . oo iccceicmcicicccceceneeaa 1,252 3, 660
Tobacco and HQuor... .o euo i e mememcemeamesmaecasmann 1,563
Manufacturers’ 6Xelses. . . ca neiecearcccecaccancanonanacancecasececesnasasasans 676
Other miscellaneous taxes 420
Boclal secUrity, €10, . . oo ienecrecccccmaveaccmcuccssseceniacacasecoamecaasanaaann ) 992

1 Fiscal year reports of the Government for 1918-24 do not show aeparatol{ the various categories of income-
tax collections, Hence, the calendar-year-income basis as reported in the Treasury Department’s Sta-
tisties of Income {s used here,

1 Troasury Department estimates as revised June 1, 1941,

¥ Includes a relatively small amount collected from back taxes. .

4 [ncludes the capital-stock tax and the declared-value excess-profits tax.

RECENT TRENDS IN FEDERAL TAXATION

Despite 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 in the last 16 years, .,

As shown by table 2, excise taxes have steadily grown. _In the fiscal
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 amouant in
taxes in 1940 than in 1927.
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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 percentt in 1937; and
only 24 percent in 1940. On the other hand, exciso and pay-roll
taxes constituted about 19 percent of tc tal Federal revenues in 1927;
29 percent in 1932; 44 percent in 1937; and 51 percent in 1940, Even
with the exclusion of social-security taxes, the percentages of the
latter 2 years are high—38 and 35 percent, respectively.

TapLe 2.-—Inlernal revenue receipls by major calegories—Receipls in fiscal years
: 1927, 1932, 1937, and 1940

{M illHons of dollars)
1027 1932 1937 1940

T DU 2,866 | 1,55 | 4,003 5,303
Corporation tases. ....... USSR T 0% | 121 1,276
Incomal. ... ... i eeeaecceaaeaeaaaas reeeraaanan 1, 308 430 1,067 1, 117
OOT 2 e et [ DU 162 189
Individual taxes. ... ..o i iiiieeeeieeaa— 1,011 474 1,397 1,346
IeOme V. i cniaeaaae veesaaan 011 427 1,002 986
Estate and gllt. .o iiiiaiee 100 7 306 -~ 860
Foxelso and pay-roll (axes. ... b8 1564 2,037 2, 681
Tobacco and Hquor. .. ... ... ... e - 397 47 1, 146 1,232
Manufacturers’ exelses. . . oooeionieiiiiaa s [ 7 . 451 47
Other miscollancous taxes. .. .. eeiiaean. e 74 17 17 170
Boehsl security, o . oo e icee e i U 205 832

1 Includes 8 relatively small amoint colleeted from back tases.
3 Includea tho capltal-stock tax and the declared-value excess-profits tax,

TapLe 3.—-Percentage distribution of internal revenue receipls by major calegories,
fiscal years 1927, 1932, 1937, and 1940

1927 1032 1937 1940 -
Prercent | Percent | DPercent | Percent
L AT 1Y Y 100.0 100.0 100.0 10). 0
Corprorallon LANCS. oo oo et viacceaisceamaramaarannaneance 46.0 4. 4 20,2 24,1
Individuad aNes. e et eaaae 35,3 .5 .0 25,4 .
Jxeise and pay-roll LANeS e ieieiaacaans 8.7 2.1 43.8 &. 6
Exehuding soeind Seenrity ..o e ceierees ~_w -* 3.1 ’ M0

The preceding tables iHustrate well the comparative trends as
between corporntion taxes and exciso taxes. It is somewhat difficult,
however, from those tables to discern the comparative trends between
individual and corporate taxes because both have become a relatively
smaller part. of total Federal revenues while excise taxes have sky-
rocketed,

An interesting comparison on a different basis can be made from a
table adapted from the 1940 Annual Report of the Treasury Depart-
ment, in which Federal tax liabilities are estimated under certain
assumed conditions.  For one set of estimates (column 1) it is assiimed
that the tax structure of May 1932 is in effect in the calendar year
1941 (i. e. at that level of income); column 2 is under the assumptiof
the tax structure of July 1932 is in effect; column 3, the tax structure
of December 1940, a
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As can be observed from the follo';ving table and the percentages
calculated therefrom, Federal taxes on individualsehave increased
The Revenue Act of 1932

substantially more than on corporations.

was especially bad in this respect.

Tasuk 4. —Fstimated Federal tax liabilitics ! for calendar year 1941, based on the
tax structures of (1) May 1932, (2) immediately following the passage of the Rev-

rnue Act of
tax structure)

(in millions of dullars]

1932, and (3) December 1940 (tax base assumed to be independent of

Tax group

Under laws—

'’

Of May 1932
immediately
receding
the passage
of the Reve-
nue Act of
1932

(2)

Ot ’“'f 1932
Immediately
following
pssage of
Revenue Act
of 1932

@)

Of Doee, 31,
1840

Corporate ineowe and proflts. . ..o

594
1,277

1,308
1, 504

TS
88

t Source: 1040 Annual Report, Treasury Department, p, 3,

T'aBLE B.~-Percentage increases-—tax structure after Revenue Act of 1932 compared
with struclure tmmediately preceding and tax structure of December 1940 compared

with each

. Percentage l-ncreaw

(2) over (1)

(3) over (1)

Individual inmxiw. estates, and QIS e

Percent
+1
+25

Percent
I’ﬂs
192

Corporate income and profits

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

YIELDS OF THE PRESENT TAX STRUCTURE COMPARED WI'TH YIELDS UNDER
THE PROPOSED COMMITTEE BILL ’

To complete this series of comparisons made on the basis of the
relative burden on the various kinds of taxpayers, a comparison should
he made of the present tax structure and the structure as it will be
under 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
on fiscal year 1942 level of income and that both are hypothetical years:
in that they represent full-year effécts. In such respect, they differ.
from estimated actual receipts (as shown on table 1), For example
about, $679,000,000 will be collected in excess-profits taxes in the fiscal
year 19042, However, the full-year tax liability on 1942 levcls of in-
come would be $1,026,000,000. Similarly, under the proposed bill,
the hypothetical full- ear effect is estimated to be $2,156,000,000 from
excess-profits 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,
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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
reduced 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 incrca,se(i7 from 24.7 to 25.0 percent.

TABLE 6.—Internal-revenue receipts by major categorics—Estimated receipts under
present law compared with esttmated receipts under Finance Commillee bill (hypo-
thetical full-year yields at levels of income estimaied for fiscal year 1942)

[Milllons of dollars)
Present Under now
law ¢ bill ?
Ol ... ceeeeeeiceintvcccsconamcnamcnscaacasarsnasasusncncasssmcmnann 10, 703 14, 486
Corporation tAXes. - ... .cooieimie oo ceicieiicacccacncccmaaaaaun- 4,350 5,738
TNOOMIE d. . ineteiaeeiaiancaccaaacascacscasercsasscanaanannnsnnnnn 3,000 3,863
Exoess profits. . .ot eerieeci e incncacnanan 1,026 2,156
Other . it iiicccteaoccccascsascaacaceccanancacmnaaraanran 24 219
Individusl taxes. . ...t iriiccccaiitcanse i aaacanena cemanee 2,774 4,19
2,323 3, A0
451 609
Excise and pay-roll taxes.... .. ... coiininnnes beseasemcssacamncacaacsnnas- 3,600 4,610
Tobaceo And HQUoOr. . ... o i iiciiaireracamccaanccccmnaaaeann 1, 863 1, 701
Manufacturers’ exelses...c.ooeooueiiinaacacnns 676 066
Other miscellancous taxes 429 960
Boclal securfty, 800, ....ocnmn e 992 092

1 Differs from estimates of recoipts in 1042 fiscal vear Insofar a3 the full ¢flects of the 2 Revenue Acts of 1040
are not reflected In the fiscal year estimates of income and excess-profits taxes, etc, Compare with 1042
fiscal year estimates under present law in table 1,

1 Assuming that all provisions of the law were fully reflegted in recelpts for an entire year,

1 Includes a relative Iv small amount collected from back taxes.

¢ Includes the capital-stock tax and the declared-value excess-profits tax,

TaBLE 7.—Percenlage distribution of estimated internal revenue receipis by major
categories—Fiscal years 1920, 1942, and hypotheticul full-year yields at 1948
levels of income under present law and under new bill

Hypothetical years

197201 19421

Prosont | New bitl

.

