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CURRENT TAX PAYMENTS ACT OF 1943

THURSDAY, MAY 6, 1043

Unrrenp STATES SENATE,
Commirre ON FiNaNch
Washington, D.C.

The committee met, pursuant Lo call, at 10:30 o, m., in room 312
S'(zll.mte Oflice Building, Senator Walter 1. George (chairman) pre-
siding.

’I‘h%» CuairmaN, The committee will please come to order. The
Secretary of the Treasury is not coming before the committoos todln;fr
or at anytime, on this particular bill unless the committee sho d
desire his presence. Since the bill relates primarily to methods of
collecting taxes and is not & general tax bill I think it was the view of
the Treasurer that those who are on the staff and who are primarily
concerned with the methods of cuilection and are prepared to give the .
Treasury’s views should come down and he himself will not be here. i

r. Paul, you may make such general statement in reference to L
this bill before us as will enable us to begin to understand precisely :
what wo have before us and what our wox%t is - g

STATEMENT OF RANDOLPH E. PAUL, GENERAL COUNSEL, vy
TREASURY DEPARTMENT ‘ ,

. Mr. Paur. I have a prepared statement, Mr. Chairman, which
relates to the House bill and discusses also the other bills which were
before the House in the recont controvoersy there. I havealso a supple-
mentary statement which deals with some details by way of improve-
ment of the collection-at-the-source mechanism in the House bill.
That supplementary statement is made up separately. The main
statement relates entirvely to the Houso bill as it was passed, and the
other bills that were under consideration in the House. If it moets
with the pleasure of the chairman I will proceed with that statement

rst.
'The CramrmaN, Yes; that is quite all right.

You mean your general statement?

Mr. Pavrn. The general statement, which, I want to repeat, does not
attemrt to go into any improvements which we think can be made in
the colleetion at the source technique and mechanism as it is contained
in the House bill, These are improvements which were suggestoed to
us by represontatives of various employers. Some of them were very
good, and we thought we should bring them to the attention of the
committee because they do simplify the job of the employers under
the bill,
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2 CURRENT TAX PAYMENTS ACT OF 1043

The House of Representatives on May 4, 1943, passed a bill provid-
ing for current payment of the individual income tax. While some
features of the bill were the subject of extensive controversy, large
areas of agreement prevailed throughout the deliberations in the Ways
and Means Committeo and in the House. The provisions of the three
leading bills—-the Ways and Means Committee bill, the Ruml-Carlson
bills, and the bill adopted by the House—reflect cssential agreement on
the major issue of current payment. All three bills provi(i;e for collec-
tion at source from wages and salaries starting July 1 at a rate of 20
percent above exemptions. All three bills adopted the same tech-
nigques for collection of other liabilities payable currently, but not
collected at source. Only with respect to the transition to the new
s});stcm was there controversy and this was principally with respeet to
the amount and distribution of tax cancelation for 1942,

Before this committce I need not dwell on the importance of placing
taxpayers on a pay-as-you-go basis and climinating for the great mass
of taxpayers the 1-year lag which now exists in our present system
of individual income-tax payment. With rates at wartime levels,
taxpayers, especially those in the lower income groups, find it difficult
to accumulate in advance the funds needed for quarterly lump-sum

ayments. They may suffer actual havdship in the case of a drop or
ailure in income because of the lag in income-tax payments., It is
now universally recognized, I believe, that tax payment will be made
easier, and that hardship will be avoided, if tax liabilities are dis-
charged currently out of pay envelopes instend of waiting until the
year following the receipt of income. At the same time, current collec-
tion will more adequately protect Treasury revenue, and will guaran-
tee o more prompt and more certain flow of revenue to the Govern-
ment, than does tho existing method of collection. By promptly
withdrawing purchasing power from the income stream before it can
exert an upward pressure upon prices, a pay-as-you-go system will
strengthen the Government 1n its critical fight against inflation.

The advantages stated acerue both to taxpayers and Government.
With overhanging income-tax debt eliminated for the great majority
of taxpayers, and with taxes budgeted more eertainly and smoothly,
taxpayers are better prepared 10 meet the demands that may be made
on them by the necessities of war finance. An income-tax-payment
gystem putting the great majority of taxpayers on a current basis will
better prepare the income tax for 1ts role in the enormous job of financ-
ing this total war. These points, I believe you will agree, settle
beyond dispute the importance of the pending legislation.

2, COLLECTION AT THE SOURCE

The withholding provisions of the three major bills considered by
the House are identical.  Withholding from wages and salaries at a
rate sufficient to cover the Victory tax, the normal tax, and 13 per-
cent of surtax net income is to begin on July'1, 1043, In general, the
withholding system now in effect for the Victory tax, modified to take
account of personal exemptions, is utilized, The withholding rate is
17 percent on the amount of wages over the income-tax withholding
exemption and 3 percent on the wages over the Victory-tax withhold-
ing exemption, Thus, withholding is required not on a gross basis
but only on the excess of the totel wages over exemptions and an
allowance for normal deduttions. ‘
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The reduction of the Vietory tax withholding rate from 5 to 3 per-
«¢ent is made to avoid overcolleetion of the Vietory tax liability which,
after taking account of credits, more nearly approximates 3 than 5
percent.  The 17-pereent rate for the income tax is designed to collect
approximately the normal tax of 6 percent, plus the minimum surtax
rate of 13 pereent. The withholding rate is slightly lower than the
sum of the normal tax and the first %mcket surtax, i order to make
partial allowance for deductions. The rates are thus designed to
minimize as far as possible overwithholding and the consequent nee-
essity for making refunds.

The amount of each wage or su]ur‘y payment subject to withholding
is determined by subtracting from the gross payment the withholding
cxemptions allowable, The withholding exemption for the Victory
tax is $624. The withholding exemptions for t{:e income tax are the
regular personal oxemptions of $500 for a single person, $1,200 for a
matried person, and an additional $350 for cach dependent, each in-
creased by 10 percent to allow for average deductions.  These exemp-
tions are prorated according to the length of the pay period; that is,
weckly, semimonthly, monthly, or other pay periods.  For example,
the weekly Victory tax allowance is $12 while the weekly income-tax
allowance is $11 for a single person, $26 for o married couple, and $8
for cach dependent.

To cnable the employer to determine the proper amount of tax to
be withheld, the employee is required to furnish a signed withholding
exemption certificate showing wlncthor he is single or married and the
number of his dependents. If his marital and dependency status
changos, the cmployeo is required to file an amended certificate to take
offect for future pay periods, The employer is entitled to rely on the
exemption certificate furnished him by the employce in computing
the amount to be withheld from the employee’s wages, and if the
employee fails to furnish the required certificate, no personal exemp-
tion, or dependency credit is to be allowed. Thus, the employer is
not placed under a duty to ascortain the status of an employce, and
the responsibility in this regard falls upon the employee.

The House bill gives cmployers the option of cither dircetly comput-
ing the amounts of tax to be withheld, or using wage bracket tables.
If the employer chooses the compulation method, he subiracts the
Victory tax withholding exemption from the wage payment and
applics a rate of 3 percent to the balance, and subtracts the income
tax withholding execmption from the wage payment and applies a
rate of 17 percent to the balance; the sum of the two resulting amounts
is the amount to be withheld, If the em loyer uses the tables which
the House bill provides for the sttmdurdp pay-roll periods, he deter-
mines the amount to be withbeld by reading it from the tables.
Knowing the })erson’s marital status and number of dependents, the
employer needs only to locate the bracket in which the given wage
falls and to read off’ tho corresponding amount to be withheld.

Under the House bill the employer is required to make quarterl:
returns and pay over the tax withheld from his employees in eac

uarter on or before the last day of the month following the closo of
the quarter. He is also required to furnish cach employee a written
reccipt showing the wages paid during the year and the amount
withheld. If the employce’s services are terminated before the close
of the calendar year, Lll)w receipt must be furnished on the day on which
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the last payment of wages is made, except that an extension of 30
days may be granted by the Commissioner: In lieu of the present
information return with respeet to wages, the employer is required
to attach to the last guarterly return for the ealendar year copies of
tho receipts which ho gives {o his employces so that they may be
checked against the retuims filed by the individual wage carners,

After the close of the year, wage carners are required to file returns
showing their actual income and finad linbilities for the year. Tho
tax withheld at source is allowed as o eredit against such final liability
and adjustments to such liability are made by additional payments
or refunds.  For the vast majority of wage earners theso adjustments
will be minor in amount. :

Jollection at source applics only Lo compensation for personal
services. Howover, certain types of employment are excluded from
withholding under the bill. "The principal types excluded are
domestic servants, members of the armed forces, and farm labor.

The House bill will discharge by colleetion at source substantially
the full tax liability for persons whose incomo consists of wages not
exceeding $2,700 if singlo and $3,500-if married, and correspondingly
hin;hcr amounts if the cmployce has dependents. Seventy percent of
all texpayers will have their entire tax liability withheld at source and
an additional 10 percent will have part of their liability withheld at
source,

Since tho provisions of the Houso bill with respect to withholding
wero drafted, conferences with representativés of employers have pro-
duced soveral suggestions, tending to simplify the burden on employers
which is involved in the mechanics of applying the system of collection
at the source. Suggested changes of tl‘ns nature will be described in a
geparate statement,

8, CURRENT PAYMENT OF TAX LIABILITIES NOT COLLECTED AT SOURCH

Collection at source will dischargo the tax liakilities for most tax-
payers.  There are two types of cases where collection at source does
not dischargo the total tax liability, One is tho case where incomes
are not from wages and salaries, The other case is where incomes
extend into brackets with rates higher than those covered by collection
at source. ,

With respect to incomes not subject to collection at source the basic
technique i3 the same for all three bills. - This technique involves a
declaration by the taxpayer of his estimated tax liability for the
curront year by March 156, This watimated tax is to be paid at quar-
terly intervals thercafter, or earlier if the taxpayer chooses. The
tm(&lpayer may reviso the declaration of tho estimated tax each quarter
and ratably increase or deerease remaining installments.

In the case o1 the Ruml-Carlson bill and the Ways and Means Com-
mittee bill this technique was also to be applied to the balance of the
tax liability on incomes subject to source collection but falling in the
highor surtax brackets, and to higher surtaxos on incomes not subject
to collection at source. It would thus achieve current colloction of
the total tax liabilitics of all taxpayors, except for necessary year-end
adjustments. The House bill, howover, provides for current collec-
tion only of an estimated basic tax of 20 percent. Any balance of
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tax liability over this amount is payable in the year following the
receipt of income in the same manner as under present law,

Declarations of cstimated basic tax are required only of those
individuals who have more than $100 of income not subject to with-
holding and whose total gross income would require them {o file
income tax returns at the end of the taxablo year. Thus, persons
whose entive income consists of wages subjeet to withholding and
only & nominal amount of other income are not required to file
declarations.

A special rule, common to all three bills, applies to farmors who
fulfill the requirements with respeet to gross income, Ifarmers are
defined as individuals whose estimated gross income from farming
amounts to at least 80 percent of tho total estimated gross income
from all sources, In their case, the declaration of the estimated tax
may be made at any time on or before the 15th of December.  Farmers
are not required to pay in installments but they may voluntarily
eleet 1o do so,

Under the House bill, to prevent substantial underestimates of the
estimated basic tax, & penalty is added to the tax., The penalty is
6 pereent of any amount by which 16 percent of the actual net income
less wages subject to withholding or the personal exemption, whichever
is the greater, excceds the estimated basic tax paid during the year.
In other words, this penalty o,p]l)lies only if tho individual underesti-
mates by more than 20 percent the net income on which the estimated
basic tax is computed. ~ A special rule aé)plicable to farmers who clect
the end of the year filing date provides a tolerance limit of 331
poercent of actual net income over wages or personal exemption,
whichever is the greater.

Additional penalties are provided to safeguard the current payment
system. In the case of a failure to file a declaration of estimated tax
within the time prescribed, the penalty is $10 or 10 percent of the tax,
whichever is greater. In the case of a failure to pay an installment
of the estimated tax within the time prescribed, the penalty is $2.50
or 2% percent of the tax, whichever 1s greater, for each installment
with respect to which such failure occurs,

This system of current payment of tax not collected at source is to
come into operation in the third quarter of 1943 to parallel the new
collection-at-source system which begins July 1, 1043, The March
and June installments of 1042 tax Fuyable in 1043, insofar as an amount
equal to the forgiven basic liability is concerned, will be treated as
current payments of estimated basic tax for 1943, 'When the taxpayer
files his return in March 1944, adjustments will be made for overpay-
ment o underpayment of the 1943 liability.

4, BEXTENT TO WHICH TAXPAYERS ARE ON A CURRENT BASIS UNDER THN
THREE MAJOR BILLS

The current payment features of the House bill place 90 percent
of taxpaycrs on, a fully current basis except for minor-year-end
adjustments. - The great majority of the remaining 10 percent of
taxpayors aro made substantially current., Less than 1 percent of all
taxpayers would not boe at least 75 percent current, and only about
700,000 taxpayors out of nearly 44,000,000 will have a liability
exceeding $90 carried over beyond the close of the current year., The

i
|
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House bill achicves current collection for the taxpayers in the lower
brackets to whom it is most essential and falls short of fully current
collection for only the 4,000,000 texpayers who have surtax net
incomes in excess of $2,000, that is, in excess of the first surtax bracket,
In the ease of higher-bracket taxpayers, o very substantial part of
the tax is discharged currently because the bill applies current col-
lection to the basic tax on the entire income regardless of the surtax
bracket into which it falls.

Under the Ruml-Carlson bill all taxpayers would be fully current
almost immediately.  Under the Ways and Means Commitice bill,
all taxpayers would be on a current basis with respeet, to their taxes
on current income bhefore the end of 1943, 'T'he 7,000,000 taxpayers
who had no liability on 1942 income at 1941 rates and exctptions
would be current as to all linbilities, while the remaining taxpaycrs
would be requived to pay their reduced 1942 tax concurrently with
their taxes on current income during 1944, 1945, and 1946,

6. TREATMENT OF 1942 TAX

Although all three bills before the House provided the same methods
of collection at source and current payment, the amount of forgive-
ness of 1942 taxes and the distribution of the forgiveness were o
major subject of controvorsy. The House bill cancols the 6 percent,
normal tax and 13 percent of surtax net income on 1942 individual
incomes. No problem arises on account of the unforgiven 1942 tax,
Since only the basic linbility for any year is payable currently and
sinco this corresponds to the amount of 1942 tax forgiven, there ean
be no doubling-up of payment,

The Ruml-Carlson bill cancels the entire tax on 1942 income
except for certain offsets intended to prevent windfall gaing to some
taxpayers.  One of those antiwindfall provisions applies when 1943
income is less than 1942 income while the other applies when both
1942 and 1943 incomes are greater than 1940 income, the year 1040
having beon substituted for the year 1941 by f{loor amendinent.
Under the Ruml-Carlson bill there would in general be no doubling
up since, while the whole tax is pavable currently cach year, the
entire 1942 tax is correspondingly forgiven. An exemption is pre-
sented in those cases where the second of the above antiwindfall
provisions is applicable, since the atount of tax not forgiven under
tho antiwindfall provisions is payable in 1943, unless an extension
of time is granted by the commissioner in cases of hardship,

The bill reported by the House Ways and Means Committee re-
computes the tax on 1942 income at 1941 rates and exemptions and
the difference is canceled. Under this bill, the unforgiven 1942 tax
liabilitics require special treatment. Provision is made for collecting
them in three annual installments beginning March 15, 1044, To
encourage advance payment of the later installments, provision is
mado for a discount of 6 percent of the reduced 1942 tax if full pay-
ment is made by March 15, 1944, and & discount of 2 percent of such
tax if the 1944 nstallment is paid and the balance is paid by March
156, 1945, The Comraissioner is authorized to grant an extension of
time up to 3 years in those cases where payment of any installment
would result in unduc hardship.
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6. PROVISIONS RELATING TO MEMBLERS OF THE ARMED FORCES

The House bill contains two provisions relating to members of the
armed forces. One provision exempts from income tax the servico
pay of most members of the armed forecs. The second provision
abates outstanding income-tax liability for members of the armed
forces who die while on active service. The provisions in the House
bill are identical with those contained in the Ruml-Carlson bill and
in the Ways and Means Committee hill,

Under present law, there is provided an exelusion from gross income
in the case of personnel below the grade of commissioned oflicer in
the military and naval forees of the United States, The umount ex-
cluded under this provision is not to exceed $250 in the case of a
single person and $300 in the case of a married person or head of a
family and applies only to salary or compensation received for active
service in the armed forces during the present war,  These exclusions
are in addition to the personal exemptions.

