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DATA RELATIVE T0 WITHHOLDING PROVISIONS OF
1942 REVENUE ACT

FRIDAY, AUGUST 21, 1942

UNITED STATES SENATE,
SuncomMiTTEE OF THE COMMITTEE ON FINANCE,
Washington, D. C.

The subcommittee met, pursuant to adjournment, at 10 a, m,, in
room 312 Senate Office liuilding, Senator Benmett Champ Clark
presiding.

Present: Senators Clark (presiding) and Danaher,

Senator Crark. Dr. Jacobstein, will you identify yoursell for the
record, please.

STATEMENT OF MEYER JACOBSTEIN, OF BROOKINGS INSTITU.
: TION

Mr. JacossTeIN. Meyer Jucobstein,  On the stafl of the Brook-

ings Institution.
cnator CLark. All right, Doctor, you may proceed.

Mr. JaconsTeIiN. Mr. Chairman, neither Dr. Hardy nor 1 have a
writton or prepared statement this morning.

Senator ('Lark. We would be very gln(r indeed to have your oral
statement.,

Mr. JaconsTeiN, We were called into this situation rather sud-
denly, as Senator Danaher knows, only yesterduy for the first time,
As the result of our very informal discussion yesterday it occurred
to the Senator that such observations as we have made in conneetion
with our other studies might be helpful to this committee, and I am
very glad to be here to present those views. I would rather Dr.
Hardy would discuss the technical aspects of the question raised by
Senator Danaher, that is, the advisability of using tﬁu- coupon system
us a means of mopping up purchasing power, That is, 1 think
Senator, a correet statement, the use of the coupon system based
upon purchases made by the consuming public. 1 would like to
make a general statement and then turn the matter over to Dr.
Hardy who is a tax expert, and I am not. I have studied the ques-
tion in a general way.

It is obvious that it is necessary to mop up the excess purchasing
power of the community, not only because of its effeet on the price
situation but because the Treasury needs the money and needs it
quickly. Obviously if the Treasury can collect from the consumers
as the purchases are made the Treasury has the use of those funds
long before it would obtain them by the income-tax method.

I&ow, there are many ways, of course, of mopping up this surplus
purchasing power. The income tax, unfortunately, does not reach
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100 WITHHOLDING TAX

lurge groups of people. Tt does not reach the farming group, it does
not reach the low-mcome group, and in many nstance it does not
reach even well-to-do people who live on capital and annuitics of
various kinds who do not come within certain income brackets.

Then, there is, of course, the sales tax as a method. We will not
discuss that this morning, since apparently that is out of the picture
for the moment, but that, from my standpoint, is a very cffective
way of mopping up some of this excess purchasing power.

'i"lwn. there 1s the withholding tax at the source based on pay rolls.
Unfortunately, there again there are many people in this country who
are not on pay rolls. The farmers are not on pay rolls. There are
n great many people who get income from investments that are not
on pay rolls, annuities, and what not.  So, the pay roll as a means of
reaching this excess purchasing power is not all-inclusive, it does not
cover everyhody,

If you want to mop up purchasing powar the thing to do is to go
after purchasing power. When a man buys anything that is the
time to colleet the money.  In other words, consumption, as T see
it, is n basis of renching the widest number of people.  In the Senator's
memorandum, which T saw, consumption is advocated by the Senator
ns 1 basis of reaching the widest number of people in all groups, and
it renches everybody alike.  That is, it reaches the furmer as well as
the workingman who eseape the payment of taxes today. That is,
they earn too little to he reached ,)y the income brackets, and in the
case of the farmer, in most eases they are not reached at all,

Senotor Cranrk, Doctor, what this plan is, it 18 essentially a com-
pulsory savings plan bused on sales tax methods, is it not?

Mue, JaconstrIn, 1 should say that is a fair description of it, yes.
It is the use of a sales tax method without being a tax.

Senator Crark, So far as the impact on the public is concerned,
it is precisely the snme as o sales tax, exeept you give the money
haek sometimes,

Meo Jaeonsreiy, That is right, That is a very fair statement, 1
think.  Senator Danaher used the word “self-nssessment.”  If | buy
a dollur neektie T pay $1.10 under his plan, :

Senator Crark. Of course, you do that with the sales tax, too,

M. JaconstiiN, You do that with the sales tax. 1T might say
now, as | suggested vesterday, this suggested method lends itseff
to a combination of both, so when I pay 10 cents on the dollar for
the necktie, T might get the 10 cents back at some future time by
menns of a coupon which is redeemable and exchangeable for some
Government stamp or bond, or I might get back not the 10 cents
but 5 cents, 5 cents being permanently held by the Treasury. So
that this coupon method, as 1 see it, ean be used as a withholding
tax based on consumption, and may be combined along with a sales
tax.  You ean do both things. The only difference here is that you
are using consumption rather than the pay roll as the basis of collecting
the tax, as distinguished from the withholding tax as generally and
conventionally understood, A withholding tax is usually withheld
at the source,  IHere you withhold it not at the manufacturer’s end
but at the retailer's end.  You are using the retailer instead of the
manufacturer to siphon off several bhillions of dollars, depending upon
the rate of the ussessment of a tax,
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WITHHOLDING TAX 101

I think this coupon method ought to be discussed not as against
any other system. It may be that several systems can be used.  Any
one of them might be very useful to the Treasury in accomplishing this
purpose. But%ooking at the coupon system by and of itself, it seems
to me that it is a workable method of reaching the largest number of
people quickly, for siphoning off purchasing power into the Treasury
from day to day, or week to week, or month to month; and it has that
advantage.

Now, there is an aspect to this question which was not brought out
in the original memorandum which would make the scheme perhaps
a little more palatable if certain deductions were made by any method,
either by the withholding tax method or direct sales tax method or by
Senator Danaher's proposal, and that aspeet of the question T will
leave to Dr. Hardy to discuss. [t is his original contribution,

I think that covers the general statement that 1 wish to make this
morning, Mr. Chairman,

Now, I would like to ask Dr. Hardy to present his views, unless you
want to ask some questions, Senator.,

Senator Dananer, Just one, It is a fair summary that as the
result of such consideration as you and your colleague have given to
the coupon method, it is a workable proposal irrespeetive of the ques-
tion of policy involved?

Mr, JaconsTeIN, That is right.

Senator Danankr, All vight.

Senator Crark, Dr. Hardy, the committee would be very glud to
hear from you,

STATEMENT OF CHARLES O, HARDY, OF BROOKINGS INSTITUTION

Mr. Hanoy, First, just to avoid confusion, I notice that Dr,
Jucobstein has used the word “coupon” where Senator Danaher has
used the word “stamp.” I prefer to use the word “stamp,” because
[ am using the word “coupon” for another thing in the plan that |
have been working on, namely, for the purpose of providing an exemp-
tion from the tax or forced loan, either one.

Now, as has been stated a moment ago, this is a foreed loan, using
the mechanism of the sales tax both for distributing the burden and

-for the mechanics of collection. It should be pointed out, 1 think,

that you can do the snme thing with the mechanies of any other tax;
that is, under the income tax you can give out bonds or coupons
redeemable in bonds instead of giving receipts for the income tax.
You can do that, as far us 1 can sce, with any tax, for the whole schedule
of taxes,

I would like to say just a word on the result of doing it this way as
compared with making it a tax and calling it o day. The basic
necessity of running this system, cither out of taxes or forced loans,
one or the other, is simply, in effect, that we have to bring ubout a
readjustment of consumption in the country to the amount of con-
sumers’ goods and services that we can spare the resources to produce
under war conditions. First, we have got to devote our productive
energies to the war. Il we do not devote a large part of the purchasing
power correspondingly to the war, then we have got the choice of
cither making the adjustment by an inflationary rise of prices, which
is also u form of sales tax only it is paid to the dealer and producer
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instead of being paid to the Government, or you can use the mechanism
of the sales tax, as far as I can see, by mopping up the increased pur-
chasing power that is created by the rising amount they receive in their
puf' checks.

f you do not do that, the only other alternative, as far as I can see,
is the plan that the O. P. A. is working on now, holding down the
prices while the incomes go up, and depending upon people to make a
quasi-voluntary saving, because they haven’t anything to spend the
money on. The thing that bothers me about this program is the
objection to carrying this principle too far in your fiscal system, the
principle in Senator Danaher's statement. That is, when you do
that ecither by forced savings, by the issue of stamps in lieu of tax
receipts, or do it by the O. P. A. method of setting on a price lid and
letting the incomes go out of alignment, you are just deferring the
problem. You are saying at this time, “We can give our people as
much purchasing power as they could spend in the absence of the
present fiscal comlitions, and although there is nothing to spend it
on we are letting them store it up until some future time.” 1f that
is done in the right amount the result is, as pointed out a moment
ago, cither by you or Mr. Jocobstein, the result may be to provide a
backlog of purchasing power at n time when, after the war, you might
have a deficiency. On the other hand, if the money is stored up,
whether it is in the form of these stam?s or in the form where people
haven't spent it because they have had no way to spend it, in either
case if it is too large a proportion you are going to have the rroblem,
whenever you do turn it loose, that you have now in the other case,
namely, oly having a lot more purchasing power than you have goods
and services to make it good with. '

That is the answer, I think, to the question that might be raised as
to why not carry this principle through and apply it to income tax,
corporation tax, and ceverything clse.

The purchasing power that we are trying to mop up now flows out
of the current level of production. A lot of that income is generated
out of the production of things that we cannot consume. Now, when
it comes to that hoped-for period when you are going to be able to
allow people to cash in these stamps, or the bonds they get for these
stamps, or let them cash in the bank deposits which are piling up now
hecause of the relative success of the O, P. A. program, you have a
situntion then in which the current production of 1945, let us say, is
all of it matched by income which it generates, and in addition to that
you have got all the income that is turned loose out of this stored-up
category. I hope I have made myself clear on that. It is exactly
the same problem whether you do it this way or whether you do it by
the O. P. A. program, assuming the . P, A. program is adminis-
tratively enforceable over a long period. Obviously this has the
advantage that this definitely sews up the purchasing power in such
a way that it cannot be released until we discover the proper period
to release it; whereas, the O. P. A, program doces not sew it up at all,
it leaves it to each individual to accumulate it in his bank balance,
or his sock, in some way or another, it simply prevents him from
spending it by cutting off the outlet. Do I make myself clear?

Senator DANAHER. Yes.

Mr. Hawpy. Coming to the other question, it seems, as Dr. Jacob-
stein has said, perfeetly feasible to make these stamps which a person
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gets in exchange for a surcharge on his retail purchases, and make
them redeemable 100 percent in Government bonds, or make them
redeemable 50 percent in Government bonds if you want to store
up half the purchasing power and wipe out half of it, or make it 2
percent redeemable and 98 percent held, so the 2 percent will be
enough for the person as an incentive to see to it that the dealer
gives him the stamps. That was the line we were working on, giving
very small redemption values, simply as an aid in enforcement.  But
the administrative. problem is just the same whether it is 5 percent
redemption or 100 percent redemption in the matter of these coupons
or in Government bonds. Of course, as ‘1 said a moment ago, ob-
viously if there comes u period when purchasing power scems to be
deficient in the market you have got the possibility then where o
redemption of these things is putting a lot of money into cirenlation
instead of doing it through the W. P. A. or deficient spending of
an{ other sort.

think it has a great advantage over the usual deficient spending
program. This program just postpones the problem of administra-
tion, in deciding how much purchasing power is available to release
and to what extent it will create the old wartime inflation over again.

Senator Dananer. Let me ask you this question: Considering the
withholding tax, regardless of the rate, whether it is 5 percent or 19
percent is immaterial, simply the Treasury withholds it currently and
applies the proceeds against the tax due in a given year, under the
proposcd withholding tax plan that came from the House---- -

Mr. Hawoy. The deduction from salaries and interest, and so on,
at the souree?

Senator DaNaner. Yes,

Mr. Haroy. Yes,

Senator Danangr. That is a currently applied method of with-
drawing so much of the consumer purchasing power as is represented
by the tax collected or withheld.

Mr. Harpny. That is right.

Senator Danangr. And then applied as against the tax due.

Mr. Harpy. Yes.

Senator Davaner. Whereas, under this proposal which I had asked
Dr. Jacobstein to canvass with vou gentlemen, you not only are
accumulating for the Treasury currently perhaps $5,000,000,000 a
year, but you are accumulating it vear after year, that is, you are still
withholding constantly from the market so much of the amount with-
held as is not necessary to be applied in reduction of taxes currently
due. Do you follow me there in that contrast?

Mr. Haroy. I do not believe 1 do, Senator Danaher,

Senator DaNaHER, 1 might restate it. We are agreed on my defi-
nition of the cssenco of the application of the withholding tax pi
visions, are we not?

Myr. Haroy. The withholding tax provision has the effeet of with-
holding purchasing power at the time the income is realized rather
than a year hence through the income tax structure.

Senator Dananer. And if it were in effect only 1 year it would
apply only 1 year?

Mr. Haroy. I assume so.

Senator DaNasiR. Yes. Whereas this proposal is a continuing
thing.

70254 42— -2




104 WITHHOLDING TAX

Mr. Haroy. Well, if it were in effect only 1 year it would still
apply in only 1 year.

Senator DANAHER. 1 was just trying to draw the curtain there.

Mr. Haroy, It seems to me the essential difference is that the with-
holding tax plan applies at the point of receipt of income, and this
applies at the point of expenditure of income.

Senator Crark. Of course, you withhold not only from taxpayers
but nontaxpayers.

Mr. Haroy. Yes. To my mind that is the great argument in
favor cither of this plan or of a straight sales tax, that the income

'tax misses, and particularly the withholding feature misses a consid-

crable fraction of consuming power in the country. [ think this
point is frequently overlooked and grontlr underestimated, and that
18 the people who are living off capital rather than off current income.
It is often assumed that that consists of just a fow very rich people.
It is not just a few very rich people.  If you are very rich you can
live off the income of your capital, but then there are people who
have retired, who are living ol{ of their lifetime savings, who may
show an income of $5,000 but who are spending several hundred

thousands of dollars o year because they have saved o good many

years to provide for their expenditures,

Then you have the people who are living off the proceeds of insur-
ance policies, people who are unemployed but who are well enough
fixed so they do not worry about it, about bemg unemployed, and
that group is totally exempt under any such income-tax scheme,
whether it is levied at the source or levied in the usaal way. That
does not make a great deal of diff- rence under ordinary peacetimo
conditions, but it makes a great deal of difference when we consider
groups that receive half the national income, because we are reaching
the point where the curtailment of somebody’s consumption has to
be very marked. Whether we do it by taxation, or whether we
postpone the power to consume is much less important than the
importance of spreading it so that no considerable group is exempt
from it. 1 think the great advantage of this plan and the ordinary
sales-tax plan over the plan we use today is that there is nobody of
consumptive ability that is exempt from it. Maybe you do want
to exempt a certain amount of consumptive ability, namely, that
at the very bottom. That is where my coupon plan was intended
to meet the objection to the sales tax.

Senator Danaukr, Will you suspend for just a minute?

I want to hear this. Senator Barkley is calling me. 1 will be
right back.

Mr. Hanroy. Yos,

(Short intermission,)

Senator Crark. All right, Doctor, you may proceed.