Percent | Percent | Percent | Percent
100.0 1 100.0 00

TOtA). o e iccececicaecncccnensanncanaonns vam——e- PR X 3
Oorroratlon taxed. . ... 50.7 86.3 40.4 30.¢
Individual taxes. .. ....... 218 26.0 25,7 28.8
Exoise and pay-roll taxes. . 21.8 87.¢6 .33.9 31,9

Fixcluding Soclal Security . .oeeeeeeecncennan. PRI FIY 27.4 4.7 26.0

1 8ee 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.
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Part III. DEFeECTs IN THE CoMMITTEE BILL IN THE TAXATION OF
Excess ProriTs

. 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 I'reasury 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 the 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
have 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 eapital.
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 cnacted later. A miserable compromise tax plan was
adopted a few monthg later. In September when the bill was under
consideration by the Senate, I submitted a minority report explaining:
my opposition to the compromise excess-profits tax. ‘

The objections I raised then are agplicable‘ 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 18 BASED ON A CONFUSED AND UNSOUND THEORY OF RXCESS 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 e?uitably distributed a_ccdrdln&{to ability to pay
8o that a few do not Fain 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,” o o

The so-called earnings method of the bill is supposed to measure defense
groﬁts directly, Earnings in the taxable year are compared with earnings in the

ase 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
“excess’’ 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
abhnormal in varying degrees for corporations individually. - With re‘.':'speot. to the
latter, there is no reasonable assurance that the increase is ‘“‘excess,” or due to
defense expenditures, :

Witness after witness testified hefore the Ways and Means and Finance Com-
mittees that their earnings wete abnormal during the base period or that inoreased
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 tust can be applied to make a preocise
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separation.  Dollars lose their identity when flowing through tho economie syt
temn, Products which have an important use in the defehse program ma{x"hav’e
a simultsneous important use in normal industrial activity, Paint for a batile-
ship is the same as paiut for industrial machinery. Shoes for the Army are the
sume as shoes for the farmer,  Jven with complex accountihg systems no satis-
factory scparation of profits can be made. ‘Surely no rule-of-thumb method of
comparing profits’ in the taxable year with profits during some previous years
sffords an adequaie separation, e v , L
The most serlous defect in the bhill from the st&nd!)oiut ‘of .tax theory is the
at.(etu!)t to eombine two op{muing theories of taxation in 6ne bill, The net effect
is to Include the shortecomings of both without the advantages of eithor. The
loopholes in the bill are doubled. The revonue yleld is reduced well below what
might be obtained under either method separately, The situation becomes a
“heads you win, tails I lose” proposition for the Treasury. In addition, highly
inequitable situstions are created among competitive corporations: which are
foreed by circumstances to use different methods of tax computation, !
j B . i . )
(2) THE BILL AFFORDS UNWANRRANTED PRUFNRENTIAL TREATMENT TO CERTAIN
: CURPORATIONS '

¥

The large prosperous corporstions with consistent substantial profits are those
most able to pay an oxcess-profits tax, Under this bill, thoy will pay littld or no
tax. Nomattor if thoy are eaniing 20, 50, 100, or 1,006 percent ‘on their invested
capital, they may continue, under the average carnings method of this bill, te
carn those profits without additional ‘tux. A tremoendous advautage is accorded
the established' })rohpemlu"qorpor&tioh asainat‘a competitor who suffered %
depressed condition during the base period or the newly organized corporation
which has not become established. v

(3) THE BILL ENCOURAGES MONOPOLY AND DISCRIMINATES AGAINST COMPETITORS
OF PROSPEROUS ESTABLIBHED CORPORATIONS -

If thero was ever a tax measure which promised to perpetuate ‘mono%ollqt‘lg
corporations in their monopolies, it is this one. = Three corporations, A, B, ani
C, arc competitors, Corporation A is a quasi monopolist: carning lsir dts of 25
percent on invested capital during the base period. - Corporation ,'strgfgun&ﬂ
against terrific odds, earned 9 percent. - Corporation C is newly organized, .In
1940, corporation A continued to earn 25 percent; B carned 15 pergent; C, 9
pereent,  This would be typical éxperionce because it is & well-known fact that 4
certain development period with low profits is typical of ‘the new corporation.-

Under the average carnings method of this tax bill, corporation A'would.pay no
excess-profits  tax -whatsoever. Corporation 13 would pay a substantial tax
thoughr its carnings were much:iess.  Corporation C would also have to'pay an
excess-profits tax, unless it were small enough so that the $10,000 flat exemption
gavo it relfef, o e a weyiaedy

This tax would be an insurmountable ‘barrier to fair comnpetition’ among, the
corporations.  No more powerful elub than this could be placed in the hand'of
corporation A, No other coucern could successfully challenge its quasi-nionop-
olistle position, "If during any future year corporations B or C did achieve the
samo lovel of profits as corporation A, they would pay most of it in additional taxes
while curroratkm A wont untaxed., The most likely result would be bankruptéy
for B and C; a complete monopoly .for A, T AT

This inequity inherent in the committee amendinent may be further illugtmtéﬂ ,
by the following example, which shows the excess-profits tax that wotld be payabl
- under the committeo dmendment by each of two corporations having the sani
invested capital and oxcess-profits net income during the taxable year.  One of
theso ‘corpo_rgtimm—wc‘mr‘:oration_A—«-is, however, an established company with
stabilized earnings and the othor, corporation B, is a growing eriterprise competing
with corporation A. b
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Corporation A ) Corporation B

Ourrent'ym':«'r;,;: ’ ‘ A . cuo " " g

Excess-profits net fncoms. ... ....c. cocevevrinirevnsanecs fermemeanaie t;ow,ooo g:ooo.mo

Invested capital............c.oioooiliilll , 000,000 |~ $5,000, 000

B Rate‘gént,urn.;...'......-...; .............. ..percent .. REEEE 1 RS »
ase periods - . - L ‘ R T IT SRR

Excess-profits net Income (Aavernge) ... ..cceoocreiiaranacanenn. . $1,000,000 | $200, 000

luvestog capital (average)..... idereeana. aneeiiseeemeinnay I gs:om,% " 45,000, 000

Rate of return. (average) .. ............... RTER . ve..poroint. | P 1 BT 4

'l'uxibleexem rofits: athod 0 700, 606

VOrage smethod . ...t o

T lnvestedmplmmetho‘d...-...............-................;..;..‘..:.; - 300, 000 . ﬁé’g;m

uAL . A :

Average egrningg method. . .......o.oo i iiiiiiii i 0f £349, 000

Invesudogplt ) 13357 I SRR SOOI S A49,000) - - : , 000

Tax NabIILY foveemeies et .0 : 19.000

I Excludes the 3.1 percent in'reans in ‘t'_:brxyn‘él corporation income tax.

It is a nerious .charge that this bill should condone and:aicoiurage monopaly,
but perhaps evon ihore serious is the severe penalty. that is. placed on the new or
growing corporation. Such q;co:{)orathn probably received little profit during
the initial years and i now entoring into a period when the work of earlier un-
profitable years is Beginniig to bear frilt. * The bill allows no fitiire prosperous
years for the new or: growing ‘corporaiion; it: envisages: an:economy’ with the
present inequities “frozen’’into the future, .Thc“)recedentg:he‘min.sa_t,wm make
it all the more difficult at some lator date to tax these “privileged’’ corporations
adequately,  Thie hue and ory then will be raised, just as it has been raised to a
certain extent now, that-'the stockholders who have reeently ‘purchased stock at
high pricus beceuso of /anticipated high'ecarbings hawe. a 'vested ‘intereat ' which
should not be distitrbed., The.idea i3 fallacious, but to allow it to go unchallenged
lrere in this tax bill would gjve it a cloak of ‘validity. which would be hard.later to
FEIMove, e T Do e T

Entirely disregarded in:H: R, 10413 is bhe uf the cardinial principles of taxation!
That the burden shoild be fairly distributed. The preponderance: of testimony
during the hearings: clearly..demoustrates that many taxpayers: are moro- con«
cerned about the equity of tho tax than the amount of the tax. . Aside from:those:
corporations with high earnihgs which will 'be “able to take advantage of the
average earnings tax method, corporations in general are willing to bear alinost
any reasonable:load provided their competitor is treated similarly. " The: avérage
carnings method and the hodgepodge of a dual méthod of computing tax liability
Prccl“deh W“altmﬂtu,lc"tfor;“up Gpaidh Ty ) T Y B Mt i h .{x L

It has heen said bn, Auwer to the ahove contentions that it, is not the function
of a tax hill to rémove exis ;._ii,)g’qu_ubétit,i\’qgjig?‘d’\'gmaggs*orj advantages, ‘ This
answer Is specious, - Oné ean'Agree that It is not the'purpose of a tax bill to equalize
cozn;;etith"e-.zconjg{itlons;; ’dﬁ;xt itis d \mgeniahle that t?dx f?tl;.ills'sshgtgg: not: distort
existing competitive. conditions. and. place unwarranted: tax -handicdps, upon jone
class of .c,é?’n%%a,tim B9 qppos&d,-; to: anothier, thereby creating an. indefensibie
cdmpotitivd’ad\f'sn‘m%g i “favor of the Iatter,” ‘The objection 0 the committee
amendment’ is' not’ that: it "does not eqlialize existing ‘competitive’ conditiona:
Rather the ohjection is that the committee amendment in and of itself: createn
new- and f&rérghqhi;‘x‘ig.- competitive advautager, :  The invested-capital methgd; on.
the other hand, does not ereate or give rise to either new competitive advantages
or new competitive - disadvantages. It simply imposes an. excess-profits tax
which falls alike on corporations regardless of their competitive position and
thereby does not disturh existing competitive conditions.