The House bill proposes to amend this provision by increasing the
exclusion from gross income in tho case of military and naval per-
sonnel, without distinction as to rank, with respeet te the compensa-
tion received during any taxable year for active service during the
present war,  The amount so excluded is not to oxceed the excess of
$3,600 over the personal oxemption claimed by the member of the
military or naval forces. If such member of the armed forces is
marricd and living with his spouse on the last day of the taxable year
and his spouse is not a member of the military or naval forces, the
amount of the exclusion is not to exceed the excess of $3,500 over the
personal exemption claimed by both the spouse and the member of
the military or naval forces. Thus, under this provision, the amount
of service pay which may he excluded from gross income in the case
of a married person is the same regardless of whether joint or separate
returns are ﬁ{ed and regardless of the property law of any State. The
amendment would apply with respect to all compensation received
after December 31, 1941, by a membor of the armed forces of the
United States for active servicoe in such forees, and is thus retroactive
to the year 1942,

Under another provision of the House bill, members of the armed
forces who die in active service are relieved from income taxes for the
taxable year in which falls the date of death, In addition, there is
abated all income taxes (including interest and additions to tax)
which are unpaid as of the date of death. If the amount of any such
liability which was unpaid as of the date of death is collocted subse-

uent to such date, provision is made that the amount so collected
shall be credited or refunded as an overpayment. This amendment
becomes effective with respect to members of the armed forces dying
in active service on or after December 7, 1941,

7. REVENUR EFFECTS UNDER THE THRED MAJOR BILLS

Tho 1942 tax liabilitics under present law aro estimated at $9,815,~
000,000 before giving effect to the sfccial provisions relating to the
armed forces and at $9,451,000,000 after giving eflect to these special

rovisions. The House bill would cancel $7,238,000,000. The Ruml~
arlson bill would cancel the entire $9,451,000,000 but would recoup
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through windfall provisions $1,133,000,000, resulting in a net cancela-
tion of $8,319,000,000 after giving offect to these special provisions.
The Ways and Means Committee bill would cancel $4,672,000,000.
Thus, of the 1942 liabilities there would remain only $2,214,000,000
under the House bill, $1,133,000,000 under the Ruml-Carlson bill
(this entire amount heing due to the special windfall provisions), and
$4,780,000,000 under the Ways and Means Committee bill,

Under the ouse bill the tentative estimates of incomo tax liabilitios
due in the fiscal year 1944 would not be appreciably different from the
income-tax liabilities due under the present law, The liabilities due
in each case would amount to approximately $13,000,000,000. The
increaso of over a half billion dollars in liabilities due in the fiscal year
1944 under the House bill as o result of subjocting the higher lovels of
income in 1943 and 1944 to current tax payment insofar ns the basic
linbility is concerned is offset for tho most part by the decrease in
liabilitics resulting from the relief for the armed forces,

Under the Ruml-Carlson bill the liabilitics due in the fiseal year
1044 ‘would amount to $15,263,000,000 and under the Ways and Means
Committee bill to $15,724,000,000 if no discounts are taken, and $18,-
623,000,000 if the maximum discounts aro taken. The larier collec~
tions under the Ways and Meens Committeo bill and the Ruml-
Carlson bill in that pacticular year are due in part to a doubling up
of certein liabilitics with respect to 1942 taxes and in part to a more
complete dependence of the liabilitics due in the fiscal year 1944 upon
the higher level of current income than under the House bill, since
under the House bill the liabilities with respect to the upper surtax
brackets are based upon the preceding yoar’s income.

In the fiscal yoars 1945 and 1946 the Ways and Mcans Committee
bill will continue to produce larger amounts of revenue than the other
two bills to the extent that the 1942 tax is not fully paid in 1944,
The revenue under the Ruml-Carlson bill and the House bill will be
equal in fiscal year 1945 if 19044 and 1945 incomes aro at the same
level as 1943 incomes. 1If the trend of income continues upward the
yield under the Ruml-Carlson bill will be somewhat higher than under
the Housoe bill since current collection applies to the whole tax in-
stoad of to the basic tax, which accounts for about throe-fourths of
the total. On the other hand, if income trends should turn down-
ward the Yield under the Ruml-Carlson bill would, for the same
reagon, be less than the yield under the House bill.

The estimated income-tax liabilities due during 1943 and the
amount of 1942 taxces canceled under the Ruml-Carlson bill are
given in exhibit 5§, Corresponding cstimates under the House bill
and the Ways and Means Committee bill are given in exhibits 6 and 7.

8. DISTRIBUTION OF FORGIVENESH

The three plans differ not only with respect to the aggregate
amount of tax forgiven but also with respect to the distribution of
forgiveness among the various income brackets, Superficially each
of tho three bills distributes its for%iveness on o uniform pattern,
The Ruml-Carlson bill forgives the whole tax from the lowest income
to the highest income. The House bill forgives the normal tax and
13 percent of surtax net income uniformly from top to bottom. The
Ways and Means Committee bill shifts the rates and exemptions
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from the 1942 levels to the 1941 levels for all taxpayers. Thus on
its face cach hill appears to apply its forgiveness on a uniform basis
for all taxpayers. .

This apparent uniformity, however, does not mean that in actual
operation cach of the three bills distributes the benefits of forgiveness
in an equitable manner. The relative distribution of forgiveness
among different income brackets differs widely undor the threo bills,
The assumption, which many people make, that uniform treatment is
afforded when the same percentage of tax is forgiven to all taxpayers,
fails to take account of several very important considerations,

A usual method of comparing the fairness of tax provisions is to
measure the distribution of tax burdens imposed among the various
income levels.,  On this basis of comparison, both the House bill and
the Ways and Means Committee l)ih distribute the remaining 1942
tax burden in the form of progressive tax rate schedule although they
differ as to exemptions and the pattern of the rete schedule. The
Ruml-Carlson bill, however, leaves no burden at all on 1942 income,
except as to the antiwindfall provisions, This pattern of burden is
obviously not equitable in a year of wartime income,

A second method of messuring the fairness of the distribution of tax
forgiveness is based on the amount of income which a taxpayer has
at his digposal to spend or to save--not income before taxes, but income
after pnyment of taxes.  The Federal inecome tax has been in operation
for 30 years.  During every year of that time the receipt by an indi-
vidual of a dollar of net income above exemptions has concurrently
created o tax linbility which must be subtracted to refleet the actual
income, It is this actual income after tax and not the income beforo
tax which is the proper standard for mensuring the effects of tax for-
giveness on persons in different income levels. Torgiveness adds
wealth to the taxpayer, or reduces his linbilities, which 1s in effect the
same thing. How do the amounts of the forgiveness under the three
bills compare with respeet to income remaining after the taxes which
are preseribed for 1942 by existing law?

The answer to this question may be seen in the following table
showing for the three bills the relation of the amount of the forgive-
ness Lo the incomo after tax,

That table is now set forth, and you will notice that it is in two
parts, one dealing with amounts and the other dealing with porcent-
ages, so that, as an instance, a $2,000 income receives $140 of forgive-
ness under the Ruml-Carlson bill, $140 of forgivencss undoer the
House bill, and only $100 under the Ways and Means Commitiee
bill. On the other hand, a $100,000 income recvives $64,060 of
forgiveness or cancelation under the Ruml-Carlson bill, $18,680 under
{‘)hl(i Iouse bill, and $11,357 under the Ways and Mceans Committee

ill.

Expressed in terms of percentage this means that & person veceiving
an inconme of $2,000, before personal exemption has forgiven 7% percent
of his income after tax under the Ruml-Carlson bill, whereas that
pereentage in the case of the $100,000 income is 178.2 percent,  That
rise in porcentage is not so extreme under the House bill, and is oven
Jess oxtreme under the Ways and Means Cominittee bill,

Senator Tarr. Mr, Paul, would you mind an interruption?

Mr, Pavr. No, indeed. :
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Senator Tarr. Take a person who has a $10,000 income, $5,000
from wages and $5,000 from property; under the bill that was passed
by the House, how would that be treated?

Mr, Pavrn. Well, he has his $5,000 from salary that is subjected to
withholding.

Senator Tavr, Beginning in 1944, what does he do?

Mr. Pavr. Ho has to file an estimate because his $5,000 income
from sources other than salary is greater than $100,

Scnator Tarr. Yes.

Mr. PavL. So, therefore, he has a substential income outside of a
salary, and he files an estimato,

Senator Tarr, At the end of 1944 he files a return for the year 19447

Mr, Pavr. He files a return on March 15 which attempts to esti-
mate his income for the year, He does that on March 15. Now, if
his estimate turns out to be, in his opinion, too high he revises it on
the next date, June, or September, or December, he revises it down-
ward, or he may revise it upward. The objective is to get him to
make an cstimate which is within 80 percent accurate, and if he goes
wrong by, say, 10 or 12 percent, no penalty attaches to him.

Senator Tawr, The 20 percent of it, or whatever it is, is deducted
from the $5,000 salary during the year 1944, and is applied to what?
Is applied to his 1944 return?

l\ﬁ-. Pavr. T am not sure that I understand the question,

Senator Tarr. I do not understand how the other $5,000 works.

Mr. Pavr. He imys the basic tax on that.

Senator Tarr. For the previous year?

Mr. Pavr. No; he is paying it for the current year. That is way
he is estimating in March ot the current year what his whole income
will be for the entire year. That is why we have to put in provisions
for correction of that estimate which may be wrong when made as
carly as March. He pays in quarterly installments the tax on an
estimated income.

Senator TarT. Is he on a current basis, or isn’t he? That is what
I, want to know.

Mr. Pauvr. He is on a current basis.

Senator Tarr. How does he get on a current basis? By paying 2
years’ taxes in 1 year?

Mr. Pavr. Noj; not under the House bill, He only pays the basic
liability of 20 percent. Heo is on a current basis if his income for the
year does not cxceed the first surtax bracket. That is true of most
taxpayers.

Scenator Tarr. 1 am taking the taxpayer above $10,000.

Mr. Pavui. He would not be on & current basis with respect to his
Liability above the basic-surtax liability.

Senator Tarr. I understand the other two bills clearly enough, but
T do not understand the House bill.

Senator BargrLey. In the case mentioned by the Senator from Ohio,
a man with net income of $10,000, $5,000 salary and $5,000 other
income, he makes his return and, of course, he estimates, we will say,
that that is his income for 1944. As far as the $5,000 salary is con-
cerned, he does not have to fool around about that because that is
going to be collected aniflhow at the source.

r. PavL. That is right.
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Senator BArgLEY. As far as the other $5,000 is concerned, he esti-
mates his income will be that and he pays currently on that estimate,
subject to any readjustment, I presume, during the balance of the year
if it turns out that he has overestimated or underestimated as far as
that $5,000 is concerned; is that correct?

Mr. Pavir. Yes. Let me go right through that situation on that

articular case and we will perhaps get that perfectly clear. This man
has a $5,000 salary that is subject to collection at the source at 20 per-
cent. e estimates in March that he will have a $5,000 income from
sources other than salary, he makes that estimate in March and quar-
terly through the year he pays 20 percent on that.

Senator Tarr. What happens to his previous yoar's tax? Is it
forgiven?

Mr, Pavr. The previous year's tax is not forgiven. It is paid right
along as under the present law. TFor instance, his tax for 1943, if it
is above the basie liability, will be paid in 1944, but his 1944 taxes
above the basic lability will not be paid until 1945.

Senator Tarr. Then, in 1944, on his estimated carnings, he does not
pay on the $5,000 that he estimates?

Mr. Pavr. He does not pay the full tax; he pays the basic tax
on that income, and the following year he pays the additional over the
20 percent.  In other words, the taxpayer is 1 year bebind, as under
the present law, with respect to all bis tax above his basic tax.

Scnator VANDENBERG. You are speaking about the House bill?

Mr. Paur. Yes.

Senator Tarr. So, in 1944, in the first place he pays the amount
withheld; in the second place he pays 20 pereent of his 1944 income
over and above the $5,000 in salaries; and in the third place he pays
the previous year's tax on the excess over the basic surtax income.

Mr. Pavur. That is right. Tf he had a higher income beyond tho
range of the basic surtax for the year before he would be paying in
1944 his tax on that cxcess 1943 income,

Senator Tarr. He is paying on three different caleulations. The
first is paid for him through withbolding, the sccond he is paying
part, of his 1944 tax, and the third he is paying part of his 1943 taxes;
18 that right?

Mr., Pavr. That is right.

Senator BArRgLEY. He does not pay it all in that year, though
It is spread over 3 years.

Mr. Pavn. Not under the House bill. Under the House bill, as
Scnator Taft says, he pays the three blocks of taxes. Assuming he
had tax liability in 1943 over the basic liability, he has a balance
of tax for that ycar to pay, and he pays that in 1944. He has 20
percent collected at the source on his $5,000 salary, and he pays 20
percent on his $5,000 other income, but he does not pay in 1944 any
tax for that year wbove the basic tax liability.

Senator VAnpensing. Now, what happens to him under the
Ruml-Carlson bill?

Mr. Pavr. Under the Ruml-Carlson bill the principal difference
is that he would be paying the full amount of his current tax in the
current year. The Ruml-Carlson bill, subject to this windfall limita-
tion, would be forgiving entircly his 1942 tax liability, and then in
1943 and in subsequent years he would be paying the tax collected
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at the source and he would be paying on the full $10,000, his current
liability. He does not carry over, under the Ruml-Carlson bill, his
excess liability over the basic surtax for the following year.

Benator VANDENBERG. It is a considerably simpler computation.

Mzr. Pavur. 1 would not rush to that conclusion.

Senator VANDENDBERG. I don’t want you to rush.

Mr. Pavn. T have been rushing lately quite a good deal.