Mr. Haroy. To close the point T was making in regard to the
advantage of assessing the tax or loan, whatever you use, assessing
it on the basis of consumption, I point out that there are certain
people living off of capital. You also have to account for the fact
that there are a good many people who, in a given year, show losses,
capital losses that wipe out their tax liability and who, nevertheless,
may be maintaining their ordinary standards of living out of capital.
T made some study of the incomes of people who report losses, and
it would appear that on the average people who have negative in-
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come for tax purposes but have to report, with gross incomes large
cnough so they have to report, probably have $20,000 or $30,000
normal income just on the Lusis of the proportion of rent and divi-
dends, and other types of income in the gross,

You also have got the case of farmers whom it is notoriously difficult
to reach on_income taxes, unless they are very well-to-do farmers,
or the small businessman whose bookkeeping methods and  the
difficulties of auditing them on the part oll the Treasury are such
that he may be paying verv much less than his income justifies,
along with the notorious difficulty of reaching skilled lnbor if it changes
jobs often enough so as not to appear in forms reported to the Treas-
ury.  You have got a big class of consumption here, I should say
half of the consumption of a normal year that is not veached by
income tax with an exemption of $1,500,

The thing may be summed up in saying the purpose of your fisenl
gystem is directly to regulate, curtail, or restrict consumption. The
logic that is in favor of it relutes directly to the consumers’ expendi-
tures rather than indirectly to the income which throws light on his
ability to consume and not on his actual consumption. [ think it is
all in favor of the retail sales as a basis of assessment, whether you use
it in your form or the tax form.

I will come to the objection to it, and that is that it tends to fall
most heavily on very low incomes, hecause a higher proportion of
those incomes is spent for consumption, which is the thing that I think
has stood in the way of a broad use of this method of assessment in
Federal taxes. That, I think, can be met by the use of coupons.
This is not cashed in the sense of a stamp that you have used up, but
an exemption coupon, or it could be d]ono alternatively by u food
exemption. I have made some estimates. These are based on 1941

rices, and they would be a little higher in the case of present prices.

have made some estimates on how you come out when you make
an attempt on an assessment of consumptive expenditures designed
to raise $5,000,000,000 with different ways of taking eare of the very
low income. .

If you ignore the problem entirely, just make it on all snles, exempt-
ing medical expenditures and rent and practically nothing clse, housing
and medical care, education—to raise $5,000,000,000 without any
exemption you get a rate of 9.4 percent. To do it with an exemption
of $200 for each single consumer and $350 for each family—that does
not mean an exemption of that amount of tax but an exemption of
that amount of income, then the rate would be 12.2 percent.

Senator Crark. How much, Doctor?

Mr. Haroy. 12.2 percent.  To do it with an exemption of all food
sules, in addition to all the other exemptions, you would need 15.4
pereent on the rest of the expenditures,

Senator Crark. Your first suggestion was to have a flat exemption
of $200 on all purchases?

Mr. Haroy, That was the sccond. That is the one that gets
12.2 percent.  If you have no exemption whatever you would require
9.4 pereent,

Senator Danangr. That is on 1941 prices?

Mr. Harpy. Yos,

Senator Dananer. Thank you.

Mr. Haroy. The mechanies of giving that exemption I will come
back to in just-n moment. The principal difference it makes is to the
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incomes under $500, out of which we estimated that the current con-
sumption in 1941 amounted to between a billion and a quarter and a
billion and a half dollars. Without any exemption and with a 9.4
rate that group would pay $123,000,000, or 9.1 percent of its income.
The difference between 9.4 and 9.1 is the housing expenditure chiefly.

Of course, we have to assume that these people spend more than
their incomes on the average. It assumes that a lot of people are
living off of capital and living off of creditors.

With the exemption of $350 for each family you would only throw
a burden of $21,000,000 instead of $123,000,000 on the group below
$500, and you would really make very little difference to the rest of the
groups. The rise in the rate about offsets the reduction in the ex-
penditure,  For certain groups it works out a little bit one way and
other groups if works out a little bit the other way.

For the people with over $10,000, it is the difference between
$655,000,000 and $663,000,000, That is all the difference it makes,
but it does make a considerable saving in relative terms helow $500,
and that spreads the suving over the rest of the community as a slight
addition,

The third method, the exemption of food, works out as an inter-
mediate, $81,000,000 as compared to $123,000,000 on the very low-
income group,  As a matter of fact when you come aboye the $500
income it does not make very much difference.  For instance, $500
to $1,000 income, as we estimate it, would pay, without any exemp-
tion, $494,000,000, and with the $350 exemption it would pay $398,-
000,000, and with the food exemption it would pay $383,000,000.
That is not a very big difference when it is spread over the number
of incomes that there are in that group from $500 to $1,000, It is a
difference between the 4.8 income tax, 5.6 income tax and 7.2 incomo
tax,  Asyou get up further in the scale it makes less and less difference,

The mechanies of the food exemption, of course, is obvious enough,
It does erente a problem for stores that handle both food »nd other
things, the problem of having to classify sales. It makes more of a
problem for auditing than you get where all the retail sales are subject
to it.  You cannot get away entirely from it.  You are hound to
have some expenditures made at stores that would not be classified
as being retail, and you have difficulty where concerns do hoth
wholesale and retail business, and so on,

The mechanices of the thing, as I visualize it, to give the flat exemp-
tion is simply to have issued to everybody coupons representing the
tax on $350 for che family or $200 for an unattached individual, -
which he would have to get by applying for it, just as he would have
to get by applying for it, just as he would have to get in the matter
of the ration eard on gasoline, sugar, and anything else. 1t would
give an opportunity for complete registration of the population,
which could he used for a great many purposes. The plan here
attempted to be worked out did not involve asking a man to relate
it to his income at all. 1t is just like the basic exemption on the income
tax, it is irrespective of income. Give him these coupons and let him
use them in payment for the stamps at the retail store, and use the
stamps just the same, whether he pays for them with coupons or
with cnsil. It really amounts to giving him a very small amonnt of
cash. 1f you have a $200 exemption the 12 percent rate is about $24
for the single individual and with the $350 exemption it is about $42
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per family. I think it is just as well to let people have coupons to
ﬁny the income tax. 1f you pay an income tax you can turn the whole
atch of coupons in rather than bother with them at the store.

Some people that I talked to about this plan, Federal Reserve
people, have been rather favorable to the idea. They thought it was
necessary to make them nontransferable. It seems to me that the
labor involved in trying to enforce the nontransfer requirement would
be beyond all proportion to the benefits.  If a southern sharecropper
had such smnﬁ) expenditures that he could not use that amount of
coupons and sold them to somebody at 50 cents on the dollar, he is
ahead that much. It is only a $10 or $12 subsidy. I .would say it
is not worth bothering about trying to prevent transfers of that sort,
1f you do not give a bigger subsidy at the expense of the higher in-
come group than that amounts to you get off pretty well. That,
ou see, could be applied just as well to Senator Danaher's plan as
1t could to any pr ’('ssor’s plan, or the sales-tax plan. It is totally
irrespective of whether you give receipts that are not worth anything
or receipts that some day may he worth something if you have the
national production that would validate it. It is really what o suv-
ings certificate or a Government bond is based on.

hat is as far as 1 want to go, unless you have some questions,

Senator Danasgr. Yes, please. 1 would like to take an individual
family of five people, o husband, a wife, one adult child, and two
minors. | am assuming they have a reasonable family income of
$3,600 or $4,000. Does each one of the five, under this plan, get the
$200 worth of coupons?

Mr. Harpy. No. Under this plan, the one adult child, if inde-
pendent, would get the $200, and the family would get the $350.

I might say these figures do not rest on any very careful analysis of
what the figure ought to be. Obviously that is a detail that would
need a good deal of careful work if the plan was made public and advo-
cated. That is the reason it is still in the confidential stage. I would
not want to defend those figures. T think we could reach figures that
we could defend, and that would be the idea that the people who are
independent economic units, who presumably would file separate
income-tax returns, would be the people who would be entitled to o
separate coupon. The people who are part of the family group, on
a single income, wo would put them at $350. You could, of course,
readily say that for a family with more than four you would give $50
additional for cach additional member. That might be justified. |
would want to canvass that certainly with the Treasury people.

| Mr. Jaconstrin, But if the children were all minors the family is
the umt,

Mr. Haroy. The family is the unit just as it is for income-tax
purposes.

Senator Dananer, So that whatever the income-tax status is, that
would determine the actual people who got the allowances?

Mr. Haroy. Well, it would bo based in the same way as the income
tax. Take the case of a person who has no income, for instance, a
retired person, you sce you would have handled the consumptive
expenditure on whether they were in fact a family or wore in fact
separate individuals, I suspect you would have to make some special
provigion, for example, for people in institutions. It would be rather
absurd to give cach individual in the poorhouse the same amount of

s ot Miediolth M
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coupons as an individual supporting himself independently. Each
individual in a prison would hardly be taken care of in the same way,
There are a lot of things of that sort that would need to be ironed out
before the stage of writing a bill.

Senator Danankr. But the mechanies of making some exemption
{for low income groups would practically be automatic?

My, Haroy. I do now see where it is any more difficult than ration-
ing sugar.

Senator Dananer. It is a most interesting suggestion,

Senator (‘ark. Doctor, have you made any examination of the
point that was raised here by the Treasury the other day as to the
question of administrative difliculty in counting these mnltitudinous
stamps or coupons, from the purv?y administrative standpnint?

Mye. Hanwny. 1 did not see these points raised.

Senator Crark. They were raised during some discussion the
other day.

M. Hawoy. I do not know that I can speak about it, but in general
that objection---this is perhaps not very nice to say, but, as far as
I have heard, that objection is rnised to every new fiseal deviee that
is ever suggested.  That does not say it is not valid in this case and
is valid in some other cases.

I have been influenced, frankly, on the administrative side, very
heavily by one of my colleagues who workied with me on this, who
has much more expert knowledge and is much more of an expert in
this field than I, but unfortunately, or fortunately, he is in the armed
services of the country and 1 cannot refer the question to him.
I think basically the answer is that more than half of the States in the
Union are doing it, and apparently are doing it pretty successfully.
Mr. Dan Selko, through the Brookings Institution, has made a
consuderable study of the thing.

Mr. JacowsTeIN. Don’t you want to add that Mr. Selko pointed
out that such difficulties as are encountered in the States are, partially
at least, overcome when you have a uniform Federal tax? Within
a State, for instance, it you have a stamp tax you have to exempt
interstate commerce.  There are a lot of problems that arise where
you have a State sales tax or a State stamp tax. Where you have a
uniform tax all over the country by one administration, the Federal
Government, it is easier to administer than a sum total of 48 States.
Now, that was Mr. Selko’s conclusion.

Senator CLark. How many States have stamp taxes?

Mr. JacomsTEIN. I think he mentioned 25.

Senator CLArk. In our State we have these little tokens.

Mr. JacossTEIN. T think he said there were 26.

Mr. Harpy. How many of them use stamps sold to the consumer
and how many of them report the direet returns T cannot say offhand.

Scenator CLark. [t is not important.

Mr. Haroy. 1 think I have an answer to it.

Senator CLark. In Missouri we have these little metal tokens.

Mr. Haroy. Mr. Selko is very much impressed by the Ohio plan
in which they made a step toward what you are suggesting in that
they gave these stamps and made them redeemable if they were
contributed to churches, hospitals, or charitable orranizations for a
pereentage of their value, enough so that people would ask for them.
1 nmI afraid T do not have the figures here, but there is a considerable
number.
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Mr. JaconsteEiN. May I interject here in order to give you just
one more item?

Senator Crark. Certainly.

Mr. JacoseTeIN. 1 assume, Senator Danaher, if the stamp plan
that you are advocating were in use the stamps would be aflixed by
the retailer in a stamp book, so that the stamps could not be resold
in the market, or to the retailer and used over again.

Senator Crark. That is the next thing I was gommg to ask about,
the problem of lost coupons, or the possibility of people selling them
at a discount to sharpers.

Mr. JacosstiIN. That is right. As you purchase an item you
would have to submit your book and affix the stamp in that book,
so it would be impossible to tear it out and sell it agam or use it over
again by the retailer,

Mr. Haroy. The stamp is perforated across, so the retailer tears
the stamp across and gives half of it to the purchaser and turns in
the other half with the report, so the half is not usable again.

Senator DaNangr. There are several ways in which that non-
negotiability of the stamps can be guarded.  For example, as to all
income carners who have a social security status the album could
carry not only their signature but their social security number, and
it, would be useless unless the album thus identified would be turned
ack.

Mr. Haroy. My only feeling is that if a fellow spends less than
that amount he can only invest it in & bond or savings stamps, and
even if he does sell it to somebody else, he has to invest it in a savings
stamp, so it is not worth while worrying about anyway.

Senator DanNaner. That is the point that I think most worried
the Treasury. They feared there would be created a black market,
as they described it, in stamps being negotiated. I share your
judgment that if you negotiated all the stamps that could be obtained
at any one time it would be infinitesimal in comparison with the
gain of getting, say, $5,000,000,000 a year into the Treasury currently.
. Mr. Haroy. That does not defeat the purpose. If the fellow who
buys it cannot do anything but buy bonds anyway, the saving is made
by somebody, and there is a greater saving and the Treasury 1s making
a profit that is far more to the benefit of the Treasury than the harm
that it does.

Mr. JacossTEIN. You are mopping up the purchasing power
whether it is sold again or not.

Senator DANAHER. Precisely.

Mr. JacossteIN. Don’t you think, however, for the record we
ought to add here—and maybe the Senator will accept this thought—
that if the stamp tax were made universal and compulsory, to that
extent a great number of employees who are now buying on a  volun-
tary plan would surrender the voluntary plan; that is, they would
not carry both. H I am carning $2,000 a year and paying 10 percent
of my carnings for war bonds, that is $200. Now, I am compelled
to save 10 percent again, and I will go to my employer and say, “1
cannot carry both.”

Senator Crark. That, of course, applies to the withholding tax
and any other tax. We have been considering the effect of a with-
holding tax on voluntary sales.
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Mr. JacosstrIN. The point I make is in computing what you would
mop up you cannot add the total $5,000,000,000 to what the Treasury
now takes in.

Senator CLArk. You would have to deduct the amount in volun-
tary savings.

Mr. JacossreIN. That is right.

Mr. Haroy. That is true in the other scales. As you raise your
corporate taxes, you are going to reduce the amount of subscriptions
to the other unit bonds.  In other words, if you have got a compulsory
and voluntary system side by side, as you increase the scope of the
compulsory system you are going to narrow the field of the voluntary
system,

Senator DaNaner. Do you feel, sir, that we may properly conclude
that you believe this proposal to be workable?

Mr. Hawoy. Oh, yes; 1 think it is perfectly workable.

Mr. JaconstrIN, That is not saying that something clse is not also
workable.

Senator Danaukk. 1 understand. The question of policy is not
involved; it is just the feasibility and practicability of it.

Mr. Hanvoy. Yes. I never regarded one tax plan to be properly
appraised by comparing it with another, unless there is some reason
for it.  You cannot have both, anyway.

Senator Danankr. It is a substantial problem that the committeo
has dropped in our laps, and whatever help we can get from any
source is most welcome.

Senator CLArk. We are very thankful to you gentlemen for coming
up here and giving us your views.

Senator Danangr. If any additional thoughts occur to either of
you that you would like to submit we would most happily receive them.

Mr. Hanpy. The only thing I want to say, it migﬁt be worth while
to send you these tables containing the estimates.

Senator Crark. Will you give me those figures again, Doctor?
That is the figures to raise the $5,000,000,000?

Mr. Hagrpy. Yes, sir. I can send you the whole tabulation.
That gives the figures for every income group.

Senator Crark. 1 would like to have it.

Senator DaNAHER. Thank you, gentlemen.

Senator Crark. The committee will recess until 10:30 tomorrow
morning.

(Whereupon, at the hour of 11:15 a. m., a recess was taken until
10 a. m. of the following day, Saturday, August 22, 1942.)
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SuBcoMMITTEE OF THE COMMITTEE ON FINANCE,
Washington, D. C.

The subcommittee met, pursuant to adjournment, at 10:30 a. m.,
in room 312 Senate Office Building, Senator Bennett Champ Clark
presiding.