(4) THE RATES OF THBE TAX IN THE BILL ARE NOT QRADUATED FAIRLY

‘The rates in the bill are graduated according to the amonnt of so-called exces:
profits. This means that a large corporation may make -only a very. mnall per-
centage of excess profits on its capital and still pay: the highest rate of tax, - Thus,
a corporation with ',3100,000,00(‘},, Os0f invested ‘capital and $1,000,000 of taxable
excess-profits will pay the game tax as'a. co;po‘madn' which :Hias: the same amount
of taxable profits on'an inyested capital of only:$1,000,000. . In other words, the
brackets are now. graduated without reference at all to the earniigs or size of a
corporation, and & corporation which had excess profits amounting to A 100-percent
return on invested capital would pay no more tax thana corporation having excess
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profits amounting to 10 percent on invested capital, providing the absolute
amounts of excess profits were the same, . L
Profits cannot be divided sharply into those that are excessive and thoee that
are not, Excessiveness is & matter of degree and the tax rate should be gradusted
according to the degrees of excessiveness, not simply according to the amount of
excess profita, A proper rate structure for an excess-profits tax would graduate
the rate according to the ratin of profit to invested capital. Under the rate struc-
ture as it now stands, many corporations with extremely excessive profits will pay
mu%lunore moderate taxes than other corporations with only moderate excess
pro o

ESTIMATED ADDITIONAI REVENUE

The Treasury Department estimgtes 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 to an
alleged increase in the excess-profits tax gield 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 $501,100,000 in
the yicld of the normal corporate income tax,

Thus, in order to obtdin the same (or slightly more) than present
tax revenues from the normal net, income of corporations, the com-
mittee found it necessary to impose new surtax rates of 6 and 7 pere
cent. The net additional yield in this bill from excess profits, over
and above the surtax yield, is only $629,600,000. ‘

With an oxcess-profits tax based solely on invested capital, and
without anz 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 Government- defense sgending are
not yet fully reflected in the level 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 pros-
pective taxes. Last year’s first half was 58.8 percent above the
previous year, again after taxes, depreciation, interest, and other
charges, and reserves. . S .
Tables 8 and 9 show the data in detail by major industrial groups.
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 ‘Taix'8,~Profls of leading éorporations for the Ralf year

Net ﬂtsmurepo{ud m«dommtm t«mum mdothnohnm- Mmbntwm
fuv%%nds—net worth includes book vuluo of outsundlng' prelerrod common stock sod surplus
account at beginning of each year

[Inthousandsoldonm]

. Annual rate

o Net P’-;‘;ﬂf." halt ‘Net worth Jan.1 | of return _

No, Indusirial groups Eﬁ:‘:&t . (percent) -
1990 | 1941 1040 1941 _‘; '| 1040 | 1901
7| BAKING. oo eeimeeeeniannan 7,070 | 7,608 | —4.8| 236,681 n; sl a7 e
14 Food pmdum, miscellaneous....| 84,974 | 88,‘194, 12.1 ] . 834,083 | . %’m' 1 ,‘i* 14,8
7| BOVOEARES. . e.eveyenemmmmmamnonnn 8,182 0,088 211,87 120,022 1 130,47} 15,8 ‘18,3
17 'I‘extlles%ad apparel..c.ecaeeacand| 7,862 10,6547 -35,5.1 . 176,038 |.. ..160,854 | 8.9 128
7 | Wood products.....o-mmoeeoonn 1,326 | 4,518 | -+240.5'] 60,380 |, ,g:.zsxl :;g.fa, T
it Paperpod cts ........ cemeacaaaa| 6,831 78031 14,7 | 160,188 164,248°(1'8.8°] 9,8
28 (‘hom!es‘s.d: y 880..... s 98,0821 “nm -'x,'(f’?‘né, ‘lo‘m,gg‘;n : 1,831,138, 4.3 14,1
11 | Petroleum proditets. . . 2] 141,070 | 138,227 [ "<4.1 [ 2,066,601 | 2,671,664 | 10.6 | 10,1
| om0 | 0 S B s e i
12 Buucﬁ:gorm Y I 7:‘533 11,819 ] 3 3‘24{739‘ ) o:.v‘aof 3,% - 10:8-
}3 ;“Iloc(%ri%alo?u metgt.-...u....- rz'w ;47,4:?3»: u.z *v{-o:;.'m i1 662,018" ,R:g ""}:‘3

ardware, {ools e . 5 . 3. \ ; BRIB YR

27 | Machinery. ... ooooomons L] 187am -Q?Egm« %;’6 168,471 1331‘ 120, 7% 'Y, 2
4 | Office eqUIPTIORE. - -onoimoomoomns 8,232 | 11,567 0.4 133,% 186,668 | 18.4,(:14.9
19 Rallwsyeqnipment- 9,408 | 18,061 37,4 173, 182,930 | 11,0°| 1 ?
19 | At oouthmment. - Neren | e tZ'%w"}f?'é'a’*"L”*-“% 3| B

uto'equipment._._.. . I .5, , . 8 2 119,

a4 Metal qrogucts. miscellansous. .. , 354 { 29, :&gA :81& S 13:%2' Ig.i" .10
19 aneousmsnur.cturmg sec] 9,947 | 18,119 | 1823 -, 810,808 |- 326,785 |. 6.3 | 11,1
304 'rom ‘manufacturing...... 031,387 | 748,358 | '+20.4 | 13,139,800 | 11,384,056 | 11,2 | 18,3
10 Coalm nlng...... PIMETRRSSN R | 13,6908 { ++328.1] - ' 201,314 |- '206,617| 8 8.6
9 MPtﬂ] mhlinﬂ-----.—- wmdfmaenaan lsvm ‘9’“9 ', 'Hto vm ! 11‘7,5“, 10.1 B 1‘146
9 | Mlning, quarrylng—-miscella- o | tome| 428 ao sy | a0 | 17
16 | Trae S hotesale snd-rétall 12| i - AN 07 AR R S 't

12 | Bervice and construction........| 8, 871 -9 | 336,088 'm.‘&l; NS N
360 Total...ooecinnieiecas-s) 862,128 784,540 | +20.3 | 13,005,981 m.zm,m ’ma 1.8

A i - I T W I [ I

1 Before certain char
D~Deflcit, vl

Bource: Bulletin of National Oity Bank of Now er Aunut 1041,

TABLE 9.—Comparisons of profils of leadmo corporalions for the ﬁrat half year 1989,
1940, and 1941—perce ¢ change in nel profils after depreciation, inlerest,
taxes, and other charges and reserves, but before dividends

1040 . 1. IML
over 1039 '| ‘over 1040
BRKING. . coinarcpenisainianin . wd B[ 4,
Food produete, mfaoellamoul.....-..-..-........ S T Y 1
OVOIAgEs. | ...ocecnnnna -‘-.-.-A---uuu ----- —wamona B m-‘ o ; 1.
'l‘extllea ana apparel 8.8}
Wood edemnacenb e vommee 1,10.2 1. - 940,
Paper produc edesimmincsamsbonansarananennesamucenennuasnan ererraesscamenien 3¢ (T B ST )
homicals, ,eto......-.......--. .............. vhsssesmctnncionennconivannunn 8.8 ‘2
g&t'rl%leu!:.n od BOS. . .evionorvenionnaioanann R, srennumdnnnamsunas .a...... A la.; i Ait
olay, ‘ll. e 0 e e o e B - § * CCA

Iron and steel. . eiaminenn I e w0
Bulldlng.oq:u rebaennn 180.3}1 . -8
B:nen.t 667 AY,
ﬂardwm, too \ A S B RS
-p-.n‘oué - 038 : ‘¢§“
Omea et T BT, . #
Rauwnyb?gnipmm e s tg.. B
Mmmmmﬁ T ——— L

TO“I;M ¥m scturicy. L TR Vg s o ' "4‘:'| Ifw.', u &

5 n i - ‘V
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TanLE 9,-—Comparisons of profits of leading corporations for the first half year 1989,
1840, and 1941—percenlage change in nel profits after depreciation, interesl,
taxes, and other charges and reserves, bul before dividends—Continued ‘

Increase Increase
CCIHO LTI -
over 1939 | over 1940

Conl M. .ot e i iemac e cacnassesacecaaaasanncsansaaannssnnnuns Q)] 3.1
Metalmining. ... ... ... ... 41.7 9.8
-Minlng, guarrying, miscellaneous %0 2.8
‘Trade (wholesale and retgil)....... e . 10,9 72.9
Nervice and construction. ... .occaeoiiiaoa.. © 8.2 -9
Tote) allurmulm e i iaesememan- 58.4 n3
(Total, all groups, Increase fn Arst half of 1941 over 1039; 92,0 peroent.) »

! Data not comparable,
Source: Bullotins of the National City Bank of New York, August 1940 and August 1041,

It is interesting to note, in this connection, that most corporations
arc laying aside very Wnerous reserves in anticipation of vastly
increased taxes. The Wall Street Journal, for example, recently
reported: :

Tax mystery: United Aireraft recently reported tax reserves of over 78 percent
of its curront profits, ' Lo

The top any corporation has to pa{f is 72 percent, including incomne, excess
profits, and surtaxes. This suggests United, like many another big industrial
company, is using ultraconservative bookkeeping to avoid (Yhony profits, inust
report moio liberally to the Government-and to its stockholders, .

Detailed compilations of corporation profits, for individual corpora-
tions, as taken from published financial reports, 1840 compared with
1039, and tho first half of 1941 compared with the first half of 1940,
have been published in the Economic Outlook for February and July
1941. The compilations are reproduced below in tables 10 and 11;

TasLg 10,——Corporation profils tn 1940 compared with 1939 !