This requirement of taking taxpayers over to the next year with
respect to the amount of tax above the basic liability, applics, you
realize, only to a limited number of taxpayers. T gave the percentage.
It is 4,000,000 out of the 44,000,000 taxpaycrs cstimated for 1943,

Senator Lopar. They are both the same, so far as overestimates,
underestimates are concerned; both provisions are the same amount?

Mr., Pavur., That is right. The {)rincipal difference between the
Ruml-Carlson bill and the House bill is in this mattor of cancelation
for 1942 and the item I just mentioned, which is whether theroe is any
carry-over of tax payment to the following year with respect to the
amount above the basic surtax rate.

Senator Tarr, In the House bill, in figuring your current tax, do
you have to figure according to a table of exemptions again as to
what you pay on the excess income, or do you just pay 20 percent
only on the $5,000?

Mr. Pavr. That is right. The House bill collects currently only
the basic tax of 20 percent, ieaving all exceds tax over that to be
paid as under the present law the following year.

(The table referred to by Mr, Paul (Tr. p. 21), is as follows:)

Awmount forgiven under~
lncom% fnx, I
. | present law Ncome
Net lneomeeger(tvganpemml % | (ngrried pert- altor Ways and
D son, no de- tax Ruml-Carl- House cans

pendents) son bill bill Contx)llr]l]nwe
$140 $1,860 $140 $140 $100
324 2,076 324 324 192
y 740 388
2,152 7,848 2,152 J,614 860
9, 220 16, 780 9, 220 4,437 2,300
64, 060 35, 840 64, 060 18, 6%0 11,367
864, 000 146, 060 854,000 189,760 121,128

Amount forglven as percont of income
© after tax under—

Income after
Net income before peraonal exomption tax Rumh Ot Ways and
~ i ©ANg
son bill | Houso bill Coxrtn)xirﬁltm

Pmmg, Percent e Pereent

3] 7 5.4

2,876 2.1 12,1 7.2
4, b4 1.8 16.2 9.1
7,848 2.4 20.8 1.0
18,780 58.4 2.1 18.2
35,940 178,2 52.0 81.6
140,000 584.9 130.0 83.0
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~ Mr. PauL. From the above table, it is clear that while all three bills
are more generous to the higher income groups than to lower income
groups, the Ruml-Carlson plan is much more extreme in this cffect.
This may be perhaps clearer from the following illustrations:

A person with an income before taxes of $2,000 whose actual income
after taxes is $1,860, under the Ruml-Carlson bill, would have $140
added to his $1,860, or slightly less than 4 weeks’ actual income,

A person with $5,000 income hefore taxes whose actual income after
taxces is $4,254 would have $746 added by the Ruml-Carlson bill, or
slightly less than 9 weeks’ actualincome.

The person with $10,000 income before taxes whose actusl income
after taxes is $7,848 would have $2,152 added, or nearly 14 weeks’
actual income, .

The persop with $50,000 income before taxes whose actual income
after taxes:i§ $24,672 would have $25,328 added, or a little more than
one year's actual income. : -

TKe person with $100,000 income beforé taxes whose actual income
after taxes is $35,940 would-have $84,060 addod, or about 20 months’
actual income. ‘ X

" The. person with $1,000,000 before taxes whose actual income
after taxes is $146,000 wéu%d have $854,000 added, or about 6 years’
actual income, g Qo . §

Thus, the Ruml-Carlson plan:would add actual income ranging
from 4 weeks for the $2;0D0 man o 6-yénrs for the million-dollar man.

Scnator Lovar. Added to what, Mr, Paul? '

Mr. Pavr. Added'to his'wealth; added 1o-his assets.

Senator Lopar. Given frori- whom to whom?

Mr. Pavr. I said a little whilp ago, $enator, under any plan of tax
forgiveness or cancelatiofl, whichever ome it.i€, when a tax is forgiven
or cancoled.the persofi-has that much added to his wenlth, and I say
that in these terms he does nét owe that money, he does not owe the
money he formerly owed. Remission of o debt is just as much
addition to wealth gs any other type of additipn-to wenlth.

Senator Lopan. Hew do you figure the.debt is remitted?

Mr. Pavr. It is under all these pland.” A cortain amount is remitted
or canceled. I am now addressing myself only to the question of how
much is remitted and the relationship that bears to the income after
taxes in the year of remission.

Senator Lopar. It is a question of philosophy. After the First
World War there was o program for reducing taxes, a legislative
program. Would that have constituted remission in your judgment?

Mr. Pavr. As I remember, that was in 1924, .

‘Senator Lovar. Yes,

Mr. Paur. It related to the year previous to the year of enactment.
I suppose that would be a remission comparable to what we have now.

Sonator Lobae. Any legislative changoe in tax legislation, unless it is
an upward change, is a remission of dobt; is that it?

Mr. Paur. If you are applying it to a year where the income has
been earned and the tax hability has therefore acerued.
t’h‘Somat,or Lobeu. That does not explain the construction on the

ing. .

Mr, Pavwn. It would not be remission if you reduced the taxes next
year, because nothing has acerued yet,.

[T —
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Senator Barkrey. Is not the theory of all these bills that the
remission goes out entirely, that is, after you get over the hump for
1042 taxcs, you get on a current basis and there isn’t any further
remission.

Mr. Pavur. That is right. The remission is related to 1 year, 1942,

Senator BavkrLuy. When you get rid of that then there is not any
further remission through the years that are to come.

Mz, Pavrn. That is right.

Senator Cuark. It all depends on what is the remission period.

Mr. Pavur. That is right.  The whole controversy related to remis-
sion for 1 year, The rest stayed the same, for all {)urposcs of dis-
cussion here. The rest which stayed the same would apply to the
income of the current year instead of being collected on the basis of a
previous year’s income. Weo are not talking about anything more than
1 year’s cancelation of all or a part of the liability for that year. Itis
all a matter of remission, as you see.

Senator VanpunsERG, When you speak of these remissions adding
to wealth, you are talking about bookkeeping wealth, you are not
talking about expendable wealth?

Mr. Pavin. I am talking about very real expendable wealth, Senator
Vaundenberg. ,

Senator VanpeNBERG. I do not see how,

Senator Connarry., What you mean is the tax has already accrued
as an asset to the Government, and if you forgive it it transfers the
asset over to the taxpayer.

Mr. Pavr. That is taking it in the real sense of the term, Senator.
You can call it an asset or not call it an assct in the bookkeeping sense,
In the bookkeeping sense, it is not on the Government’s books until
March 15, but I agree with you in every real sense it has completely
accrued. When you remit all or a portion of that asset, or cancel
that asset, it is not a bookkeeping transaction, it is & very real trans-
action, and the person who reccives the remission has that much
money added to his wealth.

Senator ConnavrLy. 1f 2 man owes me $100 and T tell him he need
not pay it, that adds to his wealth, and it is comparable with the
situation we have here?

Mr. Pavn. Yes.

Senator VANDENBERG. I do not think that is comparable. I am
paying so much in taxes this year, and this yvear I have not done
unts\r/]thing, 80 what good is that wealth that you have added?

r. Pavr. It is true on a reccipts basis or cash basis you are
going to pay your next year's taxes and you will take just as much
money out of your pocket and pay it to the Government, I agree with

ou completely there; but if you talk about how much money vou

ave, how much wealth you have, you are better off, Senator Van-
denberg, to the extent that you have been relieved of a tax liability
which otherwise you would have to pay. ,

T want to make this point clear in addition: This is & very real
point, If you reserve the taxes, as a great many people do, and
unfortunately not all people do, then you can take that money that
you have in the bank with which to pay the taxes and you can 'spend
it, you can do anything you please with it. :
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Senator Tarr, You need it next year just the same as you need it
now, even if you put it on a current basis. I never save for next
year's taxes anyway, but any man who did save for next year’s taxes
would still have to save for the current year's taxes.,

Mr. Pavr. He would have the money, as he went along, with which
to 4)&37 the current year’s taxes,

Senator Tarr. Not one bit more than he does today.

Senator Vanpunpera. It looks to me like the only satisfaction T
am going to get in surveying the increased wealth you will give mo
is Lo read your speech, because I don’t find it any place clse.

Scnator Tarr. If you did not pay and you died, would your estato
be liable for it?

Mr. Paur. There is not any question about that. You do not pay
that money in the form of cstate taxes, that is, all of it. The estate
tax does not recoup all of it.

S(lxriator Barkrey. None of us want to die in order to increase our
wealth.

Senator Tarr. Why don’t you pay it in the estate tax?

Mr. Pavr. Because the estate tax is very much lower.

Scnator Tarr. Yes, but you pay a substantial part in increased
estate taxes.

Mr. Pavr. T think the word “increased’” there is a pretty sub-
stantial word, Senator Taft. Your estate tax rates, when you get to
vigry high estates, may recoup a substantial part, but by no means all
of it.

A great many people’s taxes would never be recouped at all; they
would have a $60,000 exemption, and, in addition, a great many people
will not have that money at the time they die.

Scenator Tarr, The very people that are held up here as examples
are paying the higher estate taxes.

Mr. Paur. Those rates are not anywhere near adequate.

Senator Tarr. 1t is not all, but it is a substantial part of it.

Mr. Pavur. Of course, they have the opportunity between now and
their death to make gifts and remove that property from their estate.

Scenator VANDENBERG., Are you going to indicate before you get
through, Mr. Paul, which one of these three plans the Treasury De-
partment recommends?

Mr, Pavrn. Yes; 1 think so, at the very end.

Senator VANDENBERG. All 1ight; I don’t want to rush you,

. IV{I‘. PavuL. That is very kind of you, after working the way I have
ately.

A)tr,hird measure of the fairness of tax forgiveness is the comparison
of the amounts of forgiveness with the amounts of tax increases which
have been imposed to finance the defense and war efforts.  These in-
creases were contained in the Revenuo Acts of 1940, 1941, and 1942,
They were intonded to impose fair and equitable wartime tax increases
according to the judgment of Congress. What portion of these in-
creases would be wiped out by tax forgiveness under the three bills at
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various levels of income? The answer to this question is seen in the
following table for a few income levels:

m Amount forgiven as percent of tax
flg’& ciglg;r;gsg; increnses undor—
Net income before personal exempiion m{ﬁw"‘ﬁ&“ for -
marrled person,) Rumt Houso I\Mﬁ"{f gﬂ‘}m
nodependents plan hilt mittee bill
$182 76.9 0.9 56.0
460 69, 1 69,1 40.9
991 76.3 9.7 89.2
2,740 8.5 63,9 3.4
12, 460 74.0 3b.0 19.2.
32, 838 102.0 20.7 18.1
7006 310.8 701 5.4

From the above table, it is scen that in terms of taxes imposed for
the war effort, the Ruml-Carlson bill would wipoe out the whole increase
as of January 1, 1943, for taxpayers with incomes of over $100,000,
and at the $1,000,000 level would confer additional benefits amounting
to nearly $600,000. The other two bills avoid canceling a greater
amount than the wartime tax increases, with respect to all taxpayers.

A fourth measure of the fairness of distributing forgiveness relates
to the problem of increased taxes to finance the war. In the January
1943 Budget message, the President asked for “not less than $16,000,-
000,000 of additional funds by taxation, savings, or both.” In
whatever form additional taxes are imposed, it is inevitable that by
and large the increases will fall proportionately most heavily on the
lower and middle incomes since it is not feasible to raise the rates on
the higher incomes proportionally. The increased taxes will apply to
periods subsequent to 1942. If 1942 taxes are to be forgiven for the
gurpose of getting the great mass of our axpayers on a pay-as-you-go

asis, it would seem obvious justice that insofar as possible those who
benefit by the forgiveness should be subject at least to an equal
amount of additional burdens. It would be grossly inequitable to
forgive taxes to income groups on whom future tax increases cannot
be imposed and then to impose heavy tax increases on other income

oups.
ng{’th respect to the possibilitly of reimgosing the canccled taxes on
the same income levels, the following table shows the effective rates
of tax increase which would have io be applied to selected net incomes
under each plan to recoup over a 3-year period the tax forgiven on
those amounts of income: .

SIDD e

,.
];.fa'{’f: lov}o Effective tax rato increase necessary to
{ncome and recoup canceled taxes at same income
net Vietory levels over a 3-year period
Net income before personal exemption tax lahility
present hw; s Ways and
m',r'ﬁ\':m“ﬁf% “‘;{,’,‘,“ﬁﬂﬂ' House bill | Means Com-
d epend'oms mittee hill
Percent Percent Percent Percent
0.4 . 2.3 2.3 1
13.8 3.6 3.6 2,
17.9 5.0 4.6 2.
24.7 7.2 6.4 2.
8.6 21.4 6.2 a
80.9 28.6 6.3 4,
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From the above table, it is apparent that the effective rates neces-
sary under the Ruml-Carlson bill necessary to offset the forgiven
taxes by rate increases applied over 3 years would exceed 100 percent
for the higher income brackets. The bracket rates of tax would have
to be cven higher.

Senator Tarr. The Ways and Means Committee bill, that is recom-
mended by the Treasury, did that too. There is no difference,

Mr. Pavrn. That is an entirely different point that you have in
mind. It is true that under the Ways and Means Committee bill,
subject to a relief measure that was considered by the committee, the
payments in any one year would arise above 100 pereent of that par-
ticular year’s income, but this is an entirely different point, Senator
Taft. This goes to the point of whether you can impose an increase
in taxes on the sume people whose taxes are forgiven.  This discussion
does not refer to payment in any particular year.

In thelight of these ficts, whatever other objections may be brought
dgainst the House bill and the Ways and Means Committee bill,
these bills cannot properly be criticized as distributing 1942 tax for-

ivencss less uniformly and less fairly among taxpayers than the

uml-Carlson bill. On the contrary they are much more equituble
in their distribution-of forgiveniess than the Ruml-Carlson bill, which
would result in a substantial redistribution of income in the direction
of the higher income levels.

9. SUMMARY

With respect to the collection at tho source and the current tax-
payment provisions, the Treasury belioves there is little room for
«choice botween the three major bills. All three provide for the
fundamental change in tax-payment methods which is necessary in
our tax law. While the House bill does not place the higher surtax
bracket incomes on a fully current basis, it must be recognized that
the taxpayets in these brackets are best able to provide in advance for
taxes. ' C

Any chnice between the three bills must, therefore, be based pri-
marily upon the treatment provided with respect to the 1942 tax
liability. Insofar as the distribution of forgiveness is concerned, the
Treasury Department believes that both the Ways and Means Com-
mittce bill and the House bill disjaibute the cancelation of the 1942
tax on a reasonably equitable and fair basis. However, the smaller
amount of cancelation under the Ways and Mecans Committee bill
resulls in a substantial increase in the revenue collections in the next
few ycars at a time when such an increase is vitally necessary. The
Treasury therefore belicves that the Ways and Means Committee bill
posscsses a defiite advantage over the House bill.  With respect to
the Ruml-Carlson bill, as has already been irdicated, the distribution
of forgiveness is thoroughly incquitable and unfair. While this bill
would produce some additional revenue in the fiscal year 1044, this
-aspect 18 more than offset by the factor of inequitable treatment of the
1942 tax. The Treasury therefore believes that the Ruml-Carlson
bill is definitely inferior to both the Ways and Means Committee
bill and the House bill.