Present: Senators Clark (presiding), Gerry, and Danaher,

Senator Cr.Ark. I guess we are ready to proceed, Mr. Paul.

STATEMENT OF RANDOLPH E. PAUL, TREASURY DEPARTMENT

Mr. Paur. I have handed you a statement. 1 would like to run
through ihat statement.

Senator Crark. All right.

Mr. Pavn. You will notice that we state that the Treasury has
carefully reexamined this whole collection-at-the-source program sinee
the House bill was enacted, with the idea of making improvements,
I think we have accomplished that objective very definitely. It will
be noted that much of the criticism of the withholding provisions is
made in the light of the unimproved system.

In making that attempt to improve the mechanism, we went to the
field and interviewed both employers and employees. We received
every cooperation and help from the employers. They were very
generous in their attitude, and from their practical experience they
made a great many suggestions which we have adopted, so far as
we were concerned.

Now, the modifications that we have suggested, or are about to
suggest, are listed beginning at the middle of page 1. You will notice
that for wages and salaries we suggest the adoption of the tvpe of
plan suggested by Mr. Gretz of the American Telephone & Telegraph
Co., which involves the use of a simple table to determine the amount
of tax to be withheld, and attached to this memorandum is such
table.  You will notice that we have graded the table in brackets of $5.

It is possible, from the use of this table, to tell instantly how much
to withhold. The table is designed in four blocks: Single persons,
not heads of families; married persons with employed spouse; married
persons with spouse not empE)yod, and head of family, We have
to have a separate table for married persons with employed spouse
and married persons with spouse not employed, because of the awk-
wardness of having the $500 exemption for single persons which is
not half the $1,200 for married persons.

Now, by means of this table, you can determine the tax direct
from the gross wage without any computations.
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Under our original scheme you would take a person, say a single
person who was making, let us say, $30 a week, and you would take
the table we had then, showing $11 as the amount exempt from
withholding in such case, and you would subtract the $11 from the
$30, which would leave $1¢, and then you would have to multiply
the $19 by the rate of withholding. This makes that same complicated
computation unnecessary.

Out of 454 employers interviewed on this field trip 1 spoke of, al-
most (wo-thirds express a preference for the use of such a table as I
have just deseribed, and in many cases the use of such a table will
entirely eliminate the need for an additional machine, which is one of
the problems I will discuss later.

Now, we have made a number of minor changes at the suggestions
for changes with respect to wages and salaries, which are listed here,

First, the employer would not be required to get withholding de-
duction certificates from employees hired and employed for less than
a week and paid less than $11. You can casily sce how that would
simplify the situation.

Next, the employer will be permitted, if he wishes, to get informa-
tion on the employee’s marital and dependencey status on a different
form from the one he will have to file at the end of the year giving
total wages and total tax withheld, instead of, as in the original
procedure, using the same form for hoth purposes.

Next, the employer would be given 30 days’ time to preparo a
receipt for an employee terminating employment instead of having
to give the receipt along with the last pay check. That improve-
ment is designed to take care of the situation where the records are
at a distance from the place where the employce is working.

Next, the employer would be given 30 days within which to give
effect to a change in an employee’s marital and dependency status.

Now, those are the modifications we suggest with respect to wages
and salaries. We also have some improvements with respect to
dividends.

First, we suggest that the payor corporation be permitted to give
an annual receipt instead of a receipt with each dividend payment.
It is obvious that that will simplify the procedure very much. In
fact, dividend payors have told us that this change will greatly simplify
their problem.

For example, one dividend payor has indicated that the substitution
of an annual receipt for a quarterly receipt would halve the additional
expense of collection at the source.

Senator CLark. What do you do when there is a change in the own-
ership?  Suppose vou give a receipt for a year and then there is a
change in the ownership?

Mr. Tarreav. We would go to the record owner.

Mr. Frikpman. You would give a receipt for the year to each owner.
There are just two owners, to which you would have to give two re-
ceipts. At the end of the year you would examine the book and find
that Mr. Jones to be the holder of the stock for 6 months and you would
give him a receipt for 6 months, and Mr. Smith would be the holder
of the stock for ¢ months and you would give him a receipt for 6
months.

Senator Daxanger. Moreover, every person dealing in the stock
would deal with it just like a transaction ex-dividend.
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Mr. TarLeav. They would have to.

Senator DaNaHER. Transfer the burden of adjustment from the
payor to the buyer or trader, which would work all] right.

r. PauL. The next change we suggest is with respect to dividends
paid by credit unions, saving and loan associations, building and loan
associations, cooperative banks, and farm cooperatives.

There we recommend an exemption from withholding, and the
reason is obviously that those dividends are small in amount and paid
to a very large number of persons.

Senator CLark. Sometimes not more than 15 cents.

Mr. PauL. That is right.

Senator CLArk. Some are so small that they literally amount to
15 cents.

Mr. PauL. That is right. They are very comparable to interest
on savings deposits.

You remember one of the major complaints made by the American
Banking Association was that the collection at the source system would
seriously threaten the nominee and street name systems of registration
of corporate stocks. The proposed system for the treatment of the
nominee problem climinates any ground for this complaint. This
system provides for gross withholding from the nominee, for the
issuance of a receipt to the nominee by the payer corporation, and to
the actual owner by the nominee.  We have discussed this new, revised

rocedure with Mr. Mylander of the American Banking Association,
think it was with Mr, Mylander, and it has been agreed that under
the revised procedure the nominee system can be preserved.

You recall one of the points to which the Commissioner called
particular attention was the statement in the report by the American
Banking Association that one bank had estimated it would require the
services of a crew of 12 men for at least 12 months to register the stock
now held in nominee form. This would be entirely unnecessary under
the revised procedure.

Mr. Fripman. 1 talked to Mr. Mylander on this point.

Senator Crark. ITe made a very impressive point, to my mind.

Mr, Pavn. The other suggested modifications for dividends would
give the corporation more time within which to give effeet to exemp-
tion certificates and would place the responsibility upon the stock-
holder to notify the withholding agent that the stockholder is exempt
from withholding.

Now, with respect to coupon interest———

Senator DananiR. Before you leave that, Mr. Paul, you are plan-
ning that these exemption certificates can be readily procured?  What
is vour thought on that, Mr. Friecdman?

Mr. Frienyan. Our thought on that has been twofold: One, that
you try to place them on the counters at banks; and, second, that a
great many corporations, as a convenicnce to their stockholders, would
include them with the last dividend cheek for the year.

The A. T. & T. said that is what they plan to do. They would
include a copy of the exemption certificate, a blank copy, with their
last dividend check, so that the dividend recipient would get it when
he got his check, and he would be able to fill it out the next year.

Senator Danauer. That would meet a lot of objections.

Mr. Pave. When I finish my first statement I would like for Mr.
Friedmnan to go into a number of those points, a number of those more
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or less minor administrative details, to show just how all these steps
will be mechanically taken care of, to show that we have considered
this thing through on a practical basis.

We have not béen entirely theoretical here.

Now, for coupon interest, we have developed a number of modifica-
tions. However, in view of the testimony before the committee as
to the very large number of small coupons, and the problems imposed
on the initial paying bank and the final obligor by the absence of
evidence on the identity of the owners of the coupons, we now propose
that coupon bond interest be completely exempted from withholding.
The amount of revenue is very small, only $40,000,000 in 1943 and
$80,000,000 in 1944,

Now, these objections do not apply to withholding from dividends.
or registered bond interest, which offer a much simpler problem,
Morcover, the revenue from dividends is substantial, amounting to
about $200,000,000 in 1943 and about $400,000,000 in 1944. The
relationship is almost 10 to 1.

[ want to emphasize that in suggesting the withdrawal of the system
with respect to coupon interest, at least unregistered coupon interest,
we are very emphatic in our recommendation that the system be kept
us to (livi(K'mls.

Now, these changes have been discussed with the Bureau which is
assuming collection at the source.  You know their attitude on that.
They agree that the changes are desirable and that they will greatly
simplify the whole problem.

1 want to turn to Mr. Helvering’s statement made a day or so ago
here. 1 want to say at the beginning that there is not any question.
We have never tried to pretend that the collection is not a good, hard
job. However, I want to say, on the other hand, it scems to me, with
all due respect, the Commissioner has overmagnified the problem,
and 1 want to show particularly, item by item, how I think he has
done that.

In the first place, you notice he made the point that 11,000 addi-
tional employees would be required to administer collection at the
source.

Senator CrLark. That is in addition to the 5,400 that would be
required under the House bill,

Mr. PauL. That is true. But those 11,000 employees will not all
be required at one time, in fact not until 1944. The fact is that only
between 3,000 and 4,000 will be required during the calendar year
1943, and the rest of the 11,000 not until 1944. That means you
are going to have time to deal with that problem and recruit the
personnel.

Senator Crark. Why is that, Mr. Paul? I do not see why it
takes any more personnel to levy a withholding tax of 10 percent
than it does a withholding tax of 5 percent.

Mr. Pavn. This distinction is not addressed to that point. The
withholding will begin in 1943, if we put it in the statute. The wage
returns will begin to come in, there will be a quarterly report, the
first group will come in, say, 3 months after the beginning of the year,
and then the dividends will not come in until the following year.

Mr, Friepman, It is not a dividend problem. The difference is,
during the first year you get reports only from employers about the
money, the amount of money they have withheld. It is not until
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1944 that you get a statement from each employee, and it is not until
1944 that you have the problem of checking the statements of the
employers against the income-tax returns filed by the employees.

That is, during the yecar 1943 nothing enters into the system having
to do with' the employee’s part in it. During 1943 you are only
dealing with the withholding checks, you are not dealing with the
taxpayers at all. It is not until 1944 that you start having the tax-
payers enter a credit on their returns, you know.

Mr. Paur. The matching problem is the main one, and that does
not come until 1944,

Mr, Frieopman. There is another thing there.  In 1944 you have
the problem of taking the emplover's quarte - returns during 1943
and balancing them with all the slips he sends in, in order to make
sure that the two agree, that the total of all the slips equals the
amount he has paid. You do not have to do anything on that until
you come to 1944,

All you have to do during 1943 is to get the returns from the em-
ployers and to list them.

Mr. PavL. The next point made by the Commissioner had to do
with the personnel problem, and he emphasized this particularly
before the Ways and Means Committee, and he complained, and 1
think he very validly complained, that he was unable to undertake
the collection at the source when he had a priority classification,
personnel-wise, No. 5. We thought that was a very valid complairt,
and I strongly recommended to the Budget that he be given a reclassi-
fication. The Budget, being interested in collection at the source
and thinking it was very important to have it in the statute, reclassi-
fied the Commissioner No. 2. So he now stands just next to the
military in status with respeet to personnel.

Senator CLark. The salaries may have had something to do with
the difficulty.

Mr. Pave. That is true.  You remember the Commissioner indi-
cated that he had raised his initial deputy salary from $1,800 to
$2,000.

Senator Cr.ark. He told me he recommended it. 1 did not know
whether it went into effect,

Mr. Pavr, He told me he had done that, 1 think T am correet in
stating that.

Senator Crark. He said the fellows would just quit, because they
would get better jobs elsewhere.

Mr. %.-\UL. As to this personnel question, I am not entirely familiar
with the ramifications of all this personnel-rating problem, but I
know when somebody wants to leave to go to another Department he
has to sccure permission.

Senator CLark. But you cannot do anything about them going
into private employment,

Mr. Pavr. That is true. This point of personnel classification
was very strongly emphasized by the Commissioner.

Senator Crark. The requirements for the personnel today are
much higher than they formerly were, because of the increasing
complexity of the whole subject.

Mr. Pavn. That is true as to the personnel that is more devoted to
the income tax itself.
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Senator CLArk. That is what I am talking about. It used to be
t-hﬁt anybody who could read and write was able to get by as a deputy
collector. .

Mr. PavL. In respeet to collecting at the source there will bo great
need for more or less routine work.  You remember the Commissioner
cxplained that on the estimate of cost by referring to the fact that a
great many employces would be low-paid employees.

Now, the Commissioner spoke of the number of forms required.
He used the figure of 100,000,000 forms. Well, as a matter of fact,
about 75,000,000 to 80,000,000 are now necessary under the informa-
tion at the source system which is in vogue, and that collection at the
source system will replace the information at the source system, so
of course the real additional number of forms is only about 20,000,000.

The Commissioner’s statement called attention to the need of
seven different forms for the administration of collection at the
source, and of these forms only three are new; four of the forms
replacing those now in use.

Now, the next item made by the Commissioner was with respect
to machines. It has been recognized right along that we had a
machine problem. We have been assured by the War Production
Board that the Burcau’s needs can be met. It may be that it may be
necessary to introduce some overtime, but we have taken all the steps
we can there. The Sceretary has written a letter to Mr. Nelson
asking for formal assurance on the point, and I think we will get the
formal assurance.

Senator Gerry. Mr. Paul, do you think the employers could get the
machines? ‘

Mr. PauL. That question has also been taken up with Mr. Nelson.
I think I am correct in saying that the employers can get the machines
if they are operating their present machines at a reasonable level of
output.

Senator GERrRrY. Yes.

Mr. Paur. In other words, there may be some who will not get
machines if they are only using the present machines on an 8-hour
basis. I think we will be able to get the machines.

Besides that, as I will show in a minute, not so many machines are
needed as may be imagined: Hardly any of the machinery, more-
over, will be needed, for the reasons we have just indicated, until 1944,

Now, the Commissioner spoke of the number of delinquent em-
ployers.  He used the figure of 750,000 delinquent employers out of a
total of about 2,700,000 withholding agents. Since the number of
withholding agents is about the same as the number of employers
under the sucial security tax, it would seem reasonable to compare
standards on that basis, and there are only about 250,000 delinquent
employers each quarter under the social-security tax, and I would
not suppose that there would be any greater rate of delinquency
under the one system than under the other.

Senator CLark. Social security is much casier to administer,

Mr. Pavr. That is true.

Senator CrLark. I mean, that is a gross tax, and this, of course,
would have to give consideration to exemptions.

Mr. Pavn. That is true, but under this new improvement some-
thing of that distinction has been wiped out.

Senator DananeR. By the adoption of bands in the table.
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Senator Crark. Of course the bands is a step in the direction of

ross tax. I would be opposed to gross withholding because it is very

inequitable, but with the band anc%]gmdc application it seems to me
it is not inequitable enough to cause scrious objection.

Mr. PauL. It is not gross withholding, because those amounts take
contemplation of the status of the different types of withholdees.
Even this figure of 250,000, of course, that are delinquent—we use
the word ‘““delinquent””.  That is a harsh word, but all that it really
means in a great many cases is they are late in filing their returns.

Another point is they are usually the small employers and they do
not loom too large in percentage.

I want to call attention next to the statement read by the Commis-
sioner to the House Ways and Means Committee on Kflay 22, 1942,
The Commissioner said:

I have no doubt that a withholding tax could be satisfactorily administered in
normal times. Since these are not normal times, if withholding is to be part of
any tax plan the work cannot be done unless the Bureau is to be given priority
status with respect to personnel, equipment, and space subordinate alone to the
military forces,

As T told you, that has been done, and in addition we have improved
the mechanism so much that it ought to be casier now than it was on
May 22. You will notice that the statement that I have quoted
really expresses no doubt that a collection at the source was feasible
if the priority status was obtained.

Now, turning to industry, you have with respect to employers much
the same problem in relation to collection at the source as you do with
respect to social sccurity. Of course, as you pointed out a moment
ago, Senator Clark, the social security is on a gross basis, but we have
met part of that distinction by this new table.

I point out here that employers do handle social-security problems
without serious difficulty. Canadian employers are handling a system
very similar Jto the one we have proposv(f: and there has been no
serious difficulty.