' Percerit

Company IW? 1939 a%

Allegheny-Ludium Steol $2,043, 518 77.0
American Can. ... 18, 284, 963 . —4.6
Amerlean Metal. .. C 2,004,740 -A.0
Amerlean Tobaccn.. e ? 26, 427, 934 R
Amerdean Woolen. . .o o i iaaa e 3, 104, 441 3 311,887 36. 4
Aviatlon Corparation (year ending Nov. 80 88,880 | —2,238,040 |, ... ...
" Babeock & Wileox. ... . e B 088, 000 | 1,168,782 204.0
Bt Tronn Works .ot iaii e e 2,062,180 | 060,708 | 2110
Boell Mreeadt ... .o I 24,745 |- 9,203 8,000.0°
Bethlohom Steel .00 0L D] weto, oM 246387984
mmgo‘-m Brass, . ..... 1,268,776 | - 460,088°| ' " 174.0
Caterplllar ‘Practor. ... 7,830,117 0,004,800 | 30,6
Chrysler Motors . . .. o 87,802,279 30,870,829° | NEYE
Commercial Solvents Corposalion ... ..ol 2,387, 321 1,600,389°1 48,2
Consolidated CGonl O PR 402,200 | 863,918 |...L.l s
Contafner Corporation. ... eeeeeann 2,227,682 1+ 1,448,000 1 540
Continental iy . .o s 8, 463, 632 8, 845, 787 R
Cructhle Steel et 6, 23, 18) 2,803,696 | "1280:
Douglas Alreralt (yoor ending Nov, 30, 1080 - .. e, 10,831,071 | - 2,884,107 . WBY:
Dupont, B b0 o e | 86,145,173 | - 63,218, B X
Elvetrie' Ao Tiie 6,001,718 | 5833'%3 0 UKL
General-Cable, 2. 486,362 1 - U183 1881 ¢ ¢
General Eleetrie. .| 66,241,000 41,235,644 1 - &
General Foods - ... oo s dveneaiian ceme] 15, 24,077 18, 11 ‘ 8,
General Motm"s'.:..,.--.-...-...,...-._....._-...n..‘....-.. ...... - 195,800,000 | 183,290, 722 a7

1 Mast_of tho profits hervlin Jisted are it protits and henee the figures are not directly comparable with':
tgures used elsewhere In this minority report when speaking of net income before taxed, . o



REVENUE  BILL 'OF- 1941 15

TasLE 10.—Corporation profils in 1940 compared with 1938—Continved .-

Compeny 1040 1030 m?“"’“m

Cloneral Stec) CRSUAR. 5 Lovmvoeeeceeemeeemoeaneeeee e senanes ©$1,108, 19| - 48,688 | 10, 560,0
(kmdrld)gfm&l{ bt'i'n..--;-, ................................ 104, V93 &m;ﬂ' w19
Uoodyenr Tire & Rubber.. ... cerriecenevmeneniaenaaenan e JW.»?BS - 9, 838,797 4.8
Harblson-Walker Refractories.... . 813,086 | - 1,808,900 - 36,0
Inland Steel. .. .. 14,45),385 | 10,931,016 82,2
lmvrnnllonul Hom«-mnr (vcar ending Oc 'n “feddy | 3, 161,110 1,952,810 - . 1910
Junes & Laughlin Bteel. Jensbasarecininoe 10,277,029'1 3,188,944 ' | 222.0.
Lehlgh Coal Na\igat on’ ; . L 101,858 - - 1R,674'] . 5, 700.0
Libhey-Owens-Ford Glass : N 9,992,760 | . 8,062,763 . 4.0
MACK ITUOK o v v emmmeemecnne eemmamrotataeiieieatean e 1,805.890 | OR2,987.] - 166.0
Mesta Machina.. 2220 e meenve—m————anannn enanns s 3,083,032 | 2M8 4| 138
Monareh Maehing .o eseeraeaereanatcncensionennarioenmansen 1,183,102 - w.fn; R -X ]
Natlonal I)Lvullern Products (‘onmmnon ..... feeeresearemenn—- 6,711,963 7, ng. ! —4.4
Natlonal Gypsuim. ..ot e feeen 1,665,100 |- 1,488, 237 e
National Taad . .o i i iiirie e . 6, 102, 703 8, 780,800 . 8.6
New Jorsy Zing, ..;.... . 8, 236,818 | 3,200, 083 %5
New York Alr 1, 046, 656 .19, 808 .0
New York Ship Bull Hm} (first 11 2,178,748 - mm 1350
North Amierlean’ Rayan forporatlon........... 1,781,428'| 3,010, -1, 4

OUS BLBCL - eneeemeaiianas SR SRR 17,007, 214,088 [ 240
l'lltsburgh [0, T T RPN 1,255,803 | «1,008, 787 [ .......:..
Pittshurgh 8teel Qo ol remanee 1, 858, 794 54,870 | - 1780
Pured Ol.ceeee e eecacccinanaas mbovena- e etceeenecmeccomacnaann 8, 718. 087 8,200,418 |. 5.3
Radio ¢ or‘)orlﬂon of America... ... etheecnemeseenmnnann 9. 113, 158 8,082,810 12.9
Rayonier, 1nc, (@ monthy toJan, 31) .. ... .. ..oiiiiiiiaaaos 8, 031, 953, 1,425,143 1138
Reininglon Rnnd (9 months ending Dec. 31, 1940)..._..._... 0 2,088,372 1,104,418 - 83,4
Republie Stebl., i oo oo il .- 21,118, 807:1 ©10,671,343°| .. 98,0
Rustless Iron znd Steel . . 1, 275: 00, ! 16.9
Navage Aring otporatlnn 1,028: 141 Y, ;98,0
Shell Unlon Ofl ... ....... 15, 600, 000 11, 805,713 . a1
Tavior (‘rafiAv aﬂon (‘nrxmmtlon e .- d00 - B0 fae..... igacaalacnnens an

Ion Bag & Paper €0 ..o e i canaas 2. 129, 146 045,832 - 120,0
United States Rubber .......................... Poarenerrocoannnnn | 11,425,241-1 10,218,849 | . - 120
Unied States Steel .- 2010000 T I 102, 181,821 | 4L 119, 984' [ ' 48,0
Vultee Afreraft (year ending Nov. 30, 1H40) . e 374, 487 28,488 | "'1,370.0
WAIWOTth CO v eeeenacane reeaemmnemanananneoan it . COLIZ166 ] . 08, o B 1448.0
Warner & ﬂwasey-........‘. ................... 8:371,283| 1,804,853 810
Western Unfon, . 0. os. Mercabeteascnasreennas vrenenees : 3,621,581 - 1,380,147 163,0
Westinghouse Alr Bmke. e : 5, 84l 806 2,768,029 | . 1020
Wostinghouse Electric. ., 18,983,428 | - 13,8M,3858°') . “37.0
Wheellng 8tee}.,........... -5, 603,980 | - 5,080,783 . L8
Yellow Truck & Coach ("o. 5,813,976 3,276,474 T
Youngstown Sheet & Tube. - 10,815,468 | - 5,004,484 . 1l10.0

TABLE ll.»Co"poraiil»n‘pfoﬁ!j in.the fifg%dfd 1941 compared with lhe ﬁm half

C S Profits
- N . T 3 i e . - - ‘Per‘y‘h'('
. Corporation IR s inpnidt
poratte! {Firstemonths mmsmonung,'?“?m,‘
L SRR Y [ RS S
Ahasne nmis mam
erheny 1, um
Allls Chalmers. e v 2 000, 788 |
ﬁmer}mn g:?lkl: t?;:-“’é’& l-‘oundry. L ;79, M1 i. 226,037 | ;.
merican NRAGIALOY C 0. L _ . icecvpen H L, . 1,
Amerleai Rolll:g Mill Go™ol &gﬁ‘% a’;&‘% &
merican Slatinz Go... .. . 0 AR BYT i 100
Amer!can g&,‘ Fo%odrleg e ' (2.@'.??7_ o l.&ﬂﬁ_
was Powder ablo.’f;) ' RN 0.;,1‘!{0-. 1ilod ‘.:69 a
Danoockist ﬂ.;t’iwr(i;;h 2 ihe—-Juine imﬁ ? gl:dz{ -;,,,5;4 ‘é‘
alawin Locomotive mon 1—-' une . 8 . iy b y Yl
Bausch & Lomb Optical Co........ I.I‘%: Al ;%:%3 ?”{ A8
Bendix Aviation (12 montha-—.luno) -+ 11,087,220 |+ 6,603,180 . 7
Blaw-Knox Steel__...... cmamenaans ~1,§¥g,3gg ﬁza ‘g‘f - »1%
’.g?g,}ag; ~_;L;wo.'fgz;
4 P A B
298,840 |' a0 |
. ,817r872: A l&%
Container Corp 663/649°| © © 500,100 |
8ontigeanw0 m.;. OSSRl TN \ z.w,m i '1.09’::8&“8;
Copperweld B c ..ZIZZfiEZIIZZZZZ..... ..... Fhaseonee b '*'f’m'%ﬂ»;’ L opay dg
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half of 1941 compared with the firét ha(f