Finally, I should like to emphasize an aspeet of which your com-
mittee is fully aware, as indicated by the promptness with which these
hearings have been commenced. This is the importance of prompt
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action in order to permit current collection to start by July 1 of this
year. The Burcau of Internal Revenue has already taken prelimi-
nary steps to prepare for speedy inauguration of the current collec-
tion system should the Congress complete its action by May 15. I
think it is vitally important both from the standpoint of the Laxpayer
and the standpoint of the Government to have collection at source
under way by July 1. I therefore hope that the committee will take
action on this bill in time to permit accomplishment of this objective.
(The exhibits submitted by Mr. Paul are as follows:)

Exuisir L—Amounts of individual net income tax and effective rates of tax for 1942
under (1) present law, (2) Ruml-Carlson bill, (3) House bill, and (4) ays and
Means Commiltee bill, at selected levels of net income

MARRIED PERSON-—NO DEPENDENTS

T'ax on 1042 incomo Effective rates
Net income hefore w. -

s und Waysand

personal exemption | prosent | Ruml- l, Means orogont] UMD | 110use | Means

law  |Carlson bitt{House ki, gen e o W law C“gnl’i“" bill | Commit-

bill tee bill

Percent| Percent| Percent| Percent
$48 2 -
103 8.7 2
140 7.0 2.0
232 9.3 ]. - 3.4
324 b . 10.8 . PO 4.4
532 13.3 0.6 5.9
740 4.9 11 7.2
992 16.6 2.0 8.4
1,532 19.2 3.6 10.8
2,152 21,5 5.4 12.9
4,052 27.0 | 10.1 18.0
6,452 32,3 1. 14.8 22,9
9,220 30.9 |. 19.1 27.3
25,328 50.7 32.3 40.8
64, 060 .1 45.4 52.7
414,000 82.8 63.9 69,1
854, 000 064, 260 732 874 85.4 0.4 73.3
.14,374,000 |. 3,423,030 | 3,922,844 87.5 08.5 78.8

1 Maximum earned net Income assumed.
Treasury Department, Divislon of Tax Research,
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Exumsrr 2.—Amounts and percents of 1942 tax canceled under Ruml-Carlson
bill, House bill, and Ways and Means Commitiee bill at selected levels of net

tncome
MARRIED PERSON-NO DEPENDENTS

Amount of 1942 tax canceled Pereent of 1942 tax canceled

Net income before personal {1042 income W ,
ays and . 'Waysand
exemptiont tax Ruml-Carl-{ House | Moans L]‘“rl'l’?(}n House | Means
son bill bill Sommittee| A bill | Commit-
bill tee bill

Percent | Percent| FPercent

40,

.0

.0

$50.000 . 10.8
0,000 18, 600 17.7
0,000 3 414, 000 04,710 16.6
$1,000,000. 854,000 854,000 | 189, 760 114 . . 14.2
$5,000,000 4,374,000 | 4,374,000 | 950,070 451,166 100.0 21.7 10.3

1 Maximum earned net income assitmod.
Trensury Department, Division of Tax Rescarch.

"Exwisrr 3.—Income and net Victory tax pa;;ments due in calendar year 1944, and
ecgfectiva rates under the Ruml-Carlson bill, Iouse bill, and Ways and Means
iitee bill at selected levels of net income t

MARRIED PERSON—NO DEPENDENTS
TAX PAYMENTS DUE

Under the Ways and Means
Under both Committeo bill
the Ruml-
Net income before personal exemption 3 Cnrlslog‘ hill o .
and the -percon
House bill 110 discount| gie05unt ig
is taken takon
$1,20 $21 $21 $21
$1,500 70 79
g‘ A8 144 161 166
2, 188 201 226
$2,60( 207 320 318
406 449 529
)0 047 720 869
8f 1,013 1,231
1,173 1,341 1,648
1,780 2,007 2, 689
2,467 2,898 3,681
4,633 b, 435 7,076
g 1000 <o eane 7,100 8, 027 11,406
25 10,036 12,310 16, 450
27,078 33,873 46, 244
@8, 63 80, 152 118,125
500,000 - 440, 747 566, 878 )
1,000,000 e cneenanne - e 4899, 000 1, 143, 201 1, £87, 902
,000,000. - PO 4 4, 469,000 5,808, 616 8,186,473

1 Not incomo for 1942, 1943, and 1044 assumed to bosame. For Victory tax purposes, gross income assumed
to be ten-ninths of net income. Net Vietory tax is used on assumption that taxpayor receives current benefit
of post-war eredit, .

$ Maximum carned net incomo assumed.

8 Under the Ways and Mcans Committee bill a discount of 6 percent is allowed if the entire amount of the
roduced tax for 1942 is paid on or before March 16, 1944.

+Taking into account maximum effective rate limitation of 90 percent on combined net
incomze and Victory tax.

o
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Exmpir 3.—Income and net Victory tax payments due in calendar year 1944, and
céﬂ'eclz've rates wnder the Ruml-Carlson bill, House Will, and Ways and Means
‘ommitiee bill at selected levels of net income~—Continued

BErFFECTIVE RATES

T nder the Ways and Means
Undor both Comumitteo bill
the Rumnl-
Net income before personal exemption Carlson bl
and the It 1o discount If G-percent
House bill o discount is
e taken
Peycent Percent Percent
1.8 1.8 L8
5.3 6.8 5.3
8.0 8.4 9.2
9.4 0.1 1,
11.0 13.0 15,
13.5 15.0 17,
16.2 18.2 21
1.9 20.3 24.6
10,6 22.4 27.5
22,8 25,8 32,4
4.7 20,0 30.8
30.2 36,2 47,2
36.5 43.1 b7.0
40.1 49,2 65,
54,2 a7.7 112,
08.6 80.2 us,
h! 88.1 11L2 163,
1,000,000 480.0 114.3 168,
$6,000,000. - 490.0 1160.1 103.7

"T'roasury Department, Division of Tax Research., May §, 1043,
4 Taking into account maximum effective rate limitation of 90 percent on combined net incomoand Victory
.

Exmprr 4.—Approzimate distribution of tncome recipients by percentage of total
liabilities discharged currently under the House bull

{Calendar year 1943]

Number | Percent- ﬁ‘:.g‘“é{,” Maximum
of taxable | ageofall | 17600k, | amount
Porcentago of total Hability discharged currently incomo re- | taxable hio | Of tax not

cirients income re~ ?zlllcfr%g rE discharged
(miltions) | eipfents | Topnionge | ourrently

7 .8
2 9.0 08.4 90
.3 N 69.1 650
¥ .3 4 00.8 4, 200
.1 2 100.0 115,000
. 002 004 100.0 {.veannnnnan N
7Y P SR 43.8 1000 |oceeeme e

Exmsir §

Estimated income-tax liabilities due under the Carlson amendment, as amended,
to H. R. 2670 as voted on in the House of Representatives May 4, 1943, which
would—

(1) Remit to all taxpayers the net income-tax liabilities on calendar year 1942
income as modified in provision (2). .

(2) Allow any member of the armed forces in active service an exclusion from
bage pay received after December 31, 1941, equal to the excess of $3,600 over the
personal exemption claimed by such member (and by his spouse if such member is
married and living with his spouse on the last day of the taxable year, and such
spouse is not entitled to the hencfit of this allowance).

(3) By June 15, 1943, réquire payment of at least one-half of proposed net
income-tax liabilities on income of the calendac year 1942, to be treated as pay-
ments toward income-tax liabilities on calendar year 1943 ingome.
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(4) Withhold after June 30, 1943, from salaries and wages in excess of the with-
bolding allowance (110 percent of the personal exemption and dependent credit)
at a rate of 17 percent; and in addition, withhold from salaries and wages in excess
of an annual race of $624 at a rate of 3 pereent, in licu of the 5-percent Vietory tax
now withheld on salaries and wages,

(5) For those taxpayers whose calendar year 1942 and calendar year 1943 surtax
net inecomes execed calendar year 1940 surtax net income by more than $5,000,
compute an additional ealendar year 1043 tax liability as follows: From the smaller
of the surtax net income of the ealendar years 1942 and 1943, deduet the sum of
85,000 pius the calendar year 1940 surtax net income.  The additional tax is the
sum of 6 pereent of such difference plus the rurtax computed on such difference at
present law rates, aud is dae by December 15, 1943,

(6) For those taxpayers whose present-law calendar year 1942 net income-iax
lahility ix both greater than $1,050 and greaier than the calendar year 1043 tax
liahility, add to present-law calendar year 1943 net income-tax lHabilitios the smaller
of the excesses of present-law calendar year 1942 net income-tax liabilitics over
(¢) $1.050 or (b) present-law calendar year 1913 net income-tax liabilities, This
additional tax is due by December 15, 1943,

(7) Require that total proposed tax liabilitics (comprising the proposed net,
Victory tax and the proposed net income tax but excluding the two additional
taxes deseribed in provisions (5) and (6)) on incomes of the calendar years 1943
and subsequent years be paid currently.  Quarterly payments are required on
September 15 and December 15, 1943, to discharge such part of the proposed tax
liahilities on income of the calendar year 1943 required to be paid currently as is
not withheld during the calendar year 1943 or discharged by payments prior to
June 15, 1943. Quarterly payments are required in subsequent years in such
amounts that, together with the amounts withheld, tax liabilities will be paid
currently,

Estimated income tax liabilities due: ! Million dollars
Last 6 months of fiscal yoar 1943 .. oo oo acan 5,277. 7
First 6 months of fiscal year 1944 8,383, 3
Last 6 months of fiscal year 1944. ... ... S 6, 879. 8

Total, 18 months, Jan, 1, 1943, to June 30, 1944 20, 540. 8
Calendar year 1943 . .. v oo oo eenn- 13,6610
Fiscal year 1944 .o covmmnnn e e d o ——— e ——— 15, 263. 1

Reconcilintion of total proposed income tax liabilities, 18 months,

Jan. 1, 1943, to June 30, 1944, with total tax liabilities under present
law on incomes of the calendar years 1942, 1943, and 1944:
Total income tax liabilitics, 18-month period, Jan. 1, 1943, to June

B0, 1944 . e 20, 540. 8
Amount withheld but not received until after June 30, 1944 (3

months’ withholding) - .. ... ... 1,462. 6
Proposed net income tax and Victory tax liabilities through Dee. 31,

1944, not withheld or paid through Junc 30, 1944 .. _______.___ 6, 957. 0
Reduction proposed in tax liabilities of {he armed forees on incomes

of the calendar years 1942, 1043, and 1944 2 .. ... _..._. 1,967. 7
Proposed net income tax liabilities remitted in addition to the

special exclusion allowed to the armed forees.... .o ..oooou oo 9,451. 3

Elimination of additions to 1943 net income-tax liabilities—
“Windfall provision”..
“Excess-profits tax’ ... ..

Total tax liabilities under present law on income of the cal-

endar years 1942, 1943, and 1944. ... ... . ... 39, 246. 6
Total tax liabilities under Carlson proposal on income of the
calendar years 1942, 1943, and 1944 .. ... ... 28, 960. 4

1 Total taxable income for a calendar year is assumed to be distributed equally among the 4 quarters of
the year, Calendar year 1044 income has not been , but has been ¢ to be the saine as forecast
for calendat year 1943,

2 The loss with respect to tax liabilities on income of the cnlendar year 1944 should be somewhat greater,
but has been assumed to be the same as on income of the calendar year 1943, Calondar year 1942 and calen.
dar year 1943 net income tax llabilitics are reduced by $363.9 miillons and $670.1 millions, respectively.
Calendar 1943 net Victory tax liabllitics are reduced by $131.8 miliions.

Norte.~Flgures are rounded and will not ily add to totals,

Bourvw: Treasury Department, Division of Research and Statistics, May 5, 1843,
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ExmiBir 6

Estimated incon.e-tax liabilities 1 dne under 11, R, 2570 as passed by the House
of Representatives on May 4, 1943: The estimates assume that I, R, 2570 would:

(1) Remit the basie tax liabilities on income of the calendar year 1942 (normal
tax plus 13 percent of entire surtax net income).?

(2) Allow any member of the armed forees in active service an exclusion from
base par received after December 31, 1941, equal to the excess of $3,500 over the
personal exemption claimed by such member (and by his spouse if such member is
married and living with his spouse on the last day of the taxable year, and such
spouse is not entitled to the benefit of this allowance).

(3) By Junc 15,1943, require payment of at Jeast one-half of proposed net incorne
tax lia;gilgties (prior tu remission of basie tax liabilitics) on income of the calendar
year 3

(4) Withhold after June 30, 1943, from salaries and wages in excess of the with-
helding allowaunce (110 pereent of the personal exemption and dependent credit)
at a rate of 17 pereent; and in addition withhold from salaries and wages in excoss
of an annual rate of $624 at & rate of 3 percent, in lieu of the § percent Victory
tax now withheld on snlaries and wagos,

(5) In case gross income from sources other than salaries and wages can reason-
ably be expected to exceed $100 for the eurrent calendar year, require certain cur~
rent payments to be applied toward basic tax liabilities and net Victory tax liabil-
ities not withheld at source2 Suech current payments are equal to 20 percent of
the excess of estimated net income over the larger of (@) estimated sslaries and
wages or (b) personal exemption plus dependent eredit.

6) Re(}uim that any basic {ax liabilities or net Victory tax linbilities not paid
currently be paid by March 15 of the following year.2

(7) Require payments of “balance tax liabilitics” (the excess of total net income
tax liabilities over liabilities for basie tax 2 equal to normal tax plus 13 pereent
of entire surtax net income) to he collected as under present law; namely, in the
year following the calendar year in which the taxable income is received.