I referred a moment ago to the fact that we made a field survey.
That survey suggested that more than two-thirds of all the einployers
in the country are not in need of additional equipment. That is,
two-thirds of the employees are in firms indicating no need for addi-
tional equipment, and fewer than one-third indicating a need for addi-
tional equipment. Again, some of this need for additional equipment
will be eliminated by the modifications, changes and improvements
that we have suggested. Most of the firms that indicated a need for
additional equipment are now using their machines no more than
8 hours a day. Again, the indicated needs for additional machines
are relatively small in comparison to the machines now in actual use—
only about 10 percent additional.

Now, the noe(rfor additional personnel.  That is fairly widespread,
but it i1s small in the total number, that is, the additional number
needed is relatively small. In all this field trip we found very few
employers expressing any serious concern about being able to get the
personnel they needed.

Now, the Commissioner’s statement laid stress on the estimate of
the American Banking Association to cost. These estimates Wwere
based on a misunderstanding of the law in respect to collection at the
source. They were, for instance, based on the assumption that the
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paying agent would need to prepare five copies of a receipt along with
cach dividend check, and that the pro oseg system would necessitate
the elimination of the “nominee” and “street name’ systems of regis-
tration of corporate stocks. Neither of these assumptions is valid.

Moreover, our original proposal contemplated only one receipt
with each dividend check; and our revised procedure contemplates
only one a year, to be prepared as a duplicate of the information return
sent to the Bureau. The nominee system would not be disturbed.
The estimates of the American Banking Association are, thereforo,
many times too high. The additional burden on payors of dividends
wonld be relatively slight.

In general, for both employers and payors of dividends, much of
the work required under collection at source replaces work now bein
done in the preparation of information returns. It should be note
that of 454 employers interviewed, 88 percent were favorably disposed
to collection at the source and only 6 pereent were really, definitely
op{)osvd to it.

Ve thought it was important. We first surveyed the field as to
employers, and we then undertook to make & survey—and that is
stilrin progress—as to employees.  So far, we have only interviewed
172 employees in Baltimore and Minneapolis, and of those 172 em-
ployees, 76 percent were favorable and only 14 percent opposed.
Eighty-four pereent said the withholding would have no cffect on
their bond purchases, and only 8 percent said they would reduce
their bond payments.

Now those are the detailed considerations that T wanted to point
out to the suhcommittee.

In conclusion, I want to say that it is no exaggeration to say that
colleetion ot the source is, to our way of thinking, one of the most
important parts of the revenue bill as passed by the House. We
realize that the burden is substantial. I think you will be convineed
that we have labored rather assiduounsly to work out the complexities
and problems that we saw as we went along,

1 just cannot believe that the problems now remaining are insuper-
able.  They have been conquered in a number of other countries,
Canada particularly.

Senator Crank. What does Canada do? Will you tell us briefly
how they operate?

Mr, Pave. Mr, Friedman has studied that in detail and I will have
him deseribe the Canadian system, which is the nearest, as I under-
stand it, to ours,

Senator Crark. That is the reason why I asked about Canada.

Senator Gerry., How long has Canada had it working?

Mr. Friepman. As part of the National Defense Statute, over 2
years.

Senator Gerry. Does that mean the withholding part of it?

My, Friepsman. That is right. British Columnbia, one of the
Provinees of Canada, has also had a withholding system in effect that
1 think is a year older that the general Canadian law. The general
Canadian law is over 2 years old now.

Gireat Britain has had it working, of course, for a longer time yet.

Mr., Pave. Although their system 18 not comparable to ours.

Senator Gerry. I got some Canadian legislation so I could look at*
it, but I haven't had time to go through it.
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Mr. Friepman. I do not know how they are able to work the British
system, because it is about six times as complicated as this is.

Mr. PavuL. You have got a different situation in Great Britain than
you have liere. Of course, they have been doing it a great many years.

The reason why we think collection at the source is so important is
because we have lowered the exemptions, our income taxes have
changed until it; is really a mass tax now. You take a person making
$3,000 a year, married and no dependents, his tax lia\birity, under the
House bill, is about $324. I do not believe that the average person
making $3,000 a year is going to be able to budget that amount of
money. Other pressures will come in during the year, and he will find,
when it comes to the time for payment under the conventional method
now in vogue, that he just hasn’t got the money.

Mr. Helvering spoke the other (fay on the point of Bureau prestige
and 1 am just as anxious about the Bureau prestige as anybody, but
there is another angle to that. It is not only a matter of making the
collection at the source work.

If we do not have it work we are going to have so many defaulting
taxpayers, and so much trouble at that end of the picture, that 1
think we have got the jeopardy of Bureau prestige there.

Senator CLARK. You mean you will not get the money because the
fellow just does not have it?

Mr. PauL. Yes; he does not have it. There is nothing you can do
about it then,  You can file liens on his salary, and so on, which will
certainly be an unpopular procedure. We are just afraid, without
collection at the source, with our present rate and our present spread of
the incidence of taxation, that the system will break down. 1 do not
think I put it too strongly when I say not only Bureau prestige is
involved but the future of the income tax may be involved.

Senator GErry. How much do you figure this will raise with the
amendments you have suggested?

Mr. PavL. The figure was a billion and a guarter at the 5 percent
rate. That will be somewhat reduced, but not very much reduced.
if we leave out coupon bond interest. )

. Senator DaNarER. When you say “raise,” to adopt your own words,
what you really mean is you will increase your tax collection by an
estimated one billion and a quarter?

-+ Mr. PauL. I do not mean we will increase our tax collections by a
billion and a quarter, I mean we will advance our collections.

i 'Senator CLarRk. You will advance your collections for the next
year. :

- Mr. PavL. That is right. 1 do not think, by a long shot, that
would increase our tax collections by that amount, because you would
collect a great part of that billion and a quarter next year, or the year
following, say in 1944,

In other words, we are not contending that it would raise the tax
collections a billion and a quarter by reason of collection at the source,
we contend only that it would advance the collection of a billion and a
quarter, approximately, a year.

- Senator- DaANAHER. So that actually, if everyone in 1944 paid up,
the aggregate would be the same in cither case, I mean as to the total
collections. .

Mr. PauL. That is true. But from the inflation standpoint, that
time factor is very important,

T6254—42—v4
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Senator Crark. You mean yéu would receive a billion and a
quarter in revenue based on the tax for the past year.

Mr. PauL. No, no. The general effect of the House bill is on an
annual basis, not a collection basis. The House bill, on an annual
basis, yields somewhere between four and five billion in the first fiscal
year, 1943.

The final point I would like to make in respect to this whole matter
of collection at the source has reference to the Ruml plan. It may or
may not be that the committee will wish to accept that plan, in some
modified form, but it would seem to us that one of the principal
modifications of the plan necessarily would be to tie it up or link it
with collection at the source.

If we are going to do that, we are going to have the collection-at-the-
source system available.

Senator Crark. 1 may say, Mr. Paul, as far as I am concerned, the
first thing that appealed to me about the Ruml plan was that it seemed
to make machinery by which you could get currently withheld taxes
and it would be susceptible of having the collection-at-the-source plan
coupled with it without the double taxation which is provided by the
House plan for collection at the source.

There is only the doubt whether the collection-at-the-source plan is
administratively feasible.

er. PauL. I had not intended this morning to go into the Ruml
plan.

Senator CLARK. We would be very glad indeed to have you do that.
I do not know that the subcommittee would be required to report to
the full committee on it.

Mr. PavL. I would be glad to go into the Ruml plan. I think wo
might have Mr. Friedman first deal with the more detailed aspocts of
the proceduro, and then if you want to come back to the Ruml plan
after that, I will be very glad to discuss it on a sort of informal basis
with you.

Senator CLARK. Yos.

Senator DaNaHER. Before you turn the meeting over to Mr. Fried-
man, Mr. Paul, I will direct your attention to this two-age table, dated

July 30.

\{’ill you please oxplain, in the lower half of that table, under the
caption, “Withholding agents,” the columns that list those who are
exempt from the withholding tax?

Mr. PauL. I think that, as far as any value is concerned, we could
strike the table under “Withholding agents” at the extreme right.
The important one is the number of withholding agents who are
oxempt. That is on the left and that totals 3,500,000, and below that
vou will sce what is really more important, and that is those that aro
subject to the withholding tax, and that is 60,000 Federal Government,
200,000 State and local governments, and 2,440,000 other employees.
The reason why we have the railroad employecs plus the persons
covered by the Social Security is that the Railroad Retirement Act
treats them on a separate basis, refers to them seﬂamtcly.

In other words, there are 6,200,000 potential withholding agents, of
which 2,700,000 would be withholding agents under our procedure.

Senator DananER. Restating it, 2,700,000 are actual and 3,500,000
are exempt.

Mr. Pavw. That is right.
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Senator DaNaHER. And your purpose in including them in the
table was simply to illustrate that there was that number who were
being exempted, is that not so?

Mr. PauL. That is right. That will indicate to you one of the
reasons why we did exempt those, because of the vast multiplication
of the prob{,om if we had withholding as to domestics, farm lubor, and
80 On.

Senator Danag”ER. I have only one other guestion.

Is it contemplated, with reference to footnote 1, that anybody in
the military service would be liable to a withholding tax, irrespective
of the nature of his service or the rate of pay?

Mr. Friepyman. All military services are exempt.

Mr. WeLLs. It does take into account that during the first part of
the year they are subject to withholding,

Senator DanasEeR. 1 just wanted to make sure that there is no
question of withholding }rom Army and Navy men in actual service.

Senator GERrY. Are domestic servants an({fm'm labor included in
the withholding?

Mr. PavL. ﬁo ; they are exempt.

Senator GErry. That is what I thought.

Senator CLark. Mr. Paul, one other point that was raised by the
Commissioner that you have not mentioned was the difficulty which
he anticipated, or at least suggested, with regard to State, munici-
palities, school districts, governmental agencies, and things of that
sort. What do you think about that?

Mr. Pavr. 1 think Senator Danaher asked me a question about that
at the original hearing. His question went to the matter of enforce-
ment, and I think I said I did not believe we could take steps to en-
force, or I could hardly imagine the Federal Government suing the
city of Detroit if it failed to comply with the provisions, or suing the
cit{ of Detroit for delinquency.

understood that we wouldy got the cooperation of these State gov-
ermnments and city governments. I do not think that any of our
invostigation has disclosed any unwillingness on their part to
cooperate.

Senator CLARK. Ma});or LaGuardia testified against it here, I think
he said it would cost the city of New York $850,000.

Senator DANAHER. 1 think what he did say was that there were
165,000 employces in the city of New York and that it would cost
them $200,000 for new machines, and it would cost them approxi-
mately $150,000 to $200,000 additional to administer the plan. That
is my recollection of it.

r. PauL. My recollection is that it was $200,000 additional also,
Senator Danaher. 1 still think we have got to consider all those
cstimates in the light of some misconception of the plan, and in the
light also of the fact that he was talking about a plan that we have
very much improved.

Senator DANAHER. This much is u possibility, though, it is not, that
Kou might find your War Department or your Navy Department right

cre saying, “We are so busy trying to run the war that we just cannot
withhold from the civilian employees.”

. Mr. PauL. Let us cross that bridge when we come to it. [ haven’t
heard of anybody notifying the Treasury to that effect. Mr. Helver-
ing spoke of some Bureau getting in touch with him, but he did not
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say, as I recollect it, what Burcau that was. We have received no
information from other bureaus.

I want to say this, that we have discussed this withholding at the
source with a number of other burcaus in an advisory way, trying to
get their reaction, and some of them are very enthusiastic about it.
I can mention particularly the Federal Reserve, the Budget, and 1
think some of the others.

Mr. Tarnesau. The O. P. A., Mr. Henderson.

Mr. Pavr. The O. P. A,, Mr. Henderson, and Mr. Gilbert are very
strong for it.

Senator Dananer. Anybody that has anything to do with the fiscal
affairs is for it?

Mr. Pavn., That is right.

Senator Gerry. You have got your Navy Department, where I
think you will have some trouble with the casualtics, and things like
that.  What are you going to do with the withholding, for example
in the matter of the personnel in the Navy Department? You will
have dependents. 1 am on the Naval Affairs Committee and I
know we have had a lot of trouble with them.,  You are bound to meet.
that problem, I think, and you might as well face it.

Mr. Pavi. 1 do not want to look the other way.

Senator Gierry. That is why I was bringing it up. 1 know we have
had a lot of hearings on it, and we have had to work some things out
on it.

Mr. Pave. 1 would like to say I think we can meet most of those
problems as we come to them.  Maybe we can think of better ideas
as we go along.  No system of this sort would be perfect when you
start, but we have got to get started because it is going to be necessary
in the long run, and it is not going to be any easier if'we put it off.

In fact, this is about our last clear chance to get {the system in the
statute.

Senator Gerry. What sort of trouble do you have in the States, in,
say, Ohio, that has a very claborate system of sales tax, in respect to
withholding, I mean, whether they cooperate with ypu? I myself do
not know anything about the Ohio tax.

Mr. Pavn. Well, they have the stamp plan of sales tax.

Senator (‘Lark. They have a plan in which they tear a stamp in
two and give the person back half of it, and if he wants to turn it in
as a gift to some charitable institution he can turn it into cash for
that purpose and no other purpose.

Mr. Pavn. 1 might say we considered the possibility of various
stamp plans in the beginning, and we shivered at some of the problems.

Senator Crark. We will come back to the stamp tax later. [ want
to ask you one question, Mr. Paul. It has nothing to do with what
we are talking about, but I have beer trying to think to ask you about
it for some time. 1 think 1 have hau as many letters in favor of the
mandatory extension of 13 months instead of a discretionary
extension by the Commissioner as on any other subject. What is the
attitude of the Treasury on that?

Mr. Pavn. 1 do not Know whether 1 understand the question.

Senator CLark. At the present time you can apply to the Com-
missioner for an extension of time, and if he wants to give it to you,
he ean give it to you.
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The National Association of Accountants, and a great many people,
are very much in favor of making mandatory extensions of 3 months,

Mr. TarLEau. That is right. They have written to us on that, as
a matter of fact.

Senator CLark. I have had about as many letters on that as on

anK other subject.

ir. TarLeau. Mr. Blough and myself are preparing a memoran-
dum for Mr. Paul which, when he gets through with the collection at
the source and the Ruml plan, and various other matters that take
up his time, we would like to get his attention directed to, just to see
whether there cannot be worked out some system to make easier the
accountant’s problem.

Mr. Pave. 1 recognize the fact that the accountants have a par-
ticularly scrious problem, I have scen it in actual operation. The
war has produced for them, as well as for others, a critical situation.

Mr. Tarreav. It has doubled the personnel they need.

Senator Crark. Yes.