of 1940—Continued
Profits
C ti thn:
orporation o ),
' First6 months|First 6months e
1041 . 1040 o
Crosloy Corporation. , , 601 Ty
Cruc?ble tocp?. . 2,924, 430 1,817,203 61,
Detrolt Steel..... 431, 636 200,930 | 106"
B.LduPont......cooreeaecaceiiaeacaanan 43,761, 797 46,863,608 | . _—-7.1
Eaton Manufacturing Cou e cacaien i cecrne e maraonas 1,979, 784 1,908, 348 3.8
Fruchauf Traller............ e meemeeasAemeneeameceaseemmeeeesan 1,182,977 519, nyg -
QGenernl Eleetrio. ... . oooooviaiaaen eeencrsasamacmcanmerearmonns , 003, 285, 981, 752 0.09
General Su'ol (‘aatln ......................... —————— wevesareenna 1, 690, 72. 2,210
General Tire & Rubber.............. , 004, 280, T80
Qeneral Motors Corporat!on 118, 177,008 | 113, 575, 4
Goodrieh Co......... 646, 1, 362, a8 -
Hazol Atlas Glass.... 1, 806, 788 1, 370, 10,
Internatjonal Husiness Machines. . 4,728,336 4,203,482 10.1
Johns. Manvma Cor ratlun ...................................... 1,487,213 1,110, 31.2
Jones & Laughlin cemamssaceravans , 008, 3, 276, 256 M7,
1ahigh Coal & NaYl atlon (fear endlng June 30). .o lolllIlI 1, 848, 138,812 l.‘23? vy
Iehigh Valley Co orporation ... l..ieiiiiiieiacaneas 808, 251,440 | 141 !
Libhey-Owens-F or ........................ 5,377, 247 5,176,748~ 3.9;
M ma Copper Co. .o voeauennns 800, 142 717, 88 e
Ma! hlcsen Alknll Works ........... 907, 345 27, 540 20.6.
anea;m !s-Honongll Regulator. 1,104, 278 603, 921 .83 .
Nash-Kelvinator (8 months to June). 8,724,246 1,807,878 |  186-.. -
National Tead .. ..., .cooemerena... e memeesmammcescesaseeeseseman 3, 289, 000 8,119,810 8.4
BW YOIK ALL BIAKG. oo oo oeses e oo s e e 1,121, 446 833, 3.6
North Amerlcan AVIAHON. .. e iccrccceccanaccmneas 3, 000, 745 2, 367, (04,7
.......................................................... 1, 088, 258 —-362,143 |........cn
mel Illlnols (67 P 7, 840, 8, 889, ~11
Popst-Cola.. ... nenneccans 3, 300, 000 2, 825, 000 30.6.
Phllllps Peteoloum................... 8, 236, 680 6,378, 198 ‘203,
Romlnaton Rand, Inec, (June quarter) 1, 383, 493 588, 145,
Roo Motors. . ..cceeevaimacannncnccanns 147,994 — 785, arhenians
Republlo Steel .............................. ..--| 13,618,718 6,449, 453 1
Reynolds Metal ... o0l wemmmeamamenmmacanatesmnnamcnnana 1, 886, 853 l, 812. “7, 43,8,
Rmﬂem lmn & Steel........... enemmeeeereemaneemteavanaasananns 1, 164, 460 430, 537 17t
Bharon 8toel. . ... .. ..ccooiiiiiiiiniiiiie el et e cuaan 813, 41 , 903 109
Slosa-sben\eld 8teel & Iron Co.eecenrnnnennncccacncan N cmeeamaenn 883,404 | 872, 543 81 .
Sunshine Minlog 1,188, 431 1, 285, 934 -7.8
Studebaker........... 1,313,877 | 987,309 g. g
Texas Pacific Coal. 409, 505 202, 840 '
Unjon Oarbide & Carbo 21,342,134 10,973,176 6.9
United Aircraft Products 346, 320 172, 948 100
United Stales Pipe & Foundry . 1,816, 700 733,01 132
United Btates St®el ... .ccvecmenne-. datrencnannns aerecmvancanse 61, 374, 746 36, 815, 03 60
Virginia lron. Coal & CoKB.enreccenccaancraannas ercomannnsacances 27,788 — 10,828 |eeneeunces
Walworth Co.................. evecmesevsmbocasacasena emcasmanes 909, 820 203, 415 350
Westinghouse. ... .......ceeacccencreccaccancnccanascanaranasnccns n,m,wo 9,837,012 17.6
Westinghotse Air Brake..... 4.011. 204, 000 2.3
West Virginla Coal & Coke 179, 053 —87,408 |.aueeennue
Wheeling Steel.......... .- , 689, 1 1, 664,078
White Motor Qo........... 791, 355 743,629 6.6
Youngstown Sheet & Tube....ccoaeennn... cosmcean P cnnvenee 8,902, 094 2,423,212 276

GOVERNMENT CONTRACTS AND CORPORATION PROFI'I‘B

Presently available data are not sufficient to make any thoro
Although
data below in table 12 are far from conclusive, it shows that some corv

study of proﬁts' earned on (Government oont;raom.

porations obtainin

earned phenomenal increases in profits,

large Government defense contracts have also
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TanLe 12 -—Relatiomkip bd&mn Gmmt cmuda m eorpmtiu M!o

[NoTE.—From Juns 1940 to Jude 14f the War and Navy Depariments ) A99,000,000 of supply
w'xlz‘tc?cu of &h,leoh .gamo‘ ?ht::ut in do!lu nlue was & to - Fublldned g “ “ theu
: ma, ier a
'oorpomtlogs The tabls below. m (oﬂh thc dogh: uﬁ\.m :; oonmog?:'mm and the vma
crease in prof tainlmmrthuwmuetlmm base poy Obh ," uwlt
casos the eonmcts were w wm}:d md not eompletad ben .gnly p.n of the profits from Cov-
ernment contracts are refl ust proumect business from other than
Qovernmeunt sources which may or may nof be fndltecuy due to the detenn prot.nnd

) . Doliar Peroynt

; value of "'“m’:m

Oorpont(on . defense ‘m ove

°j contracts 103699 :

(In miltons)| svornge

New York Sh!pbull«linz,-.;.;.....-.-..‘..............-..; ....................... B 507.3] 2,448
General Motors. ....cevcuacoanes A : 489.9 81
Curtiss-Wr i 11 S, 443.0 1,081
Nowport Nows Bhipbuilding 889,21 #1
“du Pont de Nomours ........ 318.8 ™
(ilonn L. Martin. .cccaaaa-.. 249. 1 230
Unitod Afrevaft. . .cueueemcemnenscvoaceas 24,5 452
United bt.atas L O veee 200. 9 163
Eloctric Boat. .. cccanecnan. 126, 1 289
Sperry Corporation ... 108, 0 248
American Car & Foundry. 8l.2}. 2470
Chrysler Cotpomt!on .................................... 74.0 24
fockheed Adreralt. . oeeeeenenna. shmaammnnua 40.8 38
Hercules Powder. ... eaesesmcatsesascecsssemsimacemmemcessecesrsccanasssncenuan 29.9 02

TOMBL. e ceercrecnmerroarcancrmaunmosnennsoanconssnsaaameekantenaneaan cmvnn 3,208.0 tyl,8
! Weighted.,

PROFITS NOW AND PROFITS IN 1916

Another common allegatlon 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 interesting in depicting ‘“Shades of 191€. :

TasLe 18, ——“Shadoa of 1816"—Comparison of nét sncoms of selecled corporations
in pre-World War- and World War. years wttb 1986-89 pro-defense and 1940

years,
[Millions ot donm]
: , P re-war © | Prede <
Gorporation : 191113 1916 xteum;9 1949

American Woolon Oo..... 1,76 5,86 -g.g Y
Continental Can.._..... .79 34 3 L1 M
Du Pont de Nemouu 5853 83.11 X ¢ 112,08
General Motors. ........ ‘ - 481 2879 © 838,78
Herculos Powder......... , . 1.02 16,66 8 S (8 U}
lnmnstionnl Paper & POWET. ...cccevcnciivmnannmanenns commans L 402 8,121 ' 23.18

Btandard Oil of Now JOIBEY .ccucronncnncencasoneimmanmasnonnenfiaraacesonbinonrinsan 171,98 ). - 197. 87
Btandard Ofl of Indiana...... - 14.68 30,04 joeuaeoo.o.. [
United Btomsuol : ‘ 63.00 | am.68| . .34 ’ 158, 83

Source: Current dltt from publis hod . . 1911-16 dau m 03, lltnoﬂw x«m of
Senator Robm M 1a !‘ouom%r., toH, R.M .» Revenus l%l 7.

XINDS OF EXOEBE PRO!'ITB ‘NOT RMOBBD BY ml commn 'BILL

Apart from the fact that the two-headed plan of oompuhng excess
profits makes the Treasury a loser overy timeé, the present. excess-
profits tax does not reach two major types. of excess profits:. (1) The
profits of those prosperous corporations which have earned substantial
net income dur!)ng the base period;, and (2) the profits’ of those cor-
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porations which have earncd phenomenal increases in profits due to
the defense program, and yet are not liable for taxation thercon be-
cause of a high capitalization.

The injustices and abnormal competitive situations arising out of
the former type were fully discussed in my minority report last year
to the Second Revenuo Act of 1940 (and quoted previously in this
report).  The situations arising out of the latter type have gccn dis-
cussed by the Treasury -Department before both the House Ways
and Means Committee and the Senate Finance Committee.” The
Assistant Sceretary of the Treasury, Mr., Sullivan, told the Honse
commitiee: »

Many corporations that are the principal heneficiaries of the defense effort and
that hold large Government contracts are payving little or no excess-profits tax
* % Tg meet this defeet, we would suggest revising the 1940 proposal to
provide * * * g tax at a low flat rate, possibly 10 percent, to tgat part of
the current profits that is in excess of the base-period earnings * * %,

The House of Representatives adopted the proposal, but a majority
of the Finance Committee saw fit to delete this special provision. The
steel companies, railroads, and coal companies were thereby saved
$67,700,000—which the committee added to the tax burden of the
low-income taxpayver and corporations in general. In my opinion,
not only should this speciai rule be applied, but the rotes should be
higher than the 10 percent suggested by the Treasury.