Estimated income-tax liabilities due: Million dollara
Last 6 monthg of fiscal yeur 1943 ..o nnacanes 5,277. 7
First 6 months of fiscal year 1944__ . 51025
Last 6 months of fiseal year 1944, .. oo naaeas 7,920. 3

Total, 18 months, Jan. 1, 1043, to June 30, 1944 ... ... ... 18, 300. 5
Calendar year 1943 . . .o y .- 10, 380. 2
Tiseal year 1944 . o cimme e 13,022. 8

1 Total taxable income for a calondar year {8 assumed to be distributed equally among the four quarters
of the year. Calendar year 1944 income has not been forecast, but has been assumed to bo the game as fore-
cast for calondar year 1943,

3 T'he bilt includes tho net Victory tax lability of the ealendar year 1943 and subsequent years ag a part
of basic tax Hability, For convenience in estimating, net Victory tax Habilities are treated separately.
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Reconciliation of total income-tax liabilities, 18 months, Jan. 1, 1943,
10 June 80, 1944, with total income-tax liabilitics under present law

on incomes of the calendar yoars 1942, 1943, and 1044: Miliion
'l'o‘ml4tax liabilities, 18 months period, Jan, 1, 1943, to June 30, . dolélug
e e e et e e 8, 300. 5

19
Amount withheld but not received until after June 30, 1944 (3
months’ withholding) -« ....... .......... [ 1,462. 6
Proposed tax liabilities through Dee. 31, 1944, not with-
held or paid through June 30, 1944:

Calendar year 1943 liabilities .. .. ... ... ... 1, 375. 6
Cualondar year 1944 liabilitios..oc ..o oo ouinn 8, 002, 3
Total 10,277. 9
Reduction proposed in tax liabilities of the armed forces on incomes
of the calendar years 1942, 1943, and 19443 ... ... 1,967, 7
Proposed calendar year 1942 basic tax labilities remitted in addi-
tion to the special exclusion allowed to the armed forees... ... 7,237.9
Total tax liabilities under present law on income of the 36-month
period, Jan, 1, 1942, to De¢, 31, 1944 . .. . ... 39, 246. 6
Total tax linbilivies under H, R. 25677 on income of the 36-month
period, Jan. 1,1942,to Dee, 31,1944 ... ... ... 30, 041. 0

3 The loss witn respect to tax liabilities on income of the ealendar yenr 1944 should be somewhat groater,
‘but hag been agsinmed to be the sime g on income of the calendar year 1943, Calendar year 1942 and ealen-
dar year 1943 net income tax liabll tles are reduced by 363.9 millions dollars and 670.1 million dollars,
respoctively, gn!on4glxr'yp§1r 1043 net Victory tax linbilities are reduced by 131.8 million dollors,

NoTE~~Figures are rounded and will not necessirily add to totals,
Bource: Treasucy Departmont, Division of Research and Statistics, May §, 1043,

Lxmsir 7

Estimated income tax liabilities ! due under H, R. 2570 as reported by the
‘Committee on Ways and Means, April 24, 1943, whicl: would:

(1) Remit to all taxpayers the difference between the net income tax liabilities
on calendar year 1942 incomes as modified in provision (2) and such liabilities
compuied under a rate schodule applied 1o calendar year 1942 tax linbilities which
approximates the yield derived by using the lower tax rates and the larger personal
oxemptions and dependent credit of the Revenue Act of 1941,

(2) Allow any member of the armed forces in active service an exclusion from
base pay roceived after December 31, 1941, equal to the excess of $3,500 over Lhe
{)crsonul exemption elaimed by sueh member (and by his spouse if such member

s married and living with his spouse on the last day of the taxable year and such
spousc _is not entivled to the benefit of this allowance).

(8) By June 15, 1943, require payment of at leasi one-half of proposed net
income-iax liabitivies on income of the enlendar year 1942,

(4) Withhold afwer Junc 30, 1943, from salaries and wages in excess of the
withholding allowance (110 pereent of the personal cxemption and dependent
crediiv) at a rate of 17 percent; and in addition withhold from salaries and wages
in excess of an annual rate of $624 at a rawe of 3 percent, in liew of the b percent
Victory tax now withheld on salaries and wages.

(5) Require the unremitted 1942 tax liabilivies 1o be paid over a period of
8 years, one-third being due by March 15 of each of the years 1944, 1945, and 1946.

()] Allow a discount of 6 pereent of the unremitted tax if paid in full by Mareh
15, 1944, and a discount of 2 pereent if paid in full by Mareh 15, 1045,

(7) Require that total proposed tax liabilities (including the net Victory tax)
on incomes of the ¢alendar years 1943 and subsequent years be paid currently.
Quarierly payments are required on Sepiember 15 and December 15, 1943, to
discharge such part of the proposed tax lisbilities on income of the calendar year
1943 as is not withheld during calendar year 1943 or discharged by payments

rior to June 15, 1943. Quarterly payments are required in subsequent years
in such amounts that, together-with the amounts withheld, tax liabilitios will be
paid currently. . '

1 Total taxable ineomo for a calondar year is assamed to he distributed cqually among the four quarters
of ‘the year, Calendar yoear 1044 {ncomo has not beon forocast, but hag been assutied to bo the samo ag
forecast for calendar yoar 1943,
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:.

Maximum dis-| Mo discounts
counts takon taken

Fsttmated income-tax Habilitios:
Last 6 months of flxen] year 1043
First 6 months of { year 194
Last 6 months of fiseal year 194

Total, 18 months, sz.l 1043, to June 30, 1044,
Catendar vear WS, Lo .
Fisond yenr 1014 .

Reconeilintion of total tax Hn)nmtm, i8 mmlth'«x Tan. 1, 1943, Lo Juno 30,
1941, with tolal-tax labilities under present Liw on ticomes uf tho cal-
cuvlm yours 1942, 1043, and 1941 —

Potal tux Habilities, 18 months pertod, Jun, 1, 1043, to Juno 30, 1044 | 24, 901, 000, 000 21, 001, 300, 000
Antount withlielid but not recefved untit nfter Juno 'KO 1944 (3 months

withtolding) oo Lo o ae il e il il 1, 462,,600, 000 1, 462, 660, 000

Proposed tax Habiiifies throtgh Dec, :1 1041, not withheld or pald

$5, 277, 700, 000 $5 277, 700, (00
» 7, 250, 500, 000 7,28 0 §00, 000
11 ’572 R[Ill ()()(J 8 473, 100, 000
N 2;!, 0()1,1)()0, ()00 21,001, 300, 000
12, 528, 200, 000 \" 528, zun 000
18, 623, 300, 000 16 2& 600, 000

through June 30, 1944 , [ 6, 057,000,000 | 10, 143, 500, 000
Reduetion proposed in ax Habilitfes of the armed forces on ingomes”
of the calendar years 1012, 1943, and 19442 1,967, 700, 000 1, 997, 700, 000
Pmpuswl culendar year 1942 net im-ununtux linbilities Femittod inad-
ditlon to the special exclusion allowed fo the armed forces ... 4, 671, 600, 000 4, 671, GO, 000
Digeount allowed for prepayment of unremitted tax unmnm-q on .
calendar yonr 142 neome oo iiiiiiiii ciiia 280, 800,000 §.coneen cimnaean
Potal tax liabilitles under present faw on’ tneome of the calondar
years 1942, 1043, and 1044 L. L. 30, 246,700,000 ) 30, 246, 700, 000
'mm tax Iluhllltics under H. R. 2670 on income of the culun(lur yours
142, 1043, and W08 oo 32, 320,600, 000 | 22, 607, 400, 000

-

1 'Phae Toss with respeet to tax Habilitles on income of tho ealendar year 1914 qhmxm be somewhat greator,
but has beon agsumed to bo the same a8 on income of the e¢alondar yoar

. Nork.~ Fizures are rounded and will not necessarily add to totls,
Source: I'reasury Deparsiiont, Division of Research and Statistics.

; Exumiprr 8,-—Estimated income Lox liabilities due under present law?
L !
4 {In milllons of doMars}
&
H
g
| Total 18
Last6 | Tirst6 Last 6
montha ot | months of | monthg of (Monthatan,
fiscal 1043 | fiscal 1044 | fiscal 1044 Ju’nosd,'w«ﬂ
i
Net income tax lability, calendar yoar 1042, ln quar-
torly payments 4,907.6 | 4,907.0 [oennemneo. 9,815, 2
k Net incone tax lability, ‘ealendar” yu\r 1043, i qunr- i N
terly pasyments . . I, " 5,0040 | 5,004.6
Preseiit law withholding ],,104,0 - 1,104,0 2,760,.0
March 1044 adjustment: N
Net Victory tax Hability, ealondar year
a0 2,720.5
2,208.0

hlmldknvsin 6XC055 Of Nob A ¥
Vietory tax Habillty ...... 740 0 X

Withholdlmm offset against not Vlcmry 8
tax Habllity . coneen e ~1 468,0

Not Victory tax lability of calendar year i )
1843 not pald In calendar vear 1043. . 1,268.5 | , ! n
Payment in first 6 months of calondar yem‘ 1044 of X |
16 of net Vietory tax lab(lity of calendar year 1043 |
not pald in calendar year 1043 .. ._.......... .. memesnnoneusfonsnnanansnn 620.3 620.3
Refund to those having exeess of Victory tax with- , ]
holdings over sum of net income tax plus net | b
Victory tax Hability . ..o iiinie. i (TR [N ~178.0'|
Toxeess of withholdines ovor net Vietory tox fa- | :
bility which is offset against not income tax lia- |, g
bility on income of ealendar year 1943.....

-176.0

P LAY -568,0
: 6,450.8. | 6,01L6 | 6,087.0 18,440.1

' 0 ll

1 Total taxable income for 8 calendar year I8 assumed to be disteibuted equally among the four quarters
of the yoar. Calendar year 1044 incorne has not been forecast, but has been assumed to be-the same-as-
forecast for calendac yoor 1043,
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Exuisir 8,.—Estimated tncome tax labilities due under present law-—Continued

Last 6 First 6 Yast 6 Total 18
montbs of | months of | months of "}?'l'mg ’J?(l)’-
figoal 1043 | fiscal 1944 | fiscal 1944 |y o 030, 1044

Reconciliation of total racelpts, 18 months, Jan. ¥, 1943,
£o June 30, 1944, with tota) tax Habilities under pregent
lf‘x)\dv on {ncomo of tho calendar years 1042, 1043, and

Vl'ctnry tax withheld but not recoived in the first |

6 months of calendar year 1944 ... ... ... K SRR NP R, 552.0
Vlcturi/ tax which will by withheld In Inst 6 months ]
ofealendar year 1944 ... ... ... . hieideimeeeiiien e 1,104.0

Vlczorf tax withholdinges in excess of not Vietory
4

tax Hability for enlendar yoar 1044.. .. . .. ... —740,0
Calendar your 1943 Victory tax lability not re.

colvod beforeJaly I, 1044 ... ... ... 620.3
Calendar year 1044 Victory ‘tax liabHity not dite |

ung 1046 ...l e e ... 1,268.5
Net incomo tax Habllity on calendar year 1943 In-

come not recolved before July 1, 194 4,004.6
Net income tax lability on calendar year 1044 in-

come not dueuntil 1946, .. ... ... .. . . 11, 089.2
Total tax labilities undor present law onincome

of the calondar yoars 1942, 1043, and 198 .. }oeeeenneeoicmemmceec o cciceans 39, 240.7

Bourco: ‘I'reasury Departmont, Divislon of Research and Statlstics.

Senator Vanpenserae, What is the dead line for legislation mechani-
cally? Around tho 15th of May?

Mr. Pauw. It is around the 15th, I would hate to say if you pass
the bill on the 16th we could not do it; there is a little flexibility, but
the 15th is going to make it a pretty hard job.

Tho CuairmAN, Are there any questions, gentlemen, that the
members of the commitice wish to ask?

Scnator BarkLuy. 1 would like to ask one question: Taking the
three bills over the fcriod of 3 years, we will say, from now, which one
of them would result in the largest amount of revenue being brought
into the Treasury? i

Mr. Paur. The Ways and Means Committee bill by o considerable
amount. The Ways and Means Committee bill would leave unfor-

iven $4,780,000,000. That is shown in exhibits 5, 6, and 7, Senator

arkley. The total tax liability under the Carlson proposal on
income of the calendar years 1942, 1943, and 1944, shown in exhibit 5,
is $28,960,400,000, or virtually $29,000,000,000. Exhibit 6 shows
the corresponding figure for H. R. 2570 as passed by the House. The
figure is $30,041,000,000.

Senator BarkLry. You have answered the question,

Mr, PavuL. The first figure under the Ruml-Carlson bill over that
Feriod would be practically $29,000,000,000; under the House bill a
ittle over $30,000,000,000, and under the committee bill, $32,607,-
400,000. So there is a difference of about $3,600,000,000 over the
Ruml-Carlson bill, :

Senator BArRkLEY. In percentages of forgiveness, rovghly speaking
the Ways and Means Committee bill forgave approximately 50 percent
of the 1942 taxes; the House bill as it ﬁassed, about 75 percent, and the
Ruml plan 100 1;;ercent. Is that right, roughly?

Mr. Pavr. Those are rough figures, and those are percentages of
aggregate. tax liabilities of all- taxpayers. It doés not affect the
question of distribution.
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Scnator Barkrry. Yes; I understand. -

Senator La Forrerre, I was just going to say, Mr. Paul, thatyour
statement, without criticizing it, scems to me to be somewhat in a
vacuum. I mean, you have made this whole statement without
making any reference to the possibility and the probability of an
increase in taxes. Does not that elter the situation, and is not that a
factor which must be taken into consideration? As e matter of fact,
have not we about, reached the saturation point on the upper brackets?
Isn’t it pretty clear that the impact of increased taxes is bound to
fall on the people in the middle and lower brackets?

Mr. Pavr, Well, I made that point, Senator La Follette, You
may have stepped out. Itisonpage 12 of my statement. 1 made that
point as hard as I could. I do not know whether you were in the:
room at that time.

Senator La ForLerrs, Perhaps I was not. i

Mr. Pavrn. T quite agree with you, That is one of the principal
tosts of what should be forgiven and how the forgiveness should be
distributed, because it certainly is perfectly clear you cannot raise
the upper bracket, raise it appreciably over what it 13 now. You can
raise rates appreciably only in the mddle and lower income brackets..

Senator La Forverre. Whether you raise it by inereased mcome:
taxes or whether you raise it by consumption taxes?

Mr. Pavr. That is immaterial,

Senator LA FoLuerre. However you do it, it is pretty clear is it
not, that increased tax burdens are going to fall not only on the
people that we have come to think of as in the lower brackets, but it
18 ﬁnng to full on the people in the middle brackets as well?

r. Pavr. It is very true that the middle brackets will suffer by
the adoption of the Ruml-Carlson plan, not only the lower but the
middle brackets, for the reason that no substantial additional taxes
can be impased in the higher brackets, but substantial additional
taxes can be imposed in the middle brackets.

Senator La FoLrerre, If they are not raised by income taxes they
will be taken out in the form of consumption or other taxes? -

Mr. PavL. Yes. For the purpose of this discussion, it is perfectly
immaterial whether you impose sales taxes to get additional revenuo
or an income-tax increase. The impact will be on the individual, and
it will be principally in those brackets,

Senator La ForLerre. The Treasury has been talking about
$16,000,000,000 of additional revenue, has it not? '

Mr. Pavr. Well, the President’s words were 16 billions. 1 will
quote the President exactly:

Not less than $16,000,000,000 of additional funds by taxation, savings, or
both, during the fiseal year 1044,

Senator Lia Fornerre, $16,000,000,000 more to be taken out of the
income stream in some way or another.

Mr. Pavn. You are right. ;

Senator La Forrurre., That is one thing that scemed to me to be a
factor that has not apparently gone over to the taxpayers. IHere we
are faced with at least an Executive request for $16,000,000,000 more
to be fried out of the taxpayers, and we are quarreling over how much
we arc going to give away of the 1942 liability. If we go in any direc-
tion towards reaching that goal in a substantial way, are not we going
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to knock these so-called current taxpayers back in their baskets
again? Are not they going to be made uncurrent?

Mr. Pavrn, They are going to have to pay substantial additional
funds into the Treasury.

What you say leads me to recall a statement I made in my state-
ment before the Ways and Means Committee on IFebruarvy 2. If
you assume that most of the $16,000,000,000 requested by the Presi-
dent will have to como from individuals—and I think that is a fair
assumption—and you contrast that figure with $13,000,000,000 of
revenue for the fiscal year 1944 under existing income taxes from indi~
viduals, you immediately see that the collection of $16,000,000,000
additional means more than the doubling of taxes.