Thank you, Mr. Paul,

(The tables submitted by Mr. Paul are as follows:)

WITHHOLDING TAX

Estimated number of workers receiving wages at some time during calendar year 1942,
number of such workers subject (o filing an income-taz return, and number subject
to withholding tax, also number of withholding agents

[AN figures are in thousands)

|

N
I Total num-

Number of prrsons

ber of per-
s:lms recefv- '.‘llillxhjc('t to
ng wages ng regu- b
at some lar incomes l‘\c:lv'\"ji(l‘ht-
time durlng | tax retuens ) o
year under #, R. :
TN
Exempt from withholding tax-
Agrieulture. ... L e e 3,000 300 1, 40
Domestie . ... L " 2,000 10 1,000
CasUal . . i i e 1, 000 20 800
Military (full year of service)! .. ... ... ... ..... 2,000 £ ) 800
Selfemploved. ... .. ... ...l *) 1,000 *)
Total . ... ... . .. ... ... ... 8, 000 2,700 4,000
Subject to withholding tax: I R
Federal Government 2 ... .. ... ... .. . 2,000 1, 500 1, 50
State and loecal governments.. ... .. 3.000 2,000 2,000
All other—Rallroad employees, plus persons covered by
sochl security 3. L. 49, 000 2§, 300 23, 500
Total. .ot 54,000 28, 800 127,000
O . - e e 72, 000 31, 500 31, 000

WITHHOLDING AGENTS (THE EMPLOYERS OF THE WORKERS LISTED IN EACH
COLUMN ABOVE)

Exempt from withholding tax:
X101 T £ LSO .. L 400
Housewdves. ... i 2,000 |, ... ... 525
[QF T Y PRI PP e
17 T 3,600 ... ... 025

See footnotes at end of table,
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Estimated nwmnber of workers receiving wages al some time during calendar year 1942,
number of such workers subject to filing an income-tax return, and number subject
to withholding tax, also number of withholding agents—Continued

WITHOLDING AGENTS (THE FMPLOYERS OF THE WORKERS LISTED IN EACH
COLUMN ABOVE-—Continued

[.AN fgures are in thousands)

Subject to withholding tax:
Federal Government 3. ..
State and loeal governments .. . . .
All other - Ratlroad employees plus persons covered by

socinl security d ..

Total .. .. . ... S

Total e et e it aieeaa

Total num-
her of per-
Sons recejv-
ing wawes
al some
time during
year

* Not included,

Number of persons

;?thoct to
ng regu- "
tar income- | Sublect
e to with-
(N retirss | g oldine
under 1, R,
73K
............. )]
... 2,440
2,700
e 3,625

1 ' While the military personnel spending the full year in active service will tnerease in the calendar yoar
1043, it Is ngsumedd that the increase will boreplace 1 tn elvil life, so that at the levet »f ineryme of the calendar
year 1342 the estimate:l number of persons subject to withholding undor H. R. 737% i3 still 27,000,000,

t Excludes the military forees.

3 Excludes persons employed at any thine during the year In agricultural, domestie, or governmontal work,
(A llllh()ll“ﬂf agents for casuals are included under housewives or under other agents who have employees
)

subject to withholding.

Nouree: ‘Treasury Department, Division of Research and Statistics, July 30, 1042,

TanLe 1. -—Amounts to be withheld from wages and salaries under a 5 percent rate—

weekly basis

Married person with employed

spotge |

Sor
2 3 4 moro

Single persons, not heads of families
Number of dependents....[None] 1 | 2 | 3 | 4 lﬂ(‘,’:(, None! 1
Weekly wage:
o $9.99 . B IO DU IURE IUR EVRIOY IUUUUR IR
10 to $14.98 .190.10 | PP
15 to $19.99 J .30..... $0.20 |...
$20 to $24.99 4 .60 |%0.10 {.. 8. .
$20 to $20.00 _ q 801 404 ... ... .70 1$0.30
$30 to $39.090 . {1201 .80 {$0.30 | L10} .70
$40 Lo $40.00 JL701130] .80180.40 5. ... .|... .. 1.60 { 1.20
$50 to $59.09 . 22 (180 | L30| .90 [$0.50 1$0.10 | 210 | 1.70
$60 Lo $60.99 1270023018 |1.40] 1.00] .60{2a0(22
$70 to $79.99 320128 )23 (1.90|1.50]1.10]3.10127
$80 10 $80.89. . 1370133 )28 240|200 1.60]3.60]32
$00 tc $09.00 . 420138 13.301290]2580]210]410]370
$100 to $109.90 4.70 1 4.30 | 3.80 | 3.40 { 3.00 | 260 | 4.60 | 4.20
stioto 811999 ... . 520 | 4.8 | 430 [ 3.00(3.560(310{510(4.70
$120t0 $120.99... .. 16.70) 530|480 }440]14.00]3.60)5.06015.2
$130 to $139.99. .. 1620|868 |53049|480]|410]610]56.70
$140to $148.99.. .. .. 6.70 | 6.30 1 5.80 | 5.40 { 65.00 | 4.60 | 6.60 | 6.20
$150t0 $150.99. ... 1720168 |630)590]5650]510(710]6.70
$160 to $169.99 ... 7.7 1 7.30 1 6.80 | 6.40 1 6.00 | 5.60 { 7.0 | 7.20
$17010 817009 ... . | R20[7.8017.30 (690|050 |60 (R10]7.7
$I80to$189.00 ... . |87 |830]7.80)|7.40]7.00]660]| 86082
$100t0$199.09 .. . ...19.20|8.80 830|790 |75 171010.10]8.70

$0.20 ... . [.

.70 |$0.30 {.
L20| .80 ($0.40 .. ....
L70 | 1.30| .90 | $0.50
2201 L8001 140 100
2702301901 150
3201281240 ] 200
3.7013.30 | 200 | 2.50
4.203.80 (340 3.00
4701430390 3,5
5.2014.8]440| 400
5701530 | 490 ] 4.5
8.20188 (540 600
8701630 ;59| 558
7.20 10.80 | 6.40] 6.00
7701730091 65
820(7.80|7.40] 7.00

! No allowance for working wife credit,

b G i o

+ rn s ————
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TABLE 1,—Amounts to be withheld from wages and salaries under a 5 percend rate—-
weekly basis—-Continued

Married person with spouse not R
I employed Head of family
Number of dependents. . .| None| 1 2 3 4 |39 Inone| 2 3 4 | Bor
e more more
Weekly wage:

0to$9.90 .. .
$10 to $14.99..
f15t0 $10.90... .
$20to$24.09 . . .. Y PP I . .
£25 to $20.09. . A (L . . RN B [ I B () .
$30 to $30.09 . R Y (| N AU . A 401 .4 R
$40to #4090 .. . .| .90 ]| .50 10 ol oLe0f 500 10
$50 to $59.99. . JLe0fLo} .0 .2 L40] L40| 10O Wl .20
S04 to $69.99 .. SlLeo LA LI0 L0 L2, L9 LYo | L6 LI .70 2
$70 to $79.90. 201201160021 0| 0 2402402001060 1.20 )
S50 to $89.00 200 [ 230|210 170 L20] .0 200|290 |25 |210] L7 1.2
$00 to $90.09 2401 3002602200130 130340340300} 2602201 1.70
$100 to $109.90. 300350 ]310]270]22 1 L.80|300]30013.80713.10]270) 2.20
$110 to $119.99 440 [ 400300 3.20]270]230]440]440]400]3.6013.21 2.70
$120 to $120.99 490 [ 450 1410370132028 | 490140 ]451410]3.70 3. 20
$130 to $130.99. . . 540500460 4201370330 5401540 500]4.060]420 1. 70
$140 to $140.00 500 | 550510470 | 4.2 3.8 (5690 [ 500580 610]470] 42
$150 to $150.09_ . 0.40 | 6.00 | 5.60 | 5.20 | 4.70 | 4.30 | 6.40 { 6. 40 | 6.00 | 5.60 | 5,20 | 4.70
$160 to $160.99 ... 6.9 [ 6.50]6.10 570|520 4.5 | 6.90 | 6,00 | 6.5 |6.10(570] 520
$170 to $170.99 . 740 {700 1 6,60 | 6,20 | 5.70 | 5.30 | 7.40 { 740 [ 7.00 | 6. 60 | 6. 20 [ 570
$180to $189.99 . .. . | 700 | 7.80]|7.101670|6.20| 580|700 |79 |7.860]|710]670] 0.20
$160 to $199.00 840 |8.00[7.60]7.20({6.70! 0630840 ]840 ]800 7.60])720/] 670

Sotiree: Treasury Department, Division of ‘Tax Research, Aug. 14, 1942,
Senator Crark. Will you go right ahead, Mr. Friedman?

STATEMENT OF MILTON FRIEDMAN, DIVISION OF TAX RESEARCH,
TREASURY DEPARTMENT

Senator Danaer. I think, Mr. Paul, before you abandon that
last answer to Senator Clark, you should perhaps make apparent
that you are talking about corporation returns as distinguished from
individual returns under the quarterly payment plan. That is where
the problem arises; is it not?

r. PauL. Yes; because those are retwins, by and large, prepared
by accountants.

Senator DananEr. What Mr. Tarleau was talking about and what
Mr. Paul was talking about is merely corporation returns.

Mr. TarLEav. Yes; it is a schedule, and the difficulties in corporate
returns are much greater than in individual returns.

Mr. Paur. Would not that apply to partnership returns, too?

Mr. TarLEavu. To a considerable extent. The principal problem
is in the corporate field.

Senator Crark. All right, Mr. Friedman.

Mr. Frieoman. I would like to call attention first to one point that
arose in connection with this discussion of delinquency, and that is
the comparison between the social-security situation and this one.

It is true that the withholding process is slightly more complicated
here than under Social Security; but, on the other hand, the kind of
reports that the employers have to make is very much simpler under
the withholding plan than under Social Security.
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As you know, under social security each quarter the employer has
to send in a report for every single employee; he has to give the total
wages for that employee during that quarter, and the amount of tax
that is deducted from his wage.

Under our proposed plan the only kind of report he would have to
give in each quarter would be for all his employees put together. He
would not have to put it down for each employce scparately. He
would have to show the total amount of wages paid, the total amount
of taxes withheld.

That quarterly report is essentially a transmission document for
the money he remits, He would have to give a separate report for
each employee only at the end of the year, once a year. So that the
quarterly return he has to make is much simpler than under the social-
security system, and for that reason I think that you would have a
good deal less delinquency.

Senator Gerry. Would have have to swear to the annual report of
cach employee, or did you take that out?

Mr. Frizpman He just has to swear to the covering document,

Senator GERRy. Just one document?

Mr, Friepman, That is right. The reason I emphasize that is
hecause 1 know one of the reasons you have a good many delinquent
returns under social security is because it is quite a nuisanco to pre-
pare these statements for each individual employee. Many times
th;: vn])ployor will just wait for the collector to come around and prepare
it for him.

You will not have that problem quarterly with this system, because
all they have to do is put down the total amount of money they have
paid out and the total amount of money they have deducted., So,
on that score, I think delinquencies would be less under this scheme
than they would be under the social-sccurity plan,

One more point might be made about this problem of Federal,
State, and local government agencies,

We interviewed some of the specific offices in New York, the board
of transportation, for example, and in other cities, and also one of
our men in Chicago talked to an association there, the name of which
I have forgotten for the moment, but it is an association of municipal
and local governments, and the people who run that association were
most cooperative.

They said immediately this bill became law they would start to
prepare material for localities and municipalities that were their
members, telling them exactly how to go about handling the with-
holding returns, and giving them a great deal of information and
help, and these people thought that there would be no problem at
all [l)mt there would be cooperation from their members,

That applies to the cities and municipalities, We, of course, did
not cover the States.

One more point on that subject that is worth going into is on this
table that is at the bottom of Mr. Paul’s statement. It gives at the
top the number of people who would be subject to withholding. You
will notice in the last column, at the top, there is a total of 27,000,000
people who would be subject to the withholding tax, that is, people
who would have money withheld from their salaries.

Of those 27,000,000 people, only three and one-half million are
Federal employees and State and local employees. So that, while

e —————
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there is a very real problem there, it relates to a relatively small part
of the total that this system would cover.  Some 23,500,000 employees
are now covered by the social sccurity, or the railroad retirement plan,
and they are the big bulk.

Now, to go on with the administrative problem, what I would like
to do, if I may, is not to describe in great detail every step in the
process, but, rather, to indicate the points at which what the people
are required to do under withholding replaces what they are now re-
quired to do.

1 think one factor that gives rise to some misunderstanding is that
the withholding is interpreted as entirely new and completely in addi-
tion to what people are now doing. It is not that at all. That holds
true even for industry.

Much of what is required under withholding replaces what they
now do. -

The first step under withholding is for the employer to find out from
his employeces whether they are single or married and how ' any
dependents they have, and we have provided a form for that. Now,
a good part of that the employer must now do, beeause when he files
the information return, the forms 1099, showing the total wages he has
paid to an employee, he is required to indicate on that whether the
employee is single or married.  He does not have to indicate the num-
her of dependents, but he does have to fill out whether he is single or
married.

A great many concerns now make it standard practice, hefore they
file their information returns, to get in contact with each of their
employees and to have the employces indieate on the statement what
their present addresses are, and whether they are single or married.

1 know the A, T. & T., for example, in most of their principal
branches, do that, Mr. Gretz has said they do.  Now, vou see, insofar
as they do that, what they are required to do under this plan replaces
what they are required to do already, it does not add toit. It merely
means that the employce has to fill out a bit more information, but the
employer has nothing more to do.  He distributes these forms 1o the
employees for the employees to fill out, just as he does now.

So that first subject of getting the information on the marital status
is not completely new. X large part of it duplicates what he now
does.  The new part is what comes in between figuring out for each
emplovee the amount to be withheld, subtracting that from his wage
or sulary and remitting that amount to- the collector every quarter.

Senator Danaugr. Before you go on any further, it is a fact, is it
not, that under the proposed amended withholding plan, the informa-
tion return, as it now exists, would be done away with anyhow?

Mr. Frieoman. Absolutely. 1t would be replaced.

Senator Crark. So it is substituting one form for another.

Mr. Friepman. That is right,  They are going to come to that at
the end of the year.  In the middle of the year, or during the year when
he is actually withholding the tax and turning that over to the Federal
Government, that is new, that is additional, but it is not a new process
for him, it is identically what he does now under the social sccurity.

The only difference between that and social security is that he has
a slightly different method of figuring the withholding. Instead of
multiplying the wage by 1 percent, as he now does, or by 2 percent as
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you will after January 1, 1943, he looks it up on a table, or he makes
a computation.

But the process of deducting it from the salary, or accumulating the
amount so he knows how much he is taking from each employee and
of paying it over to the Government follows in every detail what he
now does under social security.

Now, we come to the end of the year. At the end of the year, he
is required to send in a statement for each employee with the amount
of wages he has paid him during the year, and the amount of taxes he
has dedueted, and that statement is almost the same as the present
information return. This would do away cntirely with he present
information return, as Senator Danaher has remaiked.

S0, on the question of the amount of work, that is not an additional
work. The only respect in which it is additional is that he now has
to file the information return only for employees, if single, who ecarn
more than $500 a vear, under the House Ways and Means Committee
bill, or for married people who earn move than $1,200. Under the
withholding plan he would have to file such a retwrn for all people
from whom he withheld the tax, and that would be a larger number
of persons. ‘

So there is more work, because he has to do it fo' more people, but
it is not entirely new or additional, for he saves all of his present work
on information returns.

Now, it might be worth noting one point there, that in our plan as
m'iginahy designed, you have a slightly different problem because we
anticipated that he would enter that amount of money and that
amount of tax on the same picce of paper on which he got the informa-
tion from the employee at the beginning of the year about whether
he was married, or single, and so on, and so forth.

The Ford Motor Co., especially, when we talked to them, objected
to that procedure, because they said if they sent out these slips to the
employees and for them to hand back, when they came back they
would be grimy, dirty, and they could not put them through their
machines, so they asked could we not give them two forms, one form
at the beginning of the year to get the employee’s status and another
at the end of the year wf;ore they would fill out the information return
just exactly as they do now.

So we modified that procedure to make it possible.

Scenator Dananer. The employer to retain the employee’s state-
ment and-not send it in to us?

Mr. Frieoman. That is right, but he would be required to retain it
in his file so there would be & signed, certified statement, and if any
question comes up we could go to the employer to get it.

A small employer would not want to do that, he would want to do
what we first proposed. It would be simpler for him. But for the
Jarge employer it means he would get that file entered on his records
and then forget about the file, 1 know the Ford people said that
that would greatly simplify their task.