The specific illustrative examples below, typical examples, show the
facts concerning corporations which fall into these two cabegories.
Coca Cola, Chrysler, J. C. Penney, General Motors, and Liggett, &
Myoers are illustrative of corporations carnings substantial profits dur-
ing the base period.  United States Steel, American Woolen, American
Car & Foundry, and lnternational Paper & Power are illustrative of
corporations with high invested eapital.

TanLe Y4.-~IHustralive typical exuinples of corporalions earning substantial nel
incomes during the base period 1936-39 and tax year 1940: Comparison of excess-
profits tax {iability (present law) under invested capilal and average earninge
methods

R . . .
{NoTE.—Computations sre based on published financlal data which may differ somewhat from data fof
. Incorie-tax purposes)

EXAMPLE NO, 1. COCA-COLA

Milllons of
Net income: dollars
1936 ... .. e e e e A e A acmaeaman 27.1
|8 U USSP 32.0
15 3« 75U U 33. 5
108 - o e em e e e dc e aac e m e ———— 39. 1
Average, 183639 . _ . e 33.1
PO . L e e e ———— 43. 9
1940 equity eapital . oo e eeeaaiaaan 89,0
Return on equity capital: Percent
B 82T 1 USSP 37.0
40 .. .o e e e e e e aceiamamcmcaaaa 49. 3
. : - Millions of
Approvimate excess-profits tax, 1940: dullars
Invested capital method . . ... 134
Average earnings method. . oL aiila-a. 1.0

Difference. oo vu oot e i cimeencaacaeeeiancaaan S 12,4 .



REVENUE BILL OF 1941 19

Tasre 14.—IUustrative lypical examples of corporations éarning substantial nel
tncomes during the base period 1936-39 and tax year 1940: Comparison of excess-
profits tax lLiability (present law) under invested capital and average earnings
methods—Continued

EXAMPLE NO., 2. CHRYSLER Miltions of
Net income: - dollurs
1080 - o e e e e e em e 76. 2
S U S 63.0
B8 - o e o e e e e e e 22. 5
e 2 - 47.9
Average, 1986-39__________________._______. e 62. 4
940 e e 64. 8
1040 equity eapital - - _ L. .__ e 188. 8
Return on equity capital: Percent .
108630 . . e 27. 8
FO40 L e e e e e e 34. 3
‘ : Millions of
Approximate excess profits tax, 1940: - dollars
Invested capital method. ... . _ ... 17. 0
Average earnings method._____.__.___ et e rmeemmammmme—maes 3.7
Difference- ... ______ e e e e eceeee—eaaean 13.3
_ EXAMPLE NO. 3. J. C. PENNEY CO. Milliona of
Net income:” o dollars
1936 . - o e aa e e e e e e e e e — o ———— e 22.0:
L0837 e e e e i m 19. 7
B8 L o e e et e e ————— e 16. 6
1980 L e e e e 20.0
Average, 108639 oo 19. 6.
D040 e 21. 8
1940 equity capital - . .. .. ____ e e et caeaa 85. 6
Return on equity cajiial: ‘ Percent
3089 - e i - 22,9
1940 . o eeie e e e e el aaan eee--l. 25. 4
g Y v , Millions of
Approximate excess-profits tax, 1940: dollars
Tnvested capital method. .. . _. 4.8
Average-earnings method . .. oL eeo_.. .4
Difference . oo e ——————— 4.4
EXAMPLE NO. 4, GENERAL MOTORS
Mltions
. 0,
Net income: dollars
B30 e e m 282,-3
1937 e heemcemmm—— i, e m e n i maa e —nan 245, 8
T8 e e —— e 130. 3
L R 228. 3
Average, 1936-39_ - _ oo 221. 7
1940 . _ ... e mmaaa e mmmdmmeemmemacieeccccecemceamea——- 335. 7
1940 equity eapital . o . i cecmeaaa 1,156. 9,
Return ofi ‘equity capital: ' ‘ N L
1936-89 . e e mmmmcemeaaaa 19. 2
1940 ___ . o e e S 29. 0
‘ ) Millions
Approximate excess profits tax, 1940: e
Invested capital method. ..o oo cicmmcacmccanana 81. 3
Average earnings method.._ ... .. 30. 1

Difference. .o ccvoeececeanan mmamomacmaanminnaeen—- PR, 42. 2



20 REVENUE BILL OF 1941

TaBLE 14.~—Illustrative typical examples of corporations earning substantial net:
incomes during the base period 1936-39 and lax year 1940: Comparison of excess-
profits tax liability (present law) under tnvested capital and average earnings
methods-——Continued

EXAMPLE NO. 8. LIGGETT & MYERS

Millions of
Net income: dollars

1086 . e e e e e eccc e cmemccm——————— 28. ¢
1087 e e e cccmm—c—c———- 256.1
038 o e e —————— 25, 0
1939 e e et dc— e ———— 24.7
Average 1936-30 . . .o e ———— 25. 7

A0 e e e 27. 1

1940 equity capital . o ccmm—ans 154, 3
Return on equity capital: Percent
1936-39 .« me i n e iceiccacccdcceeccracaaaa 16. 7
1040 e e et cme et ceccccanaa- 17.6.
Milllons

Approximate excess-profits tax, 1940: of dollars
Invested eapital method. .. .o oo .... 3.97
Average earnings method. ..o . ai i mieean .02
Difference. .o cu oo et ———— 3. 95

TapLe 15.—=lllustrative typical examples of corporations earning substantially
increased nel incomes in 1940 over the base period 1936-39, but which are not
liable for heavy excess-profils tazation: Comparisons of excess-profits tax liability
(present law) under invested capital and average earnings methods

[NoTk.~—~Computations are based on published financial data which may differ somewhat from data for-
- income tax purposcs]

EXAMPLE NO. 1, UNITED STATES STEEL

Millione of

Net income: dollars
1936 - - e e seencciccc e eececmcm—————— 62.3
JOB7 e e et e e e e mmem e mmcmm—mem——————— 125. 4
TO88 - e e ctcmmmcaa——————— —4. 8
1980 e e e ccmccddccaaca 54,1
Average, 1036-39 . i dcicmneaaaa 59, 2

1040 . e ccecv———————— 155. 8
Excess of earnings in 1940 over 1936-39 average. .o o oo oL 96. 6
Excess-profits tax lability - . ..o oo 0. 0

EXAMPLE NO, 2, AMERICAN WOOLEN CO.
Millions of
Net income: dollars

1936 - - e e e e mme e e ——————— 2. 65
1087 e e ———— ~1. 69
1038 - e e emaccmmm e e e mmmme————————— —4. 87
1939 . o e e———— 2. 74
Average, 1936-30 . e -, 32
.................................................. 3. 96:

Excess of earnings in 1940 over 1936-39 4verage. .cceemecncececucona. 4. 28

Iixcess-profits tax liability .- o L.l - 0.00
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TanLe 156.—Illustrative typical examples of corporalions earning substantially
tncreased net incomes tn 1940 over the base period 1936-89, but which aré not
liable for heavy excess-profits tazation: Comparisons of excess-profits tax liability
(present law) under tnvested capital and average earnings methods—Continued

EXAMPLE NO. 3. AMERICAN CAR & FOUNDRY

Millions of

Net income: dollars
1936 e ccactcmman i ———— e mmmememmmaecmomm—ama—. 1. 41
1937 et et e e e m——————— e . 96
1088 e e cemmccec e acmc e cme e —————— —1, 54
1939 - e cecee e e mmmmemmameccmmecaceeeana~ .20
Average, 1936-39_ .. e . 26
1940 et ccnmccem—maam—————— 6. 68
Excess of earnings in 1940 over 1936-39 average. oo eovecncenaa. 6. 32
Excess-profits tax liability - oo oo e a e eeeaea 0. 00

EXAMPLE NO. 4. INTERNATIONAL PAPER & POWER CO.

Millions of

Net income: dollars
1030 - et eccmc e cemccmcace—emmmem—————— 5. 69
1937 et e e e e mctmctmcem e e ccecmcmemcecaaa———. 9. 62
1938 e e e ccricaccacamameamammmm——metcam—————— .20
1989 i e e liicrcacncececmcammmemmemmamcmanm——— 4, 96
Average, 1936-39 e cemm—m—cem———caeen 5. 12
.................................................. 23, 18
Excess of earnings in 1940 over 1936-39 average. ..o mimacane 18. 06
Excess-profits tax liability . - . oo cmeaaan 2. 13

Part IV. Oraer Derecrs IN THE BiLi
1. THE ESTATE- AND GIFT-TAX EXEMPTIONS AND RATES ARE TOO GENEROUS

The original Treasury recommendations proposed to reduce the
estate- and gift-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 excmptions of $40,000. The Finance Committee made but
minor changes. Hence, the bill as now recommended to the Senate
will raise only an additional $157,600,000 from this source—less than
onc-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 tﬁe 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 exg,‘la,in why the single man. or
woman earning less than $15 a week shou!d pay an income tax based
on an exemption of less than one-fiftieth as much. Under the bill as
recommended by a majority of the committee, an estate.of $41,000
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will bear a Fedcral tax of $30. The same amount will be paid in

income tax by a single individual earning $21.65 a week. ;
1t is significant to observe that Great Britain imposes a $1,600 tax

on a $40,000 estate (conversion unit: £1 equals $4). Even a $2,500

estate in Great Britain is taxed $50.