Senator La Foruerri. Well, if that bappens, are the taxpayers go-
ing to be current?

r. Pavr. If you once adopt a current collection system, then all
the increases would go along with the other taxes and the taxpayers
would be eurrent, but the number of dollars taken out of their pockets
would be greater,

Senator Tarr. Unless they had to borrow money to pay the taxes,
then they would not be current,

Mr.] PauL., They are current as far as the Government is con-
cerned.

The Crarman, I you are to get $16,000,000,000 more money out
of the taxpayers, take it out of the stream of carnings or of income,
you have got to get the-most of the taxpayers current or they cannot
stand it,

Mr. Pavur. T agree with you,

Sonator Jounson. May I ask a question, Mr, Chairman?

The Cuairman. Certainly,

Scenator JounsoN, On page 13 in paragraph 9 I note you say:

All three provide for the fundamental change in tax payment methods which is
necessary in our tax law,

Do I understand from that, Mr. Paul, that some change must be
made in your opinion?

Mr, Paur. In my opinion, the wartime rates of tax require the
institution of current tax collection as distinguished from our present
system. I am really saying over again what I said in response to the
chairman’s question. In my opinion, we have got to have a current-
tax-collection system if we are going to run along even with our
present tax structure, not to mention increasing our taxes sub-
stantially.

Senator JounsoN. Then, do I understand that your order of prefer-
ence would be something like this: Your first preference would be the
Ways and Means Committee bill; your second preference, the House
bill; your third preference would be the Ruml plan, and your fourth
preference would bo no change whatsoever in the current tax system?

Mr. Pavur. Yes; that is substantially right, but I do not now want
t(ﬁ mako a statement on whether I prefer the Ruml plan to no plan at
all.

Senator JounsoN, That is the order? .

Mr. Pavr, That is my order, with the exception indicated.

Senator Jounson. In other words, you would prefer the Ruml plan
to no change at all? ! '
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Senator BarkLey. You mean the Ruml plan in the raw, or as it has
been modified? :

Mr. Pavl, The Ruml plan in the raw is certainly less desirabloe
than the modifications which were instituted by a succession of
amendments in the House.

Senator Lopar, Mr, Chairmen, 1 would like to ask Mr. Paul a
question. ‘

The Cuairman. Yes; Senator Lodge.

Senator Lopae. Mr. Paul, if 1 may have Your attention, I think it
is very desirable to use words that sccurato y express our thought in
this whole subject.

Mr. PavL. So do L.

Senator Lopcu. I am interested in this word ‘“forgive” that is
being used all the time. I would like to be enlightened on it, bacause
the dictionary defines “forgive” as follows:
to givo claim to requitel from offender; to pardon, as one's enemies; to give up
resentment or claim to requital on account of an offense; to forgive a wrong,

Surely the American people, through the Government, can change
the taxes every year if they want. They cannot forgive themselves
or penalize themselves, It is a change they can make every year.
I kncw this was expressed, that they arec making & change favorable to
the texpiyer, they are not forgiving anything, they are making a
change 1avorable to the taxpayer. Why isn’t it better to call it that?

Mr. Pavn. I agree with you, Senator Lodge. We ought to fry to

et across our thought. I am not so much intercsted in the words.

he word “forgiveness,” whatever may be said in the dictionar
about it, is constantly used with respect to the cancelation of indebted-
ness, It is used by the Supreme Court in that conncction, and
various other courts. You notice I did not always use the word
“forlg{ive," sometimes I used the word ‘‘cancel,” and sometimes I
think I used the word “remit,” I was not so much interested in the
words as the idea that a certain tax liability is wiped out or eliminated
by this process. You can call it by any word you want.

Scnator Tarr. If you cancel the last year's taxes and you impose
new taxes that you pay in 1943, that you never had to pay before, it
is & cancelation of that forgiveness.

Mr. Pavut. You cannot do it on the same basis, that is my point.
If you could do that, if you could redistribute the tax load in exactly
the same way you had forgiven it, I would not care about the forgive-
ness for one moment.

Senator Tarr. Senator Lodge raised a question that I would like
to touch on, if I may. You say the Ways and Meauvs bill would bring
in two and one half to three billion dollars more revenue; is that right?

Mr. Pavr, Yes. .

Senator Tarr. Now, I suggest that that is not really more revenue,
that is & capital levy, under your own interpretation that this is an
increase in the estate, and so forth, What you are doinF is making
those people sa out of capital this past tax. They will pay it out
of capital, and therefore you have thrown on the market two or three
billion doflars of securitiés or t'i)lx'opert,y which will reduce the amount
to be put into bonds. In other words, this additional revenue, so-
called, under the Ways-and Means Committee bill is not additional
income revenue, it is a capital levy, in effect, and that will be its
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effect, and it _reduces the amount of money available for financing
the war from bond issues. -

Mr. Pavr. Your question really has two parts. In the first place,
it would be problematical how many bonds would be thrown on the
market, and that sort of thing, That is the latter part of the question.

On the question whether the Ways and Means Committeo bill is
a _capital levy, it secms very clear to me it is not, or it is not contem-
plated to bo a capital lovy because the amount paid would be paid
with respect to tho 2 years’ income, not 1 year’s income,

Senator Tawyr. That may be, but the fact is that anybody with
an_income over $200,000 under the Ways and Means Committee
bill has to pay more than 100 percent of his income for 3 years in
succession, and it seems to me obvious whether hie had to pay all of
it or not, the rate is already so high that any duplication of a back
year’s tax is going to be paid out of capital. You pointed out the
effect of this is to increase the estate, so he can afford to pay it out of
capital. It scems to me the additional vevenue is not additional
income, it is really a capital levy and deercases the amount of capital
available to finance the war,

My, Pavr, 1 differ with you. 1t scems to me the source of tax
payment, whether it is out of income or capital, is irrelevant. A
man who has only to pay 10 percent of his income in taxes, at the time
he comes to pay the tax may have nothing but capital left. He
may have to sell some securities, but that does not make it a capital

levy.

&\nator Tarr. 1 think it is inhcrent in your whole theory of presen-
tation. You say it incrcases his property $800,000 and therefore he
can afford to take that money and pay it to the Government but he
can only pay it out of capital.

Mr. Pavr, You are thinking always, it scems to me, in your ques-.

tions there, in terms of the source of his payment, whercas the ques-
tion secms to me to be whether he has to pay more than 100 percent
tax on a year's income, which would make it a capital levy.

Senator T'arr. Not only that, he is necessarily assuming an obli-
gation. Inocomes are alrcady cut to a point where everybody in
every walk of life is squeezod down, he can just live on what is left.
Now, then, if ho is going to have to pay 2 years’ taxes in 1, he is going
to pay it out of capital. I do not think in that case you can claim
that this is an increased income tax that we are collecting under the
Ways and Means Committee bill.

Mr. Pavr. It is not a tax on capital. It may be a tax that par-
ticular taxpayers have to pay out of capital funds, but that is an
entirely different matter.,

Senator Tarr. I am satisfied with your definition of it. That is
what I was trying to show.

Mzr. Pavrn. 1 also think a great many of these taxpayers will not
be so hard hit in that respect, because the habit of most big tax-
payers, as I have discovered it in a good many years of practice, is
to accrue a rescrve for taxes.

Senator Tarr. They will have to use the reserve to pay the current
year’s taxes, :

Mr. Pavr. They have their present income out of which to pay
the present year's taxes,

80800—48-..—3
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The CuairmaN, What Senator Taft means to say is that you
cannot, out of current earnings, live right up to the Ways and Means
Committee bill and pay your current taxes.

Senator Tarr. 1 am disputing the fact that, in substance, there is
any real increase derived from the Ways and Means Committee bill,

‘he Cuammman. As I get Mr. Paul’s argument on that point, the
whole difference is that some poople make more money than others,
and of course they get, therefore, greater savings.

Mr. Pavr. I would like to elear up that point, Senator Goorge, if
there is any misunderstanding about it,

The CHAIRMAN. Your whole statement seems to me to come down
to that when you show the benefits to be derived. The inequality
of the savings o the taxpayers depends entirely on what taxpayer
l};ou are talking about, and it depends entirely, therefore, on whether

¢ has made more or 1s capable of making more.

Mr. Pavr. Certainly, the more incomme a man has made the more
tax he has and the greater benefit he has.

The Cuairman. That is the only trouble with it. If thoy all made
the same income, of course you would not have any inequality under
either one of these bills.

Mr, Pavr. That is right.

The CuammmaN. You would treat them all alike, The inequality
comes because you have got an inequality in carning capacity, and
we always have had it an«f probably always will, until we are reduced
to one level.

I think we might come back, Mr. Paul, at 3 o’clock,

- 1s it convenient for you to come back at 3 o’clock this afternoon?

Mr. Pavr. Entirely.

The Cuamman. I would like very much for you to go into this
su;l)vll)lemcntury statement,

r. Paun, I want to do it, because I think a great many people in
the country would be glad to know that some improvements have
been worked out.

The Cramrman. Based upon objections alveady brought in, and
the suggestions and recommendations made, we may relieve the com-
mittee of quite some work, because some of them may not wish to
be heard.

Mr. Pavr. Thope so, and I am quite confident that these additional
suggestions we have will very considerably improve the withholding
provisions of the bill.

1 would like to call your attention finally, just before you adjoumn,
to the fact I have not discussed in my statement a previous
Ways and Mcans Committee bill, the first bill which was reported
out and referred back to the committee. If I were making any com-
parisons as to what we would do with and without forgiveness, and
so on, I would want to include that bill. I do not think those points
are vory material in what we have before us., Wo have before us the
House bill. 1 think it is very clear that we ought to change from the
present tax system. I do not like to make comparisons that are
more or less acadomic.

Senator Vanpenserc. If you are going to cxpand the number of
bills you better lengthen, that May 15 date.

Mr. Pavn. I was cxplaining that I had not brought in that bill.
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The Cuamrman. I think we have before us the real question of
whether we are going to make any change in the present method, and
if so, how much we are going to pay for it, all or part, and what part.

Mr. Paur, That is 1ight,

The Cuairman, That is the exact issue,

Senator VANpENBERG, I do not think T got clearly the answer to
Senator Johnson’s question.

Mr. Pavur. Senator Johnson was ranking the various bills.

Senator VanprNBeERG., He was asking you whether you would
rather leave the law as it is or take the Ruml-Carlson plan,

Mz, Pavr, I would prefer not to answer that quest;ion without
giving some further thought to it, because I haven't ever had that
1ssuo presented to me.  One would have to go into the whole equation
if you want to get into those refinements, the former committee bill
as well ag all the other alternatives,

The Cuameman. The committee will recess until 3.

. (V;’hercupon, at 12 m., the committee recessed to 3 p. m. of the same
day.
AFTERNOON SESSION

(The cominittee reconvened at 3 o’clock, pursuant to recess).

The CuamMan. The committee will come to order, please.

Mr, Paul, suppose you give us this supplementary statcment or
make such explanation regarding it as you may wish.

STATEMENT OF RANDOLPH E. PAUL (RESUMED) ACCOMPANIED
BY MESSRS. SURREY AND O’'DONNELL OF THE TREASURY
DEPARTMENT '

Mr. Pavr. Well, the first point in the supplementary statemeont
has to do with a formula for remitting 1942 tax liabilities under the
House bill, a deficiency in the bill from the standpoint of administra-
tion as the bill was passed by the House,

The rest of the memorandum has to do with the withholding and
collection at the source technical provisions.

Going to the first point, the effect of section 5 (b) of the House bill
is to require an exact computation of the amount of 1942 tax which
is to be canccled. In order to facilitate the determination of this
amount, it is recommended that it be computed in accordance with a
schedule designed to achieve a close approximation at all tax lovels
of the result which would be reached under the precise computation
method. 'This schedule is contained in exhibit A.

Senator Vanpensrra. You don’t need that if we take the Ruml-
Carlson plan?

Mr. Pavi, Yes; but I had to prepare this on the assumption that
I didn’t know how the committee would act.

Senator VanpenBERG. Well, I am just letling you in on a secret.
[Laughter.]

Mr. Pavr, However, we will continug—-—

The CuaIRMAN. Proceed on the theory that you—

Senator BArkLEY (interposing). Still don't know. [Laughter.]

Mr. Pavw. I usually proceed on that theory, Senator Barkley.

W
i
1
i
1
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This schedule is in exhibit A and you will notice that it provides a
ready way of determining, from the amount of the 1942 tax, what
amount the tax under the House bill will be. That obviates the
nocessity of looking at every return and gotting out the actual returns
and making a recomputation. 1t is the application of the formula
method to the amount of tax shown on the collector's records.

For instance, if tho 1942 tax is wore than zoro but not more than
$350, there will be no tax. From $350 to $800 it will be 14 percent
of the amount of the tax over $350, and so on up that schedule. It is
just a matter of administrative convenicnce.

The Cramrman, If you were to take a flat percentage of the tax,
of everybody’s tax, reduce everybody’s tax by a percentage, this
formula wouldn’t be necessary then, would it?

Mr. Pavr. That is right.

. The Cuamman, That is what we did in 1924; that is my recollec-
tion.

Mr. Pavn. We were talking about that this morning. 1 wasn’t
sure whether it was 1924 or 1925.

Tho CuarrMan, I think it was 1924, The first year I camo on this
committee I think we reduced all individual income taxcs by o flat
25 percent and made it retroactive to 1923; I think we applied it to the

ear 1923,
y Mr. Pavw, I think you are right, that refreshes my recollection. I
know it was & flat 25,p.:cent but I am not sure of the year and I think
it was done in 1924 with respect to 1923 income.

Senator Vanpuneurae. That is really what I was seriously trying to
get at when I asked my other question. Do we disregard this par-
ticular point you are making except as wo take the House bill?

Mr. Pavi. That is right. It is only half a page more, Senator.
It is really only for tho collectors, not for the tax payers, it is a matter
of enabling them to determine how much the reduced tax is.

Senator VANDENBTRG. And applies only to the House bill?

Mr, Pavn, That is right. It would apply to the Ways and Mecans
bill but I think that was a different formule and I think it is in the bill,

The Cuamrman. Yes; I guoess that is correct. '

Mr. Pavy, By using this schedule, collectors of internal revenue
will be able to compute the forgiven amounts divectly from the tax
liability entered on the 1942 assessment lists. It will not be necessary
for them to reexamine the income tax return of each 1942 taxpayer.
This will not only greatly ease the burden on the collectors, but will
pormit the taxpayers to be notified of the amounts to be abated. 1n
the event that this or some similar method of computing the canceled
tax is not adopted, it will be physically impossible to complete in time
a recomputation based on each taxpayer’s 1942 return.

Now we come to the part of this statement referring to the new
techniques of collection at the source.

Senator VanprnNsrra, This applics under any plan?

Mr. Pavr, Yes; because all thoe plans were similar in that regard.

1 may as well say right here that it may be that if you go into
executive session we would have one or two further simplifications to
ﬂuglgest. For instance we are having a conference tomorrow morning
early with some people, and it may be--a& telegram has been sent to
us and if we understand it correctly it may be that there is something
in that point. So I don’t want the committee to think that this is an
all-inclusive list, necessarily, .
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The Cuamman. We understand that it is not exhaustive of your
recommendations, but these are certain conclusions that you have
reached?