It is & very minor change, but it illustrates the type of change we
have tried to make in response to the very practical problems such
employers raised and that we had not foreseen.

hat about completes the job for the employer. The withholding
tax replaces the old information at source system. The additional
problem is actually taking the money out of each pay envelope and
accumulating it and paying it to the Government.

SUVUSUIEPPRIEY
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His quarterly return under this plan is much simpler than the
quarterly plan under the Social Security. T do not think there is one
employer that we went to that did not say, “Now, for God’s sake,
don’t make us give a report for cach quarter for each employee.”

Senator DANAHER. On your master return, let me call it, the annual
return, will he show the actual number of days worked, the period
worked per employce?

Mr. Friepman. No.

Senator Danargr. That would still be a matter of his own records
anyhow?

r. Frienman. That is right. T am glad you raised that question,
Senator Danaher, because one of the points that has aroused mis-
understanding was the statement in the law that this return would
show the period of employment covered.

All we have in mind by that would be, it would show whether the
wages were for calendar year 1943 or for calendar year 1942, 1If the
employer dismissed the employee, or if. the employee left on July 1,
let us say, the return woul(rshow this was for the period of calendar
frcm‘ 1943 up to July 1, but it would not show the number of weeks he
1ad worked, or the number of days he worked. It would not have to
show whether it was January, March, and April, or whether it was
January, February, and March.

So, I am afraid some of the employers were misled by that statement
in the law.

Senator GERRY. Is not one of your difficultics where there is a large
increase in the factory due to war work and it increased the number
of employees for a certain length of time and then they let them go,
or they have a great many transient employees? 1s not that one of
tbe big difficulties, like these big contractors have, say?

Mr, Frieopman. The employee who is employed, let us say, for 2 or
3 months raises no more problem than the employee who is omrloyod
for the whole year. He is treated just like the other fellow.  The em-

loyer does not have to worry about where he goes to or where he came
rom.

When the employee comes into the hiring office and is hired, the

ersonnel people will get from him this slip showing what his status is.
h.lmt will be entered on the pay-roll record, when they make it out for

im,

Senator GERRY. Yes; but where you have transients like that, of
course, you are bound to increase your bookkeeping, because every new
man that comes in you have to start with an original slip. Where you
have a steady business, which may be very big or may be very small, a
business that runs on the same scale from year to year, I do not
imagine you have that problem,

The social-sccurity statement, for example, must show exactl
what you are going to put down, but it does not involve the detail
of where you are starting out with a new type of work, a new develop-
ment, and where you have a number of transient employees, if I may
use that term,

Mr. Friepman. Senator Gerry, the employer, in any cvent, now
even without withholding at source gets a personnel record for his
files from cach employec ?le hires, and in all cases he has to set up on
his books for Social Sccurity, if for no other reason, a separate account
for the person. Now, he has to do that anyway, so that the only
additional thing that this involves is that he gets the employee at the
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beginning to tell him if he is married, and if so, how many dependents
he has, and he enters that on this same employment record that he has
to have anyway.

The only addition is getting this information at the beginning and
making this report at the end.

Senator GErry. It does mean additional work, because you have
got many more people.

Mr. Friepman, 'T'hat is right,

Senator Gerry. And, of course, it enters into vour Treasury
difficulties, your Internal Revenue difficulties, beeause you have got
the seattered reports coming in from all over the country of these
transitory employces,

Mr. Frigpman. You are certainly right on that point. The
problem of this moving about is more serious from the Bureau’s
voint of view than it is from the employer's point of view. He does
mve more reports, but it is worth pointing out that much of the work
for that additional report he has to do for the Social Security anyway.

Ona of the items on that report is the total amount of wages that
this man earned during the period, and he has to get that anyway
for Social Security. That is not additional work; the only addition
is to add up the amount of taxes he has dedueted.

So far as the real transients are concerned, if I may use that term,
the waiters employed over at the Raleigh Hotel at a banquet, that
would raise a very serious problem,  To meet that problem, we have
suggested here, as Mr, Paul indieated, that if an employer had hired
an emplovee for loss than o week and paid less than $11, he would
not have to fill out one of these forms,

Senator Grerry. Of course, you would get those eases, but those are
much rarer enses,  What T am thinking of is your lurge war work
proposition, where you are hbound to have # lot of transients, the sort
of people who only go to work until they get a certain amount of
moiney end then they move on, or for other reasons,  You are bound
to have more of them,

Me, Frrgpyas, We huve one very interesting company that we
interviewed up in Canadu on that line, if you are interested in it, and
that is the John English Co., that are making the Bren machine gun,
Onriginally, 2 or 3 vears ago, they were nothing but a small factory
employing two or three hundred employees, and the factory now has
10,000 employees and is growing every day.

We went through their fiseal system in great detail. Theyv were
kind enough to show us the machines they were using and the actual
formis that thev were using,  They have built up from «a few hundred
to 10,000 in the course of just a couple of years.  The operations they
had to go through in performing the collection-at-the-source function
were identical, the machine operations were identienl, with those that
an American employer would have to go through under that scheme.

Now, as I say, we talked to them at great length, and they do not
seemn to be seriously troubled by the particular problem you are
mising.  They had, of course, the problem of building up their svstem
so rapidly to meet such a rapid expansion of emplovees. I quite
agree with vou that, similarly, an American plant that was expanding
very rapidly will have a problem anyway, but the additional problem
raised by this is not as serious as it might at fivst appear.

Senator Gerry. [ question whether your Canadian situation is
comparable with ours.  For example, Canada has been in ‘the war

s e sa o
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longer. It is & very much smaller country. It is very much casier
to administer, as a general proposition, because you come into Ontario,
and certain sections of the country where your manufacturing is, and
I think that is rather a different problem, especially on the transitory
feature, from our problem here, where people go from one place to
another and the whole concentration has not developed to anything
like the degree it has in Canada, or vou haven’t got the same situation,

Now, did you go into the Province of Quebee, for example, and try
to find out what they are doing there?

Mr. FriepmMan. No; we did not go into the Province of Quebec.

Senator GerRry. Because you have got a real problem there.

Mr. FriepmaN. On account of the language problem.

Senator GERrY. Yes.

Mr. FriepmaN. The English people were telling us they were
replacing as many people as they could by women.

Senator Gerry. You have got Toronto, Ontario, and those cities
where you have got a very strong English tie. They have been in the
'wa& mtll)ch longer. T think you have got a slightly different problem
in Quebec.

Senator DaNAHER. Let us see if this is not the fact: Adminis-
tratively, the headache will be the collector’s and the employee’s,
rather than the employer’s in the case of the drifters.

Mr. Frizpman, Jl)‘lmt. is right. I think that is entirely right in the
case of drifters.

Senator DaNaHeR. The employer, in the last analysis, may have
to make more computations if he turns a man over 12 times a year
than if he keeps the same man on the rolls a year.  The return to you
and the payment to you will be the same in each case, would it not?

Mr. FriepMaN. T think that is entirely right. The drifters raise
more of a problem for the collectors and for the employees in keeping
their receipts and putting them together.

Senator DANAHER, It 18 to the man's self-interest to make certain
that he has got the receipts, or else he will not be able to get credit for
the tax that is due, is not that true?

Mr. Frieoman. Just with one qualification. Under the plan as
proposed, if he does not have the receipts, he can still get credit for
the tax, but he cannot get a quick refund if he has overpaid.

If he has not overpaid, there is no problem.

Senator Danangr. That is self-policing to that extent, anyway.

Mr. Friepman. That is absolutely right.

Senator Gerry. Now, what happens if he has made a mistake and
not withheld enough?

Mr. Frieoman. If accidentally he does not withhold enough,
nothing will happen. Al that will happen will be that at the end of
the year the employee will claim credit for a smaller amount than
he should have been able to claim eredit for.

Of course, if any employer systematically withholds a greater
amount than he should, that would be a matter for investigation by
the Bureau and for checking.

One of the great advantages of having the collection at the source
linked with a regular income tax instead of having it entirely separate
is that you have room for that type of adjustment. If, for example,

ou were collecting at the source, and that was all there was to it,
1t would be awfully important to make sure that there were absolutely
no'mistakos whatsoever, because it would be to the detriment of the
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employee and to the detriment of the Government, but on a system
like this, where at the end of the year the employee takes credit for
the amount withheld and pays the rest, or where he can get a refund
if too much has been withheld, minor errors do not cause much of a
serious problem.

If an employee pays slightly more of his tax in advance than he
otherwise would, that does not involve any permanent loss upon
him, that does not involve any permanent loss to the Federal Gov-
crnment. I think that is one of the great virtues of maintaining the
collection-at-the-source system and linking: it with the regular income
tax, because it gives you a margin for error, it gives you some leeway.

We can afford to use a simple table, like the one you have seen,
which is not precise, just because it is a prepayment and it is not a
final liability.

Senator Dananur. Just curiously, I sometimes do have an idea,
and 1 just had one.

I am wondering if you cannot integrate the possibility of allowing
vour employee, in case of suspected exeessive withholdings, to pur-
sue his complaint through the State departments of labor and factory
imspection when available, and just tie in the possibility of utilizing
wready  existing machinery where there are spot checks going on
constantly, where there are Government and State employcees in the
State and Federal inspection services already, where they have the
cemployer’s records both as to individuals and as to the totals.

Mr. Frigpman. I think that is an excellent idea, Senator Danaher.

Senator Danankr. Now, this is a question that you have not
covered.  What are you going to do with the wife that is working
and the husband that is working and each claims the evedit? What
is the employer’s relation to that particular problem?

Mr. Friepman. On the slip which the employee fills out on his
status, there is a question as to whether his wifo is working. If he
says his wife is working, the employer gives him only half the exemp-
tion for a married person whose wife is not working,

That is why, if you will notice, on that table there is a blank there
for a married person whose spouse is employed.

In order to prevent injustice in those cases where the spouse may
work only casually, for example a man'’s wife may clerk in a store for
a week during the year; it would not be fair to give the man only half
the exemption throughout the whole year.

The form also carries o question whether the spouse receives wages
for regular services or for casual services. If the wife receives wages
for casual services, the employer will give the husband the full exemp-
tion, but if the wife receives wages for regular services, the employer
will give the husband only half the exemption.  So that, I believe that
problem is taken care of.

Senator GeErry. Now supposing the wife is working and the hus-
band certifies that she is not, and she is working in one city, and he is
working in another, and they both claim the total exemption? That
means you have got to check up on them, the Treasury has got to
cheek up on them; does it not?

Mr. Friepman. Well, the employer, of course, in that case, may I
point out first, is entirely relieved from any responsibility. His only
r(ésponsibility is to accept the employee’s statement and put it into
effect.
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Of course, the Treasury does have to check it up, just as we now
have to check it up on the information that people put in their annual
returns once a year. What we would presumably do would be to
make spot checks during the year on this type of thing and have the
full check at the end of the year. I grant you there may be some
cases of evasion through that method, but it is worth noting that
that problem is not worse under this system than it now is, hecause
under the present law if you do not withhold at all it is not until
next January or February or March, when the man files his return,
that vou have a chance to check up on him.

If the husband and wife file wrongly you will have a chance to
check up on them at that time. Under this, Senator, you can still
check up on them at that time, but in addition, under this scheme,
you can check up on them in advance.

Senator DaNanier. In any event, you would divide the credit
between the two.

Mr. FriepMaN. Senator Gerry was citing the example where the
husband had made a deliberate misstatement and said his wife was
not working when she really was.  Of course, there are very severe
penalties provided for such misstatement.

We would catch up with him eventually, no question about that,
because at the end of the next year we would put. together his statement
that his wife was not working and his wife’s statement that she was
working, and together with those statements would come the inform-
ation from the employers that they were both working.

Senator Gerry. Probably, under that scheme, they would bhoth
work under different names.

Senator Danauger. Yes; and they do right now, as a matter of facet,

Senator Gerry. They do right now. The only thing is, with the
incentive of high wages, and that sort of thing, you are much more
apt to have that sort of evasion attempted. :

Of course, you have the other point that Senator Danaher raised,
if you start checking up with the different agencies, There you
could delay things terrifically, because if a lot of different agencies
can go in and have a look at the books, especially in different localitics,
you are going to have the employers object to all the time having his
records gone into.

I think on that point you will probably have to have one responsible
head that does it, like the Treasury, that checks up, otherwise you
would never stop having the books investigated.

Mr. Friepman. 1 think there is no question at all, Senator Gerry,
but that there is room in this system, as in any system, for some evasion,

Senator Gerry. Yes.

Mpr. Friepman, But the important thing, it would seem to us, is
that there is no additional room for evasion over and above what there
is in the present law, and there is much room for evasion under the
present law. If this husband and wife wanted to both assume
different names and file two income tax returns, both claiming the
marriage exemption, say the husband filed as Mr. Jones and claimed
the $1,200 exemption and the wife filed as Mrs. Smith and claimed
the $1,200 exemption, you would still have the problem of trying to
catch them,

So that those problems are all with us now.

Senator CLark. That is prima facie evidence of fraud,
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Mr. Friepman. 1t certainly is.

Senator Gerry. It is prima facie evidence of fraud, and the only
question that passed in my mind is, would it be more difficult for the
Treasury to check up on it? I doubt it.

Mr. Friepman. It would be the same problem, I think, as we have
now.

Senator GERrRY. I was just raising the question.

Mr. Friepman. Yes, sir.

Senator Gerry. I think the problem might be the same.  Of course
the only thing I can see, there is more incentive in this to do it, hecause
you are withholding more.

Mr. Friepman. (illlt there is no more incentive with the same tax
rate.  You ultimately have the same incentive.  In fact, I would say
the incentive is less, — Let me explain why 1 think that.

You come to the end of the year with no withholding and you are
suddenly faced with the problem of paying a lot of money in tax and

ou do not have that money, you scratch your head trying to figure
10w to get out of it, and one way to get out s to claim more exemption
than you are entitled to. Un(?:‘r this plan you file your report with
the employer at the heginning of the year, in advance, before you have
any problem of paying the entire withholding.  The money is going
to be withheld, they are going to pay it in smui'l amounts each week.

You know your employer is going to be awfully annoyed at you if
you file erroncous information and he finds out about it, not hecause it
1s his business to cheek up on it, but he is not going to trust an em-
ployee who gives him wrong information for any purpose. I think
it is more likely, for those reasons, that you will get correct information
on this exemption certificate than you will at the end of the year when
you suddenly come up against the problem of paying the income tax,
and when you are dealing with the impersonal Federal Government
and not the employer. .

Senator Gerry. I think the Government would be more apt to
eatch up with him, in the long run, with this system. I think there
is; no question about that. I think you have made a good answer on
that.

Mr. Frieoman. So far as Senator Danaher's point is concerned,
there is one point that I think ought to be mentioned, and that is
that the employer has no incentive to withhold too much, unless he
intends actually to abscond with the money, unless he intends not to
turn over to the Federal Treasury the actual amount he has withheld.

I do not believe we are going to have many people like that, and I
do not believe it is going to be difficult to catch people like that.

Senator DANAHER. Let me add, in further reply to Senator Gerry's
comment about a surplus of agents having access to books, that my
comment was limited to those cases of evasion to which you had already
referred, Senator Gerry, and, second, to the fact that the unemploy-
ment compensation officers who are already on the job under existin
law have complete records and, moreover, have access to records anc
do make complete checks all the time.  Consequently, any individual
employee complained that there was an intentional withholding of an
excess from him, I was simply saying if you gave to such an employee
access to an ageney that is already on the ground and has that par-
ticular complaint run down, that the Treasury could take the result
of the investigation and could make its report. You would not have
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to duplicate it, you would not have to duplicate what the Government
is already paying for, and that is an inspection service that runs into
every State. In my State there are at least 1,300 employees in the
unemployment compensation division alone. So, you have got a con-
siderable staff right on the ground, Senator.

Most of us overlook the fact that we have got a lot of agencies that
we can utilize.