2. THE COMMITTEE BILL IMPOSES AN UNJUST AND INEQUITABLE
AUTOMOBILE USE TAX

This proposed tax is a flat levy which would be paid in equal amount
by the owner of a Ford or a Cadillae, by the 20,000-miles-a-year
driver and the 500-miles-a-year driver. In the words of Mr. Sullivan
during the Senate hearings on this bill:

The proposed tax has no relationship to the extent of use or the value of the
object taxed and, therefore, is unusually inequitable.. - It taxes a $5,000 town car
exactly the same $5 as the fitth-hand car worth only $20. It will conflict directly
with one of the most immportant State and local sources of revenue. In some
States, the proposed tax will in effeet increase the average cost of automobile
registration by more than 100 percent, The proposed tax must be collectad
from 32,000,000 taxpayers located throughout every State and county in the
country. This would require additional personnel in’ the Bureau of Internal
Revente of at least 3,800 new employees. The administrative cost is cstimated
to be $9,600,000 or approximately $6 per $100 of tax colleeted, which is more
than five times the average cost of collecting other excise taxes, _

The average motor-vehicle operatoris already paying more than
his share in gasoline and excise taxes and registration and other fees.
Each motor vehiele in 1939, according to reliable estimates, paid an
average tax of $50.82. The burden has grown since. ,

1f 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 proposed 7 to 10 percent. With the curtailment in produc-
tion neco.ssm?'. because of national defense, the consumer would be
more than willing to pay the additional tax to secure 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. THE COMMITTEE BILL PLACES VARIOUS EXCISE TAXES ON A “PER-
MANENT'’ BASIS

Since the enactment of the Revenue Act of 1932, various taxes liave
been earried in our tax structure as “temporary taxes.” They were
renewed periodically by legislation extending the date of applica-
bility. The committee bill makes these taxes “‘permanent.”” I, for
one, have held the hope that these regressive taxes might be wiped
off the statute books. The committee recommendation will make the
future elimination of these taxes difficult, if not impossible. :

4. THE COMMITTEE BILL FAILS TO CORRECT THE PRESENT OVERLY
GENLEROUS DEPLETION ALLOWANCES GRANTED FOR TAX PURPOSES
T0 CONCERNS ENGAGED IN THE EXTRACTION OF NATURAL RESOURCES

As pointed out by Secrctary Morgenthau in the hearings before the
‘Finance Committee, the present tax laws are too generous in dealing
with depletion allowances. No one questions the fact that reason-
able maintenance, depreciation, and obsolescence allowances must
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be made in erfiving at net income, Howéver, the degree of such
allowances must be measured and governed by comparative sacrifices
Lorne by other taxpayers.

5. THE COMMITIEE BILL FAILS TO TAX A CONSIDERABLE VOLUME OF
STATE AND LOCAL SECURITIES WHICH ARE STILL EXEMPT FOR INCOME
TAX PURPOBES

*

The surtax in the committee bill, it is true, will reach a part of the
interest derived from partially tax-exempt securities. About $31,-
600,000 in additional Federal revenue will be derived therelrom.
However, a large bloe of sccurities will still remain untaxed. More
than 19 billion dollars of State and local securities are wholly .tax
exempt. . V ,

Exhaustive studies of this subject have been made by both the
Congress and the Treasury Department.  The Treasury Doepartment
under several different administrations has consistently advocated the
removal of the tax exemptions. Economists are practically unani-
mous in agreeing that there is no rhyme or reason in allywing interest
from Government bonds to go. untaxed, :

In my opinion P»tlw..}!‘.in&nce, Committee should have given eonsider-
ation to this subject in connection with this bill ant, once and for all,
climinated the vestige of old tax theories on the subject.

6. THE LOWERED EXEMPTIONS ON THE PERSONAL INCOME TAX ARE
UNJUSTIFIED e ,

When Secretary Morgenthau appeared before the Senate Finance
Committee on August 8, 1941, he said, speaking of lowered tax
exemptions: ; ) o '

* % % Weought not to aceept such sacrifices, even though willing sucrifices,
from millions of people with low Incomes on whom the burden of other types of
taxes falls most heavily, uuless we reach in other places ability to pay which is
eseaping its fair share of taxes. Among these are the following: R

The exeess-profits tax exempts profils of eyen the most prosperous corporation,
except (o the extent that suc‘l profits arc-in excess of its average profits for the
vears 1936-39.  Surely’ Congress will not wish to impose additional taxes on
miilicns more of ‘our low-income group unless it also irmposes the excess-profits
tax on exempt excess profits of such corporations. .

Families pay lower Federal incoine taxes when both hushand and wife receive
inconies than when the same total amount of ineoine is received by only one of
them. This is a discrimination of which many wealthy people have taken ad-
vantage by large gifts of income-producing property between hihand and wife.

For years, the conicerns.engaged in extracting.certain of our natural resourees,
notably oil, have been granted [ar greater. allowances for depletion than. can be
justified on any reasonable basis of tax equity. If the income tax is to be extended
to lower incomes, this privilege of tax escape should simultaneously be romoved.

A few months ago t]he Congress eliminated the tax-exemption’ privilege from
new issues of Federal securities; . The purchasers of new State and local securities
still enjoy this exemption. The exemption was inequitable and expensive even
in normal times. It cannot be horne longer in a time like this, and especially if
we are to increase the direct tax biirdens of ‘persons with smaller incomes,

In its suggestion to the Ways and ‘Meani Committee the Treasury recommended
substantial increases in estate and gi# taxes and lower exemptions,: In part] this
recommendation was followed but in my opinion, the estate and gift taxes should.
reach more estates and provide more revenue if we are going to tax smaller incomes.:

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 thé
qualifying provisions, but proceeded to lowering the excmptions
nevertheless. o

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 adhere to that view.
But I am wholly unwilling to soak the poor man with both. That is
precisely what this bill does. v

The 1. N. E. C. Monograph No. 3, entitled “Who Pays the Taxes,”
reveals some facts that many pressure groups are.trying dosperatof‘y;,
to discredit. It reveals that, because of hidden and regressive taxes
consumers in the lowest income brackets are paying a larger share o'f?'
their income in taxes than are substantially wealthier income groups.”

1 am unwilling to place a heavier burden on them through this bill.

The following tabulation shows conciscly how income-tax rates and
exemptions have been changed in past years. -

Federal individual income-taz rates

)

Personal exemptions Surtaxes Meaxim v

\ am,

Income year Normal Range | a2y

N . angs |an

Single Married Begin at of rates )
) Percent Percent Percent
$3, 000 $4, 000 1 $20, 000 1-6 7
3, 000 4, 000 2 20, 000 1-13 15

1, 000 2,000 2.4 &, 000 1-634 674

1,000 2,000 6-12 5, 000 1-65 77
1, 000 2,000 48 5,000 1-65 73
1,000 2, 500 48 5, 0 1-65 73
1,000 2, 6500 4-8 6, 000 1-50 08
1, 000 2, 500 2-8 10, 000 140 46
1, 500 3, 500 114-5 10, 000 1-20 28
1, 500 3. 500 }6-4 10, 000 1-20 -
1, 500 3, 500 114-5 10, 000 1-20 25
1,000 2, 500 4+8 8, 000 1-55 03
1,000 2, 500 4 4, 000 4-59 63
1, 000 2, 500 4 4,000 475 il

800 2,000 4.4 4, 000 4.4-754 bi'a

1 Certain individuals and partnerships were subject also to an excess-profits tax in 1917,

Source: Compiled from Statistics of Income and Revenue Acts, Because of numerous changes in tho
detailed provisions of the latter, the rates tabulated above are not strictly compatrable,

Part V. CoNcCLUSIONS

The existing tax structure is inequitable. It violates the principle |
of ability to pay. The pending tax bill if enacted into law will impose
aven greater burdens upon the great masses of the people who have the
least ability to pay. Taxes which mean a reduction of an already
unconscionably low standard of living are proposed to be levied while
fut profits from defense spending get off with only a relatively minor
share of the total burden. _ :

Smaller corporations are threatened by an economic pincers moveé-
ment more powerful than the giant monopolies have ever been able
to muster, fostered by Government -itsel. We face a paradox of
depression and underemployment in the midst of defense prosperity:
The two jaws of the Government pincers movement are priorities:
and defense contracts. Priorities are depriving nondefense industries
of raw materials necessary for their existence. Defense contraets
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have gone for the most gart to biF business. The result is that small
business which is denied 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
from an effective excess-profits tax shifts $500,000,000 from the
normal 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 defcnse 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
never 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,-it is
idle 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.

t is my firm conviction that the pend‘ﬁxg 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.

O
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Mr. VANDENBERG, from the Committee on Fmanca, submxtted the
following - .