Mr. Paur. Yes; we have reached these conclusions since the House
bill was drafted.

As I say here, we have been continuously analyzing the provisions
and requirements which would be common to any system of current
collection of individual income tax, Because of the need for further
study, certain matters which we have been analyzing could not be
presented to the House for its consideration. I believe that some of
these are of sufficient imlport;an'ce to justify their presentation to you
at the present time, These suggestions would be applicable to the
provisions of all of the three major bills considered by the House.

First. In order to simplify the work of emi)logers in computing the
amounts to be withheld and to adapt the method of computation more
closely to their accounting and ﬁay-roll systems, it is recomnmended
that' the mothod for computing the tax to be withheld be modified in
two respects.

The first suggestion is that the present withholding exemption of
$652 for single persons be changed to $624; the present withholding
exemption of $1,320 for married persons be cflanged to $1,248; and the
present withholding exemption for dependents be changed from $408
to $312. Withholding would then be applied at the single rate of 20
percent on all amounts paid in excess of these excmptions, but in no
case would the tax to be withheld be less than 3 percent of the amount
paid in excess of $624. It should be noted that these changes in the
amounts of the exemptions would be applicable only for withholding
purposes, and not for the purpose of computing the final tax liability
of the individual taxpayer.

The second suggostion, which is contingent upon the first, is that 5
comprehensive withholding tables be substituted for the 25 tables
now contained in the bill.

The first of these two suggested changes is embodied in exhibitB.
Exhibit B shows the effect of the new exemptions, the proposed
revised withholding exemptions, in terms of weekly, biweekly, and
monthly amounts of pay. They are not very different from the pre-
vious exemptions but they make it, mathematically, very much easier
to work out a single rather than a double withholding arrangement.

Thoe CrairMAN. I think that that is a very fine conclusion, a good
conclusion, you have reached there, because you really are applying
the same principle that we did in the Vietory tax and we thought of
graduating that at one time.

My, Paur, That is true. You will notice each amount therc—
it is $624, which is half of $1,248——

The CuaRMAN (interliosing). And twice the $312.

Mr, Pavr. That is right. .

If the first recommendation is adopted, the amounts withheld in all
cases will be almost the same as under the House bill and will of course
be credited against tax liability in the same manner. Byreplaci
the dual exemptions and rates of the House bill with a single rate an
exemption for each employee, the proposal would greatly simplify
the computations made by employers not using the wage bracket
tables and would permit the reduction in the number of those tables
from 25 to 5. For employers computing taxes with the aid of ma~
chines, the proposed schedule of withholding exemptions and rates
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is particularly advantageous since it reduces the number of variables
‘which must be taken into account. '

The advanteges of this change may be illustrated in this manner:
‘Under the House bill an employer who does not find it advantageous
to usc the table method must first subtract from the amount of the
wago the exemption applicable to the Victory tax and compute 3 per-
¢cent on the remainder. Heo must then subtract from the wage the
‘oxemption applicable to the income tax and compute 17 percent on
that remainder. These two amounts must then be added in order to
arrive at the amount of tax to be withheld. Under the suggested
change the employer would subtract one amount of withholding ex-
emption from the wage and compute 20 percent on the remainder.
This single amount would represent the tax to be withheld. Thus,
only ono subtraction and the application of a single flat percentage
rate would be required rather than two subtractions, the application
of two separate pereentage rates, and the subsequent addition of the
amounts thus obtained, all of which is required under the House biil.

The provision that the tax to be withheld shall in no event be less
than 3 percent of the amount in excess of the $624 Victory-tax excmp-
tion, is necessary in order to insure withholding for Victory-tax pur-
poses in tho case of marvied persons with incomes between $624 and
the applicable exemption under the 20-percent withholding, which
ranges upward from $1,248 depending upon the number of dependents.
The specific wage levels at which only the 3-percent rate is applicable
are readily ascertainable, and the regulations can furnish e list of those
‘Jevels so that employers will not need to make computations in order
to determine whether the 3-percent or full 20-percent rate is appliable.
Yor example, a married person with one dependent who claims all of
the personal exemption for withholding and who receives less than
$33.18 a week, will bo subject only to a withholding tax of 3 percent
on the amount received in excess of the $624 Victory-tax exemption,
For all such persons receiving a weekly wage of $33.18 or over, the rate
of withholding will be 20 percent on the amount in excess of the appli-
able exemption.

The second suggested change would consolidate into one with-
holding table the five wage bracket tables which the House bill pro-
vides for each payroll period. Anillustrative table appears in exbibit
C. By alining the exemptions in accordance with the first recom-
mendation, the proper amount of tax to be withheld in each wage
bracket for each employee could be shown on one table regardless of
his marital and dependency status. Redesigning the tables as sug-
gested will substantially simplify the employer’s task and the amounts
withheld will very closely approximate the amounts which would be
withheld under the more numerous tables of the House bill.

Second. The bill is so drawn that estates, trusts, and certain non-
resident alien individuals are not included within the system of cur~
rent payment of the estimated basic tax. Tpon analysis of certain
technical problems which we felt should bé explored in connection
with the application of that system to these groups of taxpayers, we
have concluded that the current payment system could readily be
made applicable to them. ,

Thil’({). An appreciable number of refunds will result from the
requirements of withholding and of payment of cstimated basic tax
It 18 cssential that these refunds be made as expeditiously as possible,
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Our study has shown that the adoption of two provisions would con-
siderably assist the Commissioner in making prompt refunds. The
first is a provision which would allow interest on refunds resulting
from overwithholding or from overestimating the basic tax, even
though the taxpayer had no tax liability for the taxable year. Under
the present state of the law the allowance of interest in such case is
involved in some uncertainty, and refunds would be expedited if such
a definite rule were adopted. The sceond provision would allow the
Commissioner, under regulations approved by the Sccretary, to dele-
gate to the collectors authority to make refunds up to a designated
amount, say $500. This would climinate certain steps in the refund
process, such as the transmittal of the necessary refund documents
from the collectors’ offices to Washington, and then back to the col-
lectors’ offices.

Fourth. Withholding at source involves a very considerable amount
of tax moneys. Under the present procedure, employers would remit
these moneys to the collectors on a guarterly basis. Many ern]lJloyors
have requested that a method be devised by which they could pay
over these moneys move often that quarterly. The employers point
out that the moneys are not their own funds and that they should
be relieved of the responsibility of holding them for a period of 4
months. In addition, it would obviously be to the advantage of the
Government to sccure these funds more currently than quarterly,
A study is now being made of the methods by which a more current
remittance of these moneys could be accomplished. The develop-
ment of any plan accomplishing this objective will necessitate con=
sideration of the accounting problems imvolved in the Burcau of
Internal Revenue and other parts of the Treasury, together with the
practical problems involved in arranging for the current deposit of
these funds with designated depositories.  As the details will probably
not be fully worked out in time, it would be desirable to insert in this
bill & provision, similar to that contained in the social sccurity tax,
requiring payment of the withheld taxes in such manner as the Com-
missioner, with the approval of the Secretary, may prescribe. The
exact method could then be preseribed by regulations after thorough
discussion with the employers and all others concerned, so that a
:ing‘tunllly satisfactory arrangement may be arrived at without any

ifficulty. .

Fifth.}’Changes in several of the minor details of the withholding
procedure appear desirable to facilitate the work of the employers.
In brief these changes are as follows: The Commissioner should be
authorized in meritorious cases to extend the time for the filing of
withholding returns by the employer. A like authority should be
given to the Commissioner to extend the time by which the employer
must furnish year-end receipts showing the amount of wages paid and
the amount of tax withheld on those wages. Also, a limitation should
be placed upon the number of times during each year that the cm-
ployer would have to give cffect to a change in the status of any one
employce for the purpose of determining his withholding exemption.
It is believed that this could be accomplished by requiring that a
change in status during any one quarter need be given effect only at
the commencement of the next quarter (beginning 30 days after the
notification of the change) rather than at the expiration of a 30-day
period as under the present bill. .
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The CuairMan, On the face of it I would like to say, Mr, Paul,
that every ono of those recommendations seems to me to be greatly
in the interests of sim{)licity, and since you are withholding approxi-
mately the amount that would be held under a nice and definite
calculation, there can be no real hardship on the taxpayer, and then
it isn’t an absolute tax, it is only a method of collecting, and you can
make your final adjustment anyway.

Mr, Pauvr, I think that is true, Senator George. Mr. Surrey,
would you like to say just a word about that one change which we
discussed this noon.

The CrarMaN (interposing). I would like to ask you this question.
You are sure that estatos and trusts and certain nonresident alien
individuals and so forth can be subjected to tho basic withholding tax?

Mr. Paun, Yes. Do you want to elaborate on that, Mr. Surrey?

Mr. Surrey, That is with respect to the current payment system,
not the withholding system, Estates, trusts, and nonresident aliens
are of course all subject to the individual income tax, and we folt,
if the individual income tax is placed on a current basis——

Senator Dananur (intorposing). Will I disrupt your thoughts, sir,
if I interrupt you?

Mr. Paur. Not at all,

Senator Danauer. On page 2 you make a statement which I wish
you would clarify for me. In the middle of the page appears this
sentence: .

It should be noted that these changes in the amounts of the exemptions would
be applicable only for withholding purposes, and not for the purpose of computing
the final tax liability of the individual taxpayer,

Mr, PavL. Under the withholding systems embodied in,all three
bills considered by the House, there is a final adjustment of tax
liability on the March following the current year. For purposes of
that final edjustment we contemplated hero no change in the personal
exemption and credit for dependents now established by the law,
$500 for a single person, $1,200 for a married couple without depend-
ents, and $350 for cach dependent.

But in working out the withholding proceduroe and determining
how much would be withheld each week or each month or each pay-
roll period from the pay of the particular employee, these other
figures, for purposes of exemption, are more convenient mathemati-
cally, and so by that sentence I mean to say that we arc not suggesting
any change in tax liability when wo make a suggested change of those
tentative exemptions for withholding purposes, but merely a change
in the tentative withholding collection, which is all adjusted at the
‘end of tho year. .

Senator Danannr. So that really it is & change in the basis of com-
putation only?

Mr, Paur. The computation of the amount withheld.

Senator Dananer. Yes. .

Mr. Paun. But not the computation of the final tax for the year.

Senator Danaser, Thank you.

The CurarmaN, Does Mr, Surrey wish to make any statement?

Mr. Pavr, Suppose you give that, Mr. Surrey?

Mr. Surrey. (tex legislative counsel, Treasury Department).
‘We are considering & suggestion that has been made by some of the
employers that would permit thom to withhold amounts under a
schedule which they would work out, which would not in any instance
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produce & result that would vary more than 10 percent from the
amount, that would be obtained if the percentage method in the
bill were used.

There are two methods in the bill.  One is the percentage method
where you apply 20 percent to the employee’s wage above the par-
ticular deduction. The other method is to use a table. Now the
table varies from the precise method in some cases by slightly over 10
pereent, and it raay be that the employers could devise other tables
which would suit their machine equipment or their business a little
botter than the tables in the bill and yet wouldn’t produce variations
any grealer than the tables in the bill.

So we are considering whether it would be feasible to recommend
to you that employers be permitted to use any system of tables pro-
vided that their tables did not depart more than 10 percent from the
amount that would be obtained under preeise percentage caleulation,

We feel that we may be able to give you a definite statement on
that tomorrow after we confer with some employers of very large
numbers of employees who are interested in such a system, and aftor
wo are able to go over it with them more thoroughly. I beliove we
can make a recommendation to you tomorrow that would further
simplify the withholding procedure for a number of employers.

he Crareman. The tables to be used by the employers would, of
course, be subject to the approval of the Commissioner

Mr, Surrey. That wouﬁl be correct, sir.  You can’t authorize an
employer to use any table he cares to, and we would have to work out
some particular standard, and we would like a littleanore time on that,

The Cuairman. Thank you very much. Are there any questions?

Senator Barkuey, Mr. Chairman, 1 would like to ask Mr. Paul a
question regarding a phase of this whole pay-as-you-go plan that has
bothered me from the start, - )

I have always been able to understand how you could make it
apply to a salaried man or to & wage carner because his pay is based
and comes at regular intervals; but with reference to the professional
man, the lawyer, the doctor, the dentist or the corner groceryman,
or any other individual businessman who doesn’t draw his pay by
the month, who receives his gross income as his clients or his cus-
tomers pay bim, 1 don’t understand that so well.

Now all these bills, as 1 understand, undertake to reach that
situation by requiring an advance cstimate of the incomo of each
individual who is not on a salary?

Mr, Pavr. That is right.

Senator Barkury, Suppose none of his income is salary, it is all
more or less indefinite by rcason of the character of his business.

Mr. Pavr, Yes.

Senator Barkrny, You require all of those people in advance, or
by the 15th of March, to make up an estimate of their income?

Mr. Pavr. That is right,

Senator Barxiey. They can base it upon whatever they seo fit, I
suppose, preliminarily, or base it upon last year’s income?

r. Pavr. That is true.

Senator BARkLEY. So long as that estimate is unchanged, he
continues them during that year to pay taxes on that estimate?

Mr. Pauvrn. He pays taxes on that estimate. Under the House bill
he pays the basic tax on that estimate.
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Senator BarkLey. But anyway that is the method by which you
reach the professional, nonsalaried businessman or other man who
has an income?

My, Pavn, That is right. One point of that method is that it
avoids discrimination between the salaried man and the man not
receiving a salary.

Senator BarkLeY. Yes; that is the thing that was quite annoying
to me when this pay-as-you-go plan was first suggested here.

Now if he sces fit, by reason of change up or down of his income,
he can revise his estimate in June or in Septembor or even as late as
Decomber?

Mr. Paur, Thatisright. e has perfect freedom within the limits
of the penalty provisions which are aimed at approximations more
than 20 percent incorrect, in the case of others than farmers.

Senator Barxrney. Now do these methods provide that notwith-
standing any changes that may be made in that estimate in Decem-
ber or September or June, that at the end of the year there can still
be an adjustment so as to amive at the man’s actual income for the
year, ufon which he would pay the tax?

Mr. Pavr. Well, his last estimate for the year would be December
15

Senator BarkLey, Yes. -
Mr, Pavr. And if by that time he has been unable to estimate
correctly, he only has 2 weeks left of work. ,

Senator BarkLuy. In other words, practically speaking that last
estimate in December would be binding upon him so far as the amount
of tax for the year was concerned?

Mr. Pavr. With respect to the penalty provisions it would be
binding, yes, but if his estimate was too high, for instance, it would
be corrccted the following March.

Senator BankLey. That is what I was going to sstff; that notwith-
standing that he makes his final estimate in the middle of December,
which is practically the end of the ygar, if it turns out before the 15th
of March that his estimate is too higfl, ar even too low, there still
can be an adjustment whichever way it gues.