Senator GErRY. I think I misunderstood what you had in mind.

Mr. Friepyan. I would like to point out in that connection, one
additional thing, and that is that for almost 2} million out of the
2,700,000 employees, you are already checking on them. You get
almost the same figures for social sccurity, the basic wage figures
which are going to ﬁo the base of your check are the same essentially,
with very minor differences, under this plan as under social security.

You already have a field staff that is investigating already those

. exact, same items and in that connection you have no really very
froat- additional problem, because the Burcau of Internal Revenue
wndles that, of course. They already have their people out in the
field checking on the social security returns. The same check does
for both, except for the accuracy with which the employer computes
the amount to be withheld. That is the only additional item, and
that 1 do not think would be very serious, a very serious problem,
because if the employver does not understate or misstate his wages
for social security taxes, he is not going to misstate the amount he
withholds for this purpose, beeause he has just as much an incontive
in the one caso as in t{m other.

Senator DaNanER. You will find the wages-and-hours law inspec-
tors and the unemployment compensation people have almost always
got it at hand.

Mr. Friepman, One of the things that cmployers repeatedly
emphasize, that we had not realized along that line, is the extent to
which they have had to change their records in order to comply with
the wages-and-hours law. We have not realized the extent to which
they have changed their pay periods to comply with it.

¢ have ha(% people who paid semimonthly, and they paid—or
they changed to pay weekly or biweekly, because the wages-and-hours
law required them to pay on a weekly basis.

Senator CLark. Of course, that is one of the complaints that 1 get
most frequently from businessmen all over the country, is the diversity
of forms that they are required to make out. A fellow will say he has
already had the necessary information set up on his books by his own
accountants and his own auditor, and then the O. P. A, will come along
and require him to set up the same information on an entirely different
sct of forms, or the W. P, B. will require him to set up the same infor-
mation on an entirely different set of forms, and the Social Security
will do likewise, and so on.

The businessman claims that is a very great burden on him. In-
many cases, the same information is required by different bureaus to
be set up on different forms. )

Mr. Friepman. 1 think they have a ve?' fundamental complaint
on that score. We require the employer, for example, to make his
quarterly report on a simple, 1-page form, which is identical with the
first part of the more detailed Social Security form. In addition to
that, the only other form the employer has to deal with is this form on

o wme . . .
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which he reports the amount of wages and the amount of taxes, and
that is replacing the information form that he now has to use.

That is not a new form, it just takes the place of what he is already
using. So the only additional form we are introducing into this 1s
the simple, 1-page form that accompanies the remission of taxes.

Senator DANAHER. You do not mean remission, you mean remit-
tance, don’t you?

Mr. Friepman. You are right, yes; I mean the remittance of
taxes.

That is the only additional form, and that is practically identical,
the top part is, with the Social Security form.

.I note the objection that there is additional work involved, and
that was the actual deduction of the amount each weck from the
cmployee'’s pay. Now, it is worth emphasizing in that respect that
that too, entirely aside from Social Sccurity, is not a new operation.

We ask the employer in every case how: many deductions he is now |

making from his pay.

We found 1 employer who is making over 20 deductions from the
pay checks. The average number of deductions runs about 8 or 9.

K’Ir. Pavi. What were some of those other deductions?

Mr. Frieoman. There were, of course, Social Security and War
Bonds, the two that practically everybody had. Union dues are
very widespread,  Advances for vacations and for sickness; an insui-
ance scheme that the plant had for perhaps medical insurance or
hospital insurance, Red Cross, Community Chest, a deduction for
badge fees, the amount that they paid for the badge, a deduction in
one case, as I remember, for glasses that the firm sold to the employees
because it was a type of work in which they need a special kind of
glass.

Senator DANAHER. A retirement fund, probably.

Mr. FriepmMaN. Yes, a retirement-fund deduction; a deduction, in
the case of coul mines, for example, for goods bought at the company’s
store, and in some places for rent in company houses. I cannot
remember very many of the others, but we were just amazed at the
number.

We would say to an vlnployor, when we first started, “Now, you
have 1 or 2 other deductions,” and he would start listing them, and
lo and behold, there would be 10 or 12. The problem of deductions
is not a new problem for the employers. They know how to do it.

Scenator Danangr. One of the leading officials of the American
Federation of Labor sitting next to me.at dinner not long ago told
me that in one of the largest plants in & New England State which
he has had occasion to investigate, the largest single payment in cash
was $5.74, all the balunce having been taken out ol? the employee’s
pay checks by way of deductions on one or another of these bases
yvou mentioned. $5.74!

Mzr. Pavw. There might be garnishee orders in some of these cases.

Mr. Frieoman., We never heard an employer menton garnishee
orders, I might say.

I think that about covers the problem for the employers, and I
think it really is worth emphasizing that it is much less bad than it
looks offhand, because to the extent to which it replaces the present
work and to the extent to which it duplicates what he now has to do,
it does not add any additional burden on him. I think there is no

-~
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question but if you tried to introduce this in 1925, or 1935 even,
before the social security system had gone into effect, it would have
been a tremendously greater problem. .

1 think the introduction of the social-security deduction was a
much greater problem than this, just because you were starting some-
thing brand new, you were giving the employer new operations to
perform that he had never performed before.  Now he is used to it,
he knows how to handle it, he has got the set-up to handle it, and it is
much less serious than it would have been if you had not had all the
experience with social security, with union-dues deductions, with war-
bond deductions, and the like. .

I think many of the estimates that the employers had given on the
extra cost and the extra machine needs are definitely overestimates,
simply because they had not worked out the plan in detail.

As they have time really to fit the plan into their operations, and
especially the business-inachine companies have time to absorb it and
to give advice to their clients about ways to handle it, the extra work
is going to diminish.

I know I myself was in Detroit, interviewing employers there, and
we went to the business-machine companies, the Elliott Fisher and
the Sundstrand Co., the Burroughs Co., and the International Business
Machines Co., and in the course of our discussions with them we
were able to work out three, or four, or five, or six different things that
we had never thought about before, that would reduce the work of
handling this on the different machines these people had.

All the people told us once this thing went into effect, they would
get their people immediately to working out simplifications in handling
1t, and would immediately advise their clients about the simplifications,
and would help the clients in figuring out ways to put it on the books.

That kind of thing that you can foretell in advance makes a tre-
mendous difference.

Let me give you one example.  We visited the Detroit Timken
Axle Co. in Detroit. They were using the International Business
Machines setup.  They figured they would need several additional
machines of several expensive types, or multiply their machine
forms, or multiply the books. When we talked to the 1. B. M. people
who serviee this outfit, we worked out with them a scheme that would
climinate the additional machines, and they dpveloped a very simple
process that they could handle on the present machines.  The people
at the Detroit Timken Axle Co. could not have conceivably thought
of that in advance, but thev will be informed by the 1. B. M. people
about the possibility of using this system. Their need for the ma-
chines, which we included in our figures because they stated they
needed them, will be completely wiped out.

I am personally convineed there will be many cases of that type in
here.

I would like to pass on, if [ may, to the dividend part of it.  What
we are requiring of them on the dividend part of it is not all new.
As you know, they now have to furnish information at the end of the
vear for every person to whom they have paid dividends of more than
$100 a year. That covers about 40 percent, or something like that,
of the people to whom they pav dividends.

But in order to know whether they are going to pay a person more
than $100 a yvear, they have to keep track of n great many people, a
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great many more people than that, because they do not know until the
final dividend is declared and the final dividend is paid, and they do
not know because a person may buy more shares of stock in the mean-
time, they do not know until the end of the year to which people they
are going to pay more than $100. In fact, they give reports for 40
pereent, they keep the records now for perhaps 60 or 70 percent of the
people, and the records that they would have to keep under this system
would be identical, They would have to accumulate the total amount
of dividends paid, and 5 percent of which to people who were subject
to the withholding would be withheld and they would enter that on
the same kind of form that thev now use, Form 1099,

Under our revised procedure they could run off a duplicate of that
at the same time that they were making it.  Almost all of these people
make it on special forms, on the fanfold type of typewriters, and they
could very easily have a carbon slipped in. They could use that
duplicate as a reecipt to send to the dividend recipient and they ave
through with it. They do not have any extra operation at all
except, to send this receipt to the dividend recipient, and thev can do
that by inclosing it either in the last dividend check of the year, or
the first dividend check of the next year, so they do not have the
additional mailing.

Senator Daxaner. Or the next stockholder's letter telling them
where there is no dividend. :

Mr. Friepman. Yes,

Mr. Pavw. 1 noticed in this morning’s paper the dividend deduc-
tions had not been as serious as had been anticipated.

Mr. Frieoman. The only other additional work the dividend
recipient has to do is on these exemption certificates that corporate
owners and individuals with low incomes now file.

Now, what happens is this: The corporation, or the dividend payer,
now maintains a dividend record. What he would do is to separate
that dividend record into two parts, one part for people from whom
they could receive exemption certificates, but that part they would
do everything cxactly as they are now doing, except at the end of
the year they would send us the exemption certificate indicating on
it the amount of dividends paid, like the information return,

As for the other part, I have already described it. Their only
extra procedure is to put on 95 percent of the dividends instead of
100 percent of the dividends, and to send the stockholder a receipt
at the end of the year, which would be a duplication of the informa-
tion return they send to us. So the extra work involved is very
minor.

Senator DANAHER. Suppose we have an individual with a portfelio
of 20 stocks, none of which yield $100 per year, and assume an aggre-
gate receipt, let us say, of $1,000, would there be any withholding
at any stage of the game from that particular citizen?

Mr. FrizpmMaN. Yes.

Senator DaNaseR. Where would that occeur?

Mr. Frieoman. I am sorry, I am afraid I did not express myself
very clearly.

his $100 requirement is the present requirement for the infor-
mation return. It would be eliminated in the withholding plan.
One of the great advantages of the dividend withholding plan 1s, it
is possible now for the man to receive $1,000 in dividends From twenty
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corporations and yet for us to have no record that he receives a cent
of dividends, hecause he is not required to report unless he receives
more than $100 from any corporation.

Under this plan we will have a record for every cent he has received.
That, T think, is one of the advantages under this plan in tightening
up the control on the dividend angle of it. .

I had not mentioned, in that connection, that the estimates that
the Amcvican Bankers Association made on dividends were just
several times, or many times as large as their actual cost, because
they were making the system out to be about as complicated as it
could conceivably be made, while we make it as simple as it can con-
ceivably be made.

They reccived 5 receipts for cach dividend cheek, or 20 receipts,
and under our new, modified plan they would have 1 instead of 20.
and that one would be a duplicate of the form they now make in a
great many cases. Sp I do not think the amount of extrn work
involved in that is at all significant.

We had an estimate from the Ameriean Telephone & Telegraph Co.
as to their approximate costs. They were the company that Mr.
Paul referred to as saying it would cut their costs in half if we substi-
tuted the annual receipt for the quarterly reeeipt. Now, I followed
that cstimate up on the basis of the American Bankers Association
statement that there were 100,000,000 dividend checks a year, and
totaled them up for the whole country, and the total for all dividend
payors was something in the neighborhood of about a hillion and a
half dollars, and the total amount of tax that would be withheld by
them was in the neighborhood, in 1943, of about $200,000,000 and in
1944 of about $400,000,000.

I might add that the A. T. & T. estimate is an overestimate.

Senator Danauer. Now, what would be the effeet if it was traded
in the open market, unless there is a gross withholding?

Mr. Friepaman. Under the nominee system, if a man had stock
under the nominee he would have 5 pereent of gross withheld from
~ his dividends, and then the corporation would send to the nomince a
receipt for the amount of dividends withbheld, just as it now sends the
information slip for the amount of dividends that had been paid.

The nominee is now required, in order to clear himself on the books
from that amount, to break that one information slip down into a
slip for cach actunl owner, which he is required to send to the Bureau
of Internal Revenue as an information slip.  We would use exactly
the same procedure, except the broken-down receipt would be made
in duplieate, one copy would go to the actual owner and one copy to
the Burean,

That would be the only extra step in particular aside from that
extra step, that is, making out the duplicate to send to the actual owner
so the actual owner would know what has been withheld, there is no
bit of difference hetween that procedure and what we now do.

Senator DaNaHER. Let me see if T ean pursue that one step further
and perhaps clear up any possible doubt on it,

Suppose .an individual citizen goes to a broker and places an order
for 100 shares of some stock, the withholding tax having adhered
against the prior owner, how does that new customer, the new buyer,
suffer in withholding, or, in the alternative, how does he ascertain
that that amount in fact has been withheld so that he buys, as 1 put
it carlier, ex-dividend, or ex-tax?
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Mr. Friepman. There is no problem of ex-tax in that sense, be-
cause the tax is a part of the dividend essentially, and ex-dividend and
ex-tax are the same thing. What happens in that case depends on
how these 100 shares of stock were held before.

If they were held in the name of the actual owner, why, then there
is no problem, because when the 100 shares of stock are transferred
there is an entry made in the books of the corporation that the 100
shares of stoek were transferred.  The former individual is closed oft
on the books. In that case n slip will be sent to him showing the
amount of dividends paid, the amount of tax withheld, and a duplicate
of that will go to the Burcau. That is all there is to it.  You start a
fresh page.

Ou the other hand, however, suppose the 100 shares was held in the
broker's name for the actual owner so the broker got the dividend in
the first instance, and then passed it on to the actual owner, and suppose
when it is transferred the broker still holds it in his own name as nom-
ince, the broker is now required to break up the dividends he has
received into the parts attributable to cach person, and to send the
Bureau a statement to that effect.

He would do the same thing under this procedure, exeept he would
send a duplicate of it to each actual owner. So the broker has no
additional work exeept to make the forms out in duplicate instead of
one copy. That is the present Form 1087, It is the form that Mr.
Atkeson drew to your attention the last time as W-6, 1 think it was.

So, your whole system is not changed in the slightest, except for this
duplicate.

‘inally, let us come to the problem of the Bureau. In the case of
the Bureau, too, much of the work that is required under withholding
replaces what they are now doing.

As Mr. Paul pointed out, the Bureau estimated that there would be
100,000,000 forms of all kinds. As he also pointed out, 75 to 80
million of those would be necessary in the absence of withholding,
because the Bureau now gets information slips from all employers
about their employces; it now gets information slips from dividend
payors about the amount of dividend paid; it now has the problem of
associating those information slips with the tax returns ﬁied by the
individuals.

It would still have identieally the same problem, The only place
at that point where the Buieau's problem is increased is that vou would
have more of these slips, you would increase the number of slips by
about 20 or 25 pereent, because instead of having the $100 limit of
dividends, you would have no limit, and in the case of employeces,
instead of having $500 and $1,200 income the only guestion would be
whether tax has been withheld.

Now, it is not a new kind of thing, it is doing the same kind of thing
that they are now doing.

The Bureau now must check employer’s records as to wages paid
for Social Security purposes. 1t would still have to do that. That is
not a new job.  The only thing that is new is that in checking them
it would have to cheek both the amount of tax withheld and the wage,
so that through this process much of what appears to be extra work
for the Bureau as wvl‘ as for the employer and dividend payor mevely
replaces what those people and agencies now do.

I think there is nothing more on that score that 1 need to say about
the Burenu, except 1 should say one thing in complete fairness.
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. There is one extra step that 1 have not mentioned in the matter of
making these returns.  The getting of these returns into the with-
holding agencies each quarter is a new step. It is similar to the Social
Security return, but there is the extra amount of money in the handling
and processing of those returns that is a completely new addition. but
once again that, too, is more of the same rather than the new opera-
tion, beeause it is the same process as they now go through in getting
Social Security returns in, and they would have to do just a little more
than that. But nowhere in this withholding process is there anyvthing
of & new kind with which the Bureau has not had a good deal of
expericnce.