INDIVID UAL VIEWS

. |To mmpany B R. Mm

~ In the total tax raxsed by the pendmg moasure, some such measure
is mevntable if there is to be any: pretense of prot,ectmg the public.
credit. It is inevitable because there is no inexpénsive way to.goito
war or to prepare for-war. It is inevitable because there 18 no inex-
pensive way to underwrite the war bills of all foreign countries'which
the President may choosé to include within'our war expenditures.. The
quicker the country ‘understands this ‘cruel fact, ‘the: sooner: it :can
realistically assess the extent:to which it-is- prepared to pursue -the
unlimited forelsn lPohcy upon which we are now embarked: It would:
be folly to put'dollars ahead of: freedoms. = But it would be worse folly-
to ignore the fact that our resources are not: unlimited ; that we cannot:
become the unlimited: “treasury” as well as the: “ursanal" ‘of all those
who may choose to fight the Axis; and that this’ tax' bill—which will
probably be followed y a lend-lease request for added billions which
will consume the total hew révenue here grovnded—»—puts us ‘and: our:
Allies on notice to face facts. - +Although this bill takes every possible:
penny of new revenue which the Senate Finance Committee could find,
so long as it ignéres fundamental changes’.in-our tax. system; and
although it will fall with' hedvy ‘burden on all our:people, its approxi:’
mate 4 billions of return is'less than: 10 ercent of our appropriations:
and commitnients’ for ‘this ﬁscal@y o crysta,lugazmg tis regdired:
to sce where these“trenda lead:’ Thls blll isfbut & proview ‘of theé!
“belt tightening” w e rica. ~To:
at least, itisa contrxbuhon-_ \ ‘candor and re&lisn'i
8 shootmg ‘war the ‘burden will-be relatively heavie
erations will: become’ utterly“ '

Even now th must. ‘wei

ple of the Umted St.atas. Some such measure ns'mov:t.able, and. it
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mst be accepted as inevitable even by those citizens who have op-’
posed the-policies that make it necessary, )
- It is inevitable for another reason. l;{‘his war and defense era wae.
preceded by an 8-year nondefcnse spending spree without parallel’
in the history of the world; and now the !’ chickens are coming home to:
roost.”” Our Feoplc 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, this-
administration has already spent 67 billions, collected 40 billions in:
revenues, accumulated a combined peacetime deficit of 27 billions,
and increased the public debt beyond 50 billions, not 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:
rcal estate in the United States). The danger inherent in this situa-
tion was defined by President Roosevelt himself on March 10, 1933,
when he officially reported that accumulated deficits of only 5 billions’
had put us “on the road toward bankruptcy” and when he promised*
that if he was given his “cconomy bill” (which he was) “there would”
be reasonable prospect that within a year the income of the Govern<:
ment will be sufficient to cover the exPenditurés of the Government.” °
That prospect became a mirage. Thrift became a hissing and a-
byword. Beﬁcit-spcnding became a passion. Yot it never ceased
to be true, as asserted by the President on March 10, 1933, that it"
“ig our first concern to make secure the foundation” of the public
credit; and that “most liberal governments are wrecked on the rocks:
of loose fiscal policy”. ‘ o ey
We entered upon this war era—this ‘“‘defense era”—tragically;
handicapped by this inheritance. There is no consolation in recalling;
the facts. But they bear ugon our present necessities. They:
accumulate the reasons why this Congress dare not turn its back;
upon a new tax bill—to be followed by. other tax bills—to ‘“‘make:
sccure the foundation” of the public credit. Nor can those wheo:
consistently opposed this orgy of peacetime extravagance dismiss!
this necessity on the grounds that 1t was none of their doing. We:
face a condition, not a theory. We have all been shoved into.thei
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 no¢;
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-ge.
basig; and, without regard to parties or politics, we all acquiesced.;
That called for a$3,5600,000,000 new tax bill—and here it is, plus.:
But since then, the Federal expenditures have taken another ﬂigll)\'
and many more flights are in prospect ere this fiscal year is done.;
The Secretary’s pious formula is already out the window. - Although:
this bill climaxes an annual public revenue at least 50 percent greater;
than we ever had in the World War—when we were at war—it does:
not approach the distinguished Secretary’s ‘‘two-thirds” formuls;
It would-probably be impossible presently to do much more, however,;
without wrecking our internal economy—and our internal economy :is;
probably already threatened more by “priorities’’ and “price coutrels’’
and ‘“‘curtailments” and ‘“‘taxes”, unless these factors are prudentlyf
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administered,. than. it will ever be:damaged by any alien tyrant-on-
the-march. . But  this only gerves to emphasize two propositions:
First, at the very least we.must haye this much of. a.new tax bill;
second, we must, at long last, institute -far-reaching nondefense
economies. At the same time we must realistically determine how
far, short of war, we can underwrite the war bills ,o{the world. - We
owe this to ourselves; we owe it to those abroad who must not be
left to & dangerous disillusionment. . We cannot be content with a

bankrupt Utopia,

Nondefense economies—plus  our. “money’s worth,” instead  of
wild waste, in défense expenditures—are just as important as new
taxes in saving this situation. . We have had practically none of them
to date. 'They will never be achieved without.the same sort of stern
executive lead‘erslug, which we had.in 1933.. But executive leadership
alone is not enough. Congress must cooperate.. .The one and only
economy veto from.the White House.in. many red-ink. months; was
{»rompty overridden in the Senate. These are dangerous trends.

t is & desperatel ,dangemus legislative state of _,.min_ng, .The, public
credit is the first line of the national defense. The best thing about
the pending bill as it comes from the Senate Finance. Committee is
the Byrd amendment which valiantly struggles toward reduced non-
defense expenditures. But it is only a national anegthetic unless the
President. and Congress highly resolve to follow the hard way of stcp-.
ping all Federal expenditures which are not indispensable, . We.must
quit the frec-and-easy notion that the Treasury of the United States
is inexhaustible. - We must quit the complacent, convenient: notion
of the last prodigal decade that debts arc.an asset. We must “go to.
war” against our spendthrifts long before we “go. to war” against
another enemy 3,000 miles away. We may be relatively rich, But
we do not. possess. Aladdin’s lamp, Simple arithmetic cannot. be
repealed even 1ll)Iy' the New.Deal. . .. . . . . .

But there will still remain_ the unescapable need for $4,000,000,000

in new revenue—and more, . Therefore a_ tax bill to. this end s
unavoidable—and the worst kind .of a tax bill. (which this probably
is) would be better than no tax bill at.all.  No relatively incidental
sperifico on the part of the citizen, as a result of this bill, could be as
bad as his sacrifice if we should neglect the need for additional Federal
revenues under the circumstances. - The result of any such blind
course would be the collapse of our capitalistic system. S
There can be no denial of the fact that this bill has many dangerous.
taxes in it. They eat at the very heéart of our domestic economy.
Many of these new taxes are highly discriminatory. The burden
is not fairly spread, . The reduction in personal income tax brackets
to an extreme degree is.highly~*‘illusor¥lr as & means to ‘‘spread the
burden.” It goes down into incomes which cannot, by any stretch of
the imagination, be further reduced, Yet it takes seven times as
much out of the higher brackets as it does out of the lowest bracketa,
and really becomes a device to pile still . more burdens uponthat
minority of Americans who already pay most of the Nation's bills.

The Senate Finance Committee voted down my proposal for a
general manufacturer’s sales tax as a substitute for many of these
new, discriminatory taxes. There is no practical way that I.can

bring this issue to the Senate floor. Tt is much too complicaizd to be
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settled on the Senate floor. .But'I venture the prophecy that somé
such recourse is inevitable within another 12 months, = With food,
clothing, and medicine exempted from such a tax—and with carefil
precautions against pyramiding——it would produce a minimum of
one and one-half billion dollars at 5 percent; and yet, according to.
labor’s own statistics, it would unot touch 80 percent of the average
wage earner’s annual budget. It comes far closer to measuring
“ability to pay’’ than any other new tax that could be dévised. Yet
it would create a ‘national partnership” in this business of salvaging
America. It would be fair and just to all concerned. Either it, ‘or:a
“withholding tax,” must soon come if we are to meet this fiscal
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 emergency;:
We cannot much longer ignore tax fundamentals, - Our whole citizen-
ship must join in paying these bills, There is no other way. Weé
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 and giving them anothet
blast. Yet I recognize the perliamentary fact that this bill must go’
to conference with the House and that the Senate could not hope to:
succeed in‘sub's't;it,utin%"'enti;'e’:ﬁnew'formulas. “And there must be’
action with least-possible delay because we are losing $3,000,000 a day
in sadly needed revenue every day that the final cnactment of this
measure is postponed. ” , o

I shall refuctantly support the bill, if at all, only because any ‘bill*
could not possibly be worse than no bill at all in view of the truly'
desperate fiscal emergency which the ¥ederal Treasury confronts, T
sharl hope to see it improved before final Senate action. But it ¢an’
never be rid of its inherent vice until Congress is prepared to face the
realities to which I have referred. =~ _ o

I cannot conclude this expression of my minority views without:
paying my tribute to the new chairman of the Senate Finance Com-’
mittee, the distinguished Senator from Georgia, Mr. George, who has'
a completely sound conception of national finance and who, within’
the limitations with which he is surrounded, may always be trusted to.
serve the best welfare of the peoples of the United States.

O
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