Throughout, it is a question of doing some more of the same type
of thing.

I think that is all 1 have to say, unless vou wonld like me to go
into the Canadian situation at any length.,

Senator Cuark. Are there any questions? ‘

Senator Dananegr. 1 have only one other thought on that point.

In the event of withholding from the owner of stock and no taxes
due ultimately, where does he get his refund?

Mr. Frieoman, You thinking of a corporation or an individual?

Senator Dananeir. [ am talking about an individual.

Mr. Frieoman. An individual will file an income tax return, and
that income tax return will constitute an automatic claim for refund.

If he wishes to, he may attach his receipts that he got from the
corporation, he might attach his receipts to his income (ax form.
In that case, if his refund is less than $50, the Bureau will pay it to
him immediately on the evidence of the receipt. If his return is
more than $50, the Bureau will have to wait until it has checked
his receipts with the receipts of the employer, or the corporation, the
duplicate copy that they have gotten, and then they will pay the
refund.

But the income tax return which he files is an automatic claim for
refund. He does not have to do anything else. Now, if it was an
obligor corporation, if it was a corporation and, therefore, exempt,
it would take the eredit on its corporate income tax return, I it
had a tax due it would offset the credit against the tax. There
would be no problem.

If it were a deficit corporation and had no tax due, that would be
a claim for refund just as in the case of the individual.

Senator Danangr. Thank you.

Mr. PauL. Senator Clark, you suggested earlier in the morning that
you would Jike to hear something a‘I‘)mlt the Canadian practice.

Senator Crark. Yes; we will Tl(‘ﬂl‘ you on that briefly, Mr. Fried-
man.

Mr. Friepman. The Canadian tax sounds a lot different from ours,
in the way it is applied now, but as it works out in the machine and
pay-roll information, it is the same thing. What the Canadians do
18 to levy a gross tax, with two exceptions.

That is, they have, let us say, 5 percent on the total wage. The
first. exception is that that gross tax does not apply to anybody whose
income is below the exemption limit.  For a single person, as I remem-
ber it—and this figure 1s from my memory—it is $660, and for a
married person it is $1,200. If a man receives less than that, if his
rate of pay is less than that, they withhold nothing. If his rate of
pay is more than that, they withhold 5 percent of the gross amount,
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The sccond exception is that they allow for the number of depend-
ents, and they do that by means of a tax credit. I do not remember
the amounts.

Let us say, for example, it is 50 cents of tax per week per depend-
ent. So, if a man has two dependents, they will take off a dollar from
the tax as they would otherwise compute it.

Now, in order to know whether he is entitled to a $660 exclusion or
a $1,200 exclusion, and how much of a dependency credit he is entitled
to, they have to get from him information on his marital and depend-
ency status, exactly as provided in our law. There too, if he changes
his status, he has to notify them and they have to give it effect.

The computation of the tax, while it sounds different, works out
about the same thing in actual operation as under the original plan as
we had it in the bill, because they have to make a multiplication in
order to get the tax and a subtraction to allow for his dependency
credit.  Theonly difference in our bill is that they subtract first and
then multiply. The arithmetical operations of the process are the
same, they are only done in a different order.

As Isay, in the interview we made of the employers in Canada, we
specifically went into the question: Suppose we substituted our tax
for theirs, what would happen?

It would turn out that you would change the names of certain opera-

tions and the order in which you would do them, but you would per-
~form exactly the same operation,

Under our table form, for many employers, with this table, it would
be much simpler than what the employers themselves say.  However,
the employers are planning to introduce a new system of collection at
the souree in which they, too, plan to use a table method.

I should point out in that conmection that the table method is not
better for all employers, and we propose that it be made optional and
not compulsory. There are certain types of machines under which the
aetual computation method is simpler than the table method, and we
propose that those employers be permitted to use that method, and
that the table method be made optional for those employers for whom
it is the simpler.

The Canadians withhold from dividends and registered bond interest
oiesvntinlly the same way as we propose. There is no real difference
there,

Senator Gernry. Is the Canadian system based a bit more on the
English system? In other words, is not the Government granted
larger powers than we grant the Treasury, on account of our Con-
stitution, so that it is a board that has greater powers? They do
have greater powers in England, 1 know.

Mr. Friepman, That is true.

Senator Gerry. Is the Canadian system the same system?

My, Friepman. That is true in the general tax administration of
Canada, but as it happens it does not particularly affect the with-
holding at source.

Senator Gerny. It would apply in this way: In the case of appeal
they would go before the board and it would have more flexibility.

Mr. Friepman. I think that is true. Although, as I say, while
true, it is not a very important element in the collection at source.
It is an important clement in other parts of the tax system. The
gnna(llian collection at source system is entirely different from the

ritish. '
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- The British system is a completely different system.

Senator GERRY. 1 did not intend to get into that. I was just
raising that one point.

Mr. FriepMaN. As T say, as to the British system, every time I
look at it again I am struck with amazement as to how they can do it.

Senator CLaRrk. Thank vou very much, Mr. Friedman,

Mr. Paul, could you have this statement of yours prepared for the
full committee?

Mr. PauL. Certainly.

Senator CLARK. I mean, have enough copies for the full com-
mittee?

Mr. PavL. Yes, sir.

I Senator CLARk. I am going to have the record printed as soon as
ean.
Mr. PauL. I will have it mimeographed by Monday.
Senator DaNnaner. What do you think of the suggestion of this
'gfntloman who wroto to the Wall Street Journal, Mr. Friadman.
case?
P Mr. Frieoman. Well, the suggestion of this gentleman—TI just had
a chance to look at it, look it over, very briefly here, so I will answor
off the cuff, as it were—comes down to asking the same thing as we
Kropose doing, with just one exception, and that one exception is that

e proposes that people be allowed to credit the amount withheld
aganst their last year’s tax liability.

Instead of carrying it over until 1944 he proposes, if I understand
him, that each quarter in 1943, as you pay your 1942 taxes, you could
credit the amount withheld against the tax that was then due.

Now, as you may recall, at one stage the Treasury suggested some-
thing similar to that, on a part-and-part basis, whereby part of his
withholding could be credited against the past and part into the future,
but it was finally discarded because it complicated matters very con-
siderably. In the Bureau’s records you would always have to be
comparing 2 different years’ returns with the 1 vear’s withholdings.
We had the problem of some people who would take advantage of it
and some people who would not.

Finally, if you did it as he suggested, you would always be left a
year behind, you would never catch up, because you would always be
crediting the current year’s withholding against the last year’s tax.
One of the great virtues of the Treasury’s plan, that is in the H. R.
7378 bill, is that it enables you to catch up and get on a current basis.

Senator CLARK. By paying double taxes.

Mr. Friepman. By paying double taxes for those people who have
not accrued their tax liabilities.

Senator DaNAHER. Which means everybody, practically.

Mr. Friepman. I should dissent to that and say that I am at least
a minority of one.

Mr. Pavr. T am a minority, too.

Mr. FriepmMaN. That makes two of us.

Mr. Pavw. Otherwise I would not dare to come down here.

Senator Danasgr. All right, thank you very much.

Senator CLArRk. Mr. Paul, it is pretty late. I do not know whether
you want to go into the Ruml plan or not, but if you want to, I know
the committee will be glad to anr it.
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Mr. PauL. It is late, so I think I ought to take the time to indicate
my ideas on it very generally.

We do not like the plan as well as the House bill. Now, I appre-
ciate the criticism you have in mind with respect to the House bill,
that there is an extra load of 5 percent. That is why we made it

only 5 percent the first year, to lighten that load and get over what we -

call the hump as easily as possible.

The House bill means that the taxpayer having a tax liability at
the rate of 19 percent would have, in that particular next year, a tax
liability of 24 percent. However, we think instead of it being a defect
it is, in many respects, a virtue, because it will, in this first year, have
a substantial anti-inflationary cffect, and we do not think that the
hardship will be too great, particularly if before the bill is passed
certain provisions are included to take care of unusually difficult
and harsh cases.

However, going to the Ruml plan itself, it seems to us that the
plan itself accomplishes one objective which makes it commendable,
and that objective is it gets taxpayers to a certain degree on a current
basis, but not entirely. 1 say, “not entirely” because under the
Ruml plan you are always faced with the problem of an additional
tax the following year, because the year in which you pay your esti-
mated tax has a smaller income than the subsequent year.

So,]in a sense, the Ruml plan really has the same eflect that H. R.
7378 has.

Our basic thought in connection with the Ruml plan, if it is adopted
is, therefore, that it is very essential that it be linﬁed or coupled with
collection at the source at a very substantial rate. The reason we
suggost that is because if you do not do that, if you take the original
unamended Ruml plan you do not accomplish another important
objective, that is, the synchronization of tax payments with the
receipt of income,

It scems to us that, from the point of view of an adequate and
flexible fiscal policy for wartime, that is a very serious defect in the
Ruml plan which can be largely cured by coupling with collection
at the source with the original Ruml plan, and 1 understand Mr.
Ruml had no objection to it.

Senator Crark. It was not included in the original Ruml plan as
he presented it to the committee, but it was included in the state-
ment he accompanied with it. /

Mr. Pavn. He did not originally recommend that but, as I under-
stood his testimony the other day, he had no objection, and I think
was inclined to favor it.

Now, the other broad aspect of the Ruml plan to which we object
is applying it in an unlimited way.  We suggested in the memorandum
which is made o part of the record in these subcommittee hearings,
page 61, a modification of the plan.

That modification is given at page 65. We suggest two types of
modification: One is to cancel the 1941 or 1942 liabilities, whichever
are smaller, or that the forgiveness or cancelation of the tax in the
plan be limited to the normal tax plus the first bracket rate of surtax.

Other types of modification could be adopted. One person sug-
gested to me a modification involving forgiveness to taxpayers having
incomes of not more than $10,000, but no forgiveness for taxpayers
with incomes greater than $10,000. Our suggestion or modification
is more generous than that. :
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For instance, if you forgave at the 1941 rate, 4 percent normal
tax plus 6 percent firat bracket of surtax, that is, 10 percent. A man
having an income of $500,000 would thereby, under our modification,
get a cancelation of tax liability of approximately $50,000, which
would be very substantial. There wou{)d still remain a very sub-
stantial tax on an income of $500,000, and that we would suggest be
spread as to payments over a reasonable period, say, 2 years.

Those are the two things we want to emphasize most. There are
a lot of more minor aspects of the problem, but the two things we
consider most important are, first, the coupling of the Ruml plan
with collection at the source at a very drastic rate, say 20 percent.
The 19 percent is the total in the House bill of the normal tax and
first bracket of surtax.

Of course, that would be an awkward figure for withholding.

Senator Dananer. Would you take, for example, a figure of income,
annual income other than $500,000? 1 only know a couple of fellows
that get that. I would like you to bring 1t down on an income like
$20,000.

Mr. PavuL. Let us take a small one, something like $5,000, and
one at $20,000.

While Mr. Friedman is computing that, T would like to bring out
the other point, the other basic point, which is that we think a limi-
tation should be put on the amount of tax forgiven.

First, the Ruml plan should be linked with collection at the souree,
and Mr. Ruml agrees with that; second, there should be a limitation
on the amount of tax forgiveness.

As we pointed out the other day. that means you would, in practical
cffect, forgive the entire tax of 80 to 90 percent of the taxpayers,
The only tax which would not he forgiven would be the hmited re-
maining group, which limited remaining group is in a position finan-
~ci‘n]ly to pay taxes and, generally speaking, does not need the Ruml
plan. ,

Senator Crark. Of cowrse, vou would defeat the primary purpose,
which is to get the greatest amount of tax returns.

Mr. Pavn. You would defeat it as to only a small segment of the
taxpaying group, and that is a segment which does noi need the
henefit of the plan.

There is one thing you do accomplish under our modification, that
is, vou enable corporations to get rid quickly, hefore, say 2 or 3 vears,
of the high-priced executives who are not worth the money that has
been paid to them. They admit that,

Mr. Frizoman. For a $20,000 income for a married man with no
dependents, his 1942 tax, under the existing rates, which would
apply to 1942, would be $4,614. The amount he would be forgiven
would be $1,794. That is for a $20,000 man. That would leave him
with 2,820 to spread over 2 vears to pay.

For a $5,000 man 1 will have the figure in just a second.

Mr. Pavn. While he is getting the figure for the $5,000 man, T
might add one word, which 1 think is important: If you do not link
collection at the source with the Ruml plan particularly you have, in
our opinion, some inflationary effect.

You are going to release certain sums of money into the purchasing
stream. T‘iw reason I say that is because while I agree that most
small taxpayers have not accrued, in any technical sense, their taxes,
while I agree that only the rare taxpayer, like Mr. Friedman, is in
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the minority, I still think that a good many people have accomplished
a sort of informal mental accrual, and that they will feel that they are
relieved of this liability, that they can spend money which otherwise
they would not feel free to spend.

Therefore, 1 feel somehow there will be some psychological release
of spending power which would not be true otherwise.

Senator GErrY. Don’t they have to buy more honds then?

Mr. PavL. Some will and some will not. 1 think you will find cer-
tain people were holding back on purchasing. and will feel relieved,
some will buy bonds, as you suggest, and others will say, “Now 1
can buy the cherished article that 1 felt 1 might go without.”

Senator CLark. Mr. Friedman, the other day you had three calcu-
lations on withholding, and Mr. Ruml suggested you make another
one on the Ruml plan in connection with the withholding taxes.
Did you do that?

Mr. Friepman. T did it the other day, but 1 do not have it here, 1
am sorry. g

Senator Crark. 1 would like to bave that information.

Mr., Frizpman. 1 have the cxmnrlo for the $5,000 man ready.

A married person with no dependents, his total linbility at existing
rates would be $375, he would have $330 forgiven, leaving him $45
to pay over 2 years. In this case a married man with no dependents
having an income of $3,500, he would have everything forgiven and
then up to $5,000 he only has a balance of $45 that he has to pay in
2 years.

Senator CLarx. Mr. Paul, what would you say as to Senator John-
son's plan, from an administrative standpoint, of collecting the tax
monthlv? :

Mr. PavL. That would be a worse headache, even the Commis-
sioner admits. In fact, I settled with the Cominissioner at one time

on collection at the source if we did not have monthly payments. -

In other words, the Commissioner just shudders when anybody
mentions the idea of monthly payments.

It is apparently very difficult from the administrative standpoint.

We had contemplated at one time in the Ways and Means Com-
mittee a somewhat more elaborate method of getting over the hump,
which we replaced by this reduction of the rate of withholding from
10 to 5 percent. At that time, we had several conferences with the
Commissioner, and he agreed that that would not be much preferable
to the other more elaborate scheme we had contemplated.

At that time, somebody had suggested this idea of monthly pay-
ments and the Commissioner said, “I will be glad to take this 5 per-
cent if you can get rid of this monthly payment idea.”

One point I hope you keep in mind is the fact that 1941 was a big-
income year. There was a big war income in 1941, and there is a
good deal of inequity in forgiving a tax on that income. You will
notice, in our modification set forth in the record, that we suggested
the forgiveness in 1942 rather than in 1941. .

Senator Dananer. May I ask you a question there? '

Is not the 1941 income the tax we are just paying?

Mr. Pavi. That is right. That is the one Mr. Ruml proposed to
forgive.

Senator CrLark. Mr. Ruml proposed to take the payment made in
1942 based on the 1941 income, and credit. it to the 1942 income.
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I guess it is now too late to do anything more today. We will just
have to meet whenever we can.  The full committee will meet M‘on-
day. If we have any further meeting, we will get together.
cnator DANAHER. It has been a very helpful meeting, just the

same.

Thank you.

(Whereupon, at the hour of 1 p. m., the committee adjourned, subject
to the call of the Chair.)
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