Mr. Pavn. Oh yes; it the estimate is too hugh, then he has paid
too much tax and the final adjustment will be by way of & refund in
March. On the other hand, 1if he 1s too low, and not more than 20

ercent too low, he will just pay up the balance the following Marcn.
{ hle should be more than 20 percent too low, the penalty provisions
apply.

ngmr Barxrey. He would be penalized for getting it more than
20 percent wrong?

Mr. Pavrn. That is right,

The CusirMAN. Unless he is & farmer, and then he gets a 334
percent allowance for error.

My, Pavr. Yes; and we put that in because of the great difficulty
of estimating farm income. ‘ . .

Senator Barknuy. That seems to me to be a very ingenious way of
reaching a large number of people who couldn’t be reached as salaried
people or wage carners, and yet it seemed to me to be a discrimination
that required a man whose salary is known month by month to pay
his taxes currently, and leave millions of people who are in the pro-
fessions and in business without any way’' {o apply it to them?
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Mr. Pavr. There are 10,000,000 people in that category and there
would be an clement of discrimination there. Not only that, but also
I think our collection siystem, from the Government standpoint, is
definitely improved by having it applicable to all these people that
don’t receive salaries or wages.

Senator BArkLuy, It secms to me that that is the only way to
reach it, although it may be imperfcct.

Mr., PavL. 1t hasa good many similarities particularly as to farmers,
to the Canadian system.

Senator RapcLirre. Suppose between December 31 and January
31 he makes a very substantial addition to his income knowledge of
which he might not reasonably be expected to have?

Mr. Pauvr. Do you mean between December 15 and December 317

Senator RapcrLirre. Yes,

Mr. Pavn. Well, if he had an oil well come in on December 16 on
a farm, that might be a case where he would be pretty far wrong
and these penalty provisions would have 1o be administered in such
a way that there would be no unreasonable penaltics where a man
actually had no way of knowing what was going to happen in those
last 2 weeks of the year. .

Senator RapcLirre. There would be considerable discretionary
power, then, is that right?

Mr. Pavr. I don’t think appreciably more than now. Penalties
are constantly being remitted now in meritorious cases, Those cases
would be rather rare cases.

Senator BarkLey. It would involve almost completely, wouldn’t
it, wholly unexpected increases in income?

Mr. Pavn. That is ri%ht.

Senator Barkruy. That might take place within the last couple
of wecks, that couldn’t be anticipated?

Mr. Pavr, That is right.

The CuaimrMaN. Are there any additional questions, gentlemen?
Mr. Paul, is there any further statement you wish to make this
afternoon?

Senator BurLer. This may be all written out here in perfectly
plain English, but 1 haven’t scen it. Take one whose business 1s
seasonal and all of whose income for the year may perhaps come at a
certain period of the year, say at the end of the calendar year, is
there any provision made for that individual paying his tax at that
time, rather than quarterly?

Mr, Pavn. Well, the man who has a seasonal income would be able
to protect himself under the quarterly system arrangement, because,
for instance, if his scason for getting incomo were in the middle of
the summer, he would scale his payments to that, and if he was too
high in the early part he could cut it down later, or he could cut down
in" December.  He mith report nothing in June. It is entirely
flexible in that he would get his income in, say in the summer, and
adjust his return in the September cstimate.

enator BurLer., Take a farmer who was in the feeding game and
he might merchandisc his products in December for the whole year.
Woulf he cstimate and pay portion of it in the preceding quarters,
or all of it in the final quarters?

Mr, Paur. Would he be a farmer? I am not able to tell you tech-
nically whether your deseription would be of a farmer, but I think it
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would. In that event he would go through, estimating probably
nothing until December, and then he would bring in on December 156
an estimate based on his actual experience previous to that date,
plus his contemplated Yroﬁts for the rest of the month of December.

Senator BurLer, Then it doesn’t need to be peid in quarterly
installments throughout the year?

Mr. Pavn. Noj; if you estimate in Maréh you continue to pay
one-fourth except as you may revise your estimates,

Senator Lia Forrerre, A farmer can also be in error up to 33%
percent of his estimate, without penalty?

Mr. Pavr. That is right.

Senator Taft: Do you think the 20 percent deduction will kill the
pay-roll bond plan?

1. Paun. T certainly hope not, and I don’t think it will. In that
connection you have to remember that the 20 percent is on net, after
exemptions and deductions. It is not comparable to the 10 percent
of pay roll which is 10 percent on gross before exemptions.

enator Tarr. Well, by the time you get up to $2,500 it amounts to
13 or 14 percent, doesn’t it?

Mr. Paur. I don’t think so, but I will get that figure for you,
Offhand I hadn’t realized that there was as high a percentago at that
figure, but you may be right, 1 will have to check it.

Senator Tarr. 1 have understood that there was quite a substantial

interference with the pay-roll plan, even with the 5 percent deduction
for Victory tax.
P Mr. Paur. Idon’t want to try to testify in detail about the pay-roll
plan, but I do know that the pay-roll plan has been {iroing up in sales
constantly and is very much higher now in its monthly take than it
was before the 5 pereent tax went into effect.

Senator Tarr. Of course, the total amount of wages has been
increasing steadily.

Mr. Pavun. I don’t think that would account for it, I think the
ga,y-roll plan has increased very substantially; 1 could get you those

ures.

gSenator Tarr. If you take this 20 percent out, how much more is
taken out by Social Sceurity?

Mr. Pavr. Well, it is 1 percent, from the employce. i

The Caairman. Mr. Paul, would you mind explaining to the com-
mittee at this time, if you are prepared to do so, the provisions for
preferential treatment or the special treatment given to the soldiers
and men in the armed forces? It is a matter which, on its face, looks
as if we would have to give some consideration to it.

Mr. Paur. Mr. Surrey has been working particularly on that and I
think I will ask him to give the committce an oxplanation of that if
there is no objection. )

The Cuammman. The more we can get behind us, the casier it will be,

Mr. Surrgy (Tax Legislative Counsel, Treasury Department). The
present law contains a special provision regarding members of the
armed forces, providing an exclusion from gross incomo with respect
to $250, of their compensation as members of the armed forces, if
single, and $300, if married. That provision was inserted in the law
last year and was intended to, in offect, prevent the reduction of the
personal exemptions from applying to members of the armed forces.
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The $250 and the $300 brought the total exclusions that a person
had, counting exemptions and this special exclusion, to the old
personal exemptions,

The House bill contains an increased exclusion for members of the
armed forces under which the total amount of nontaxable compensa-
tion would be the excess of $3,500 over the amount of the personal
exemption. Inother words, a single person, with a personal exemption
of $500, has an exclusion from gross income of $3,000, so that $3,500
of his compensation would in effect be exempt from taxes —$500
through the personal excmption and $3,000 through this exclusion.

A married person would ﬁavc a personal exemption of $1,200 and
an exclusion of $2,300, so as to produce a total of $3,500 exempt
from income tax, made up of $2,300 base compensation {or services in
the armed forces plus $1,200 of income from any source.

The result is that no soldier receiving up to $3,500 of base pay would
be subject to income tax, and that reaches to about the rank of major,
I think, on base pay. Allowances for quarters are not subject to tax.

You can see that the way the provision is in the House bill there is
in a scnse & diserimination against married people in that the exclusion
from gross income is higher mn the case of single people than it is in the
cage of married people. The effcct of this provision is to give an
exclusion of $3,000 for a single person and $2,300 for a married person;
or, stated another way, a married officer with $4,000 of income would
pay the same tax as a single officer with $4,000 of income.

The application of the exclusion as between married and single
people has a different slant than under present law, and the amount is
considerably higher than under present law.

The second provision in the hill, which is new, deals with the abate-
ment of income tax in the case of members of the armed forces who
die after December 7, 1941, while in active service.

Senator La Forrerre. Before you leave that, Mr. Surrey, what is
the principle, or what is the objective, if any, for this apparent dis-
crimination against persons who are married?

The CaamMan. The net effect of it is to give each member of the
armed forces a total exemption up to $3,500 of his income from the
Government,

Mr. Pavn. Service pay.

The CrarrMan. Yes; whether he is married or single.

Mr. Surrey. That is correct.

The Crairman. That is the net effect.

Mr. Suregy. Yes, using up his personal exemption and whatever
additional exclusion you nced to bring the person up to $3,500.

Senator BarkLey. Is that supposed to be in the bill based upon
the service of the man in the armed services as such or based upon
his comparative need for the exclusion?

Mr. Surruy. No, it is based upon his service as such. Anybody
who gets $3,500 compensation is exemgt. '

Senator Bankrey. Then upon the basis that it is being given for
the 1m%m’s service, it really doesn’t matier whether he is married or
single

Mr. Surrey. No.

The Cuairman. That must have been the theory. Was there
any consideration given, Mr. Surrey, to limiting that to services, or
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making a differontial for services rendered outside of continental
United States and ingide the country?

Mr, Surrgy. Not in tho committeo. Oun tho floor of the House
Congressman Vinson proposed that the $3,500 total exclusion would
apply only in those cases where the person was outside the country,
and because he was outside of the country he was entitled to higher
rates of compensation arranged under the Army compensation scales.
These scales differ as to whether persons are inside or outside the
country, Congressman Vinson’s proposal was that the $3,500 would
apply ouly to those people who were getting higher compensation due
to the fact that thay wero outside of the country. .

Senator Cuark. The wholo theory of giving a single man the same
exemption you give to a married man with children is contrary to the
whole theory of exemption. A single man drawing a major's or
lieutenant colonel’s assignment is in very cowfortable circumstances,
‘whoreas if he has two or three children at home he may be in very
straitened circumstances, and there doesn’t seem to me to be any
sense to that.

Senator Tarr. Why couldn’t you just forgive the normal and first
surtax bracket, as you do in this other forgiveness, that is, add a
$2,000 bracket to the exemption and forgive it up to that?

Mr. Pavr. The question that Senator Clark introduced was as to
}she differentiation between a married and a single man in the armed
orces——— g

Senator Tarr (interposing). Why not just forgive the first $2,000
bracket?

Mr. Surrey. That would be in between this system and what is
now in the law. The provision in the law gives an additional oxclusion
for married people, $50 more than single persons.

Senator Tarr. Well, cut that out and put in the provision that you
just exempt $2,000 over the exemption. That will give married
people $3,200 or more.

Mr. SurrrY. And single people $2,500.

Senator Warsn. Was the Vinson amondment adopted?

Mr. Surrey. It was defeated on & standing vote in the House.

Senator Barkrey. That was an amendment offered & month or so
ago when they had the first heat on this bill; it wasn’t brought in at
aﬁ on this last heat. '

Mr, Surrey. No amendment of that kind was considered this last
time.

Scnator Warsa, If you adopted such a system, would there be any
differentiation between the person just outside of the country for a
week or so, and one who was gone for years?

Mr. Surrry. I think if such a system were adopted perhaps we
would have to say that it applied if he was outside the country at any
time as a practical matter, to facilitate administration. I would like
to consider that further. .

The Crarrman, I think they have gone to that in Canada.

Mr. Surrey. I believe the Canadian system is based upon such a
distinction of service inside and outside Canada.

The second provision in the House bill; which is a completely now

rovision in the income tax, relieves, as I said, members of the armed
forces who die in active service from income-tax liability due at the
. date of their death., The income-tax liability abated 13 the entire
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income-tax liability—income-tax liability of the current year, with
respect Lo compensation above the amount of exemptions and exclu-
sions, and income-tax liability with respeet to the past year, and in
effect income-tax liability with respect to deficiencies for any years in
the past. It also applies to income-tax liability on income not derived
from the compensation received as a member of the armed forces and
is thus a broad provision in its coverage.

Just to give you the background history of this, Congressman
Vinson—1I don!t believe he offered it—was considering offering a pro-

“vision which would restrict the abatement of tax to earned income
and not permit the abatement with respeet to unearned income or
investment income.

Senator Warsu. But the bill makes no distinetion.

Mr. Surrey. The bill makes no distinetion between carned and
uncarned income.

Senator DananeER. Suppose, Mr. Surrey, as will be the case with
thousands of mon in the armed services, a soldior has in fact paid his
taxes for prior years, prior to his entry into the service, will he be
entitled to a refund? '

Mr. Surrgy. No, he would not be, Senator.

Senator Dananpk, Don’t you put a premium then on the fellow
not paying any tax liability that he may incur?

Mr. Surrry. 1 think that is one of the difficultics of the provision.
In that respect please understand that these provisions in all their
aspects were not recommended by the Treasury, but were inserted
by the Ways and Means Committee.

I think the point you mention is a diserimination. It would be

ossible to work out a provision which would in cffect abate any tax
iability that would fall due after the date of the man’s entry into
the service, and base that upon any tax liability that would fall due
if the man were to pay in installments. 1f a man decided to pay up
his tax completely in advance he would get the same abatement as
would a man who had decided to pay in installments. 1f the latter
went into the service after he had paid his first installment, the last
three installments would be forgiven if he died; and likewise the man
who paid up in full would get a refund cquni to the last three in-
stallments.

Senator CrLark, The fellow who didn’t pay at all and happened to
got “bumped ofl”’ would get a break.

Mr. Surkrey. Under the provision in the bill.

Senator Crark. He would be better ofl than the man who paid his
taxes and went into the Army and got “knocked off.”

Mr. Surrry. That is right.

Senator CLarX. As far as his family is concerned he would have a
distinct advantage over the man who suffered the same fate and had
already paid his taxes. I don’t sce an{ sonse to such a provision.
It puis a premium on a men not paying his taxes at all.

i enator VANDENBERG. It puts a premium on a man getting “bumped
o

Senator BARkLEY. Suppose & man who was not in the armed serv-
ices, in 1942 made $5,000 in his business or his profession or what-
ever it was; then he goes in on January 1 and makes out his estimated
income for the current yoar, which is $50 a month, he goes in as a
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grivate«——l understand that there are still some going in as privates—
e estimates his income at $600. What effect will the fact that he
mede $5,000 last yoar while he was not in the Army, have upon this
exclusion for the year 1943 or any other year in which he is in the
service but still has an income for the previous year when he was not,
much greater than his compensation in the Army?

Mr. Surrey. 1t would work out differently with respect to the year
you chose. On the present income-tax system, that is forgetting
pay-as-you-go, people could go in the Army who had & high income for
the year previous to which they went in the Army, and would, of
course, have a liability with respect to that high income topay. That
liability can be deferred in cases of hardship.

Senator Crank. But when it is deferred a fellow gets out of the
Army and has to go looking for a job, and he is less able to pay it
than anybody in the world.” A man just discharged from the Army,
who has a tax liability of 2 or 8 years old hanging over him, is in worse
shape to pay it than any class that I can imagine in the United States.

Mr. Surrey. I was going on to say that uuder the provision I had
recommended, or stated to Senator Danaher, that would be taken care
of since that would be in effect an installment falling due after he
went into the Army, and if he died that installment would be abated.

Senator CLAark, Suppose he doesn’t die?

Mr. Surzey. That is a separate problem, separate and distinet
from what we are dealing with, That applics not only to income taxes
311&1 to1 any debis, State taxes or any private debt, you have the same

ifficulty.

On your case, Senator Barkely, on a current basis of course he
would have, under the House bill, only the higher surtax remaining
a8 4 carry-over from the previous year, and most of the people woul
be current and wouldn’t have that problem, who went into the service
after this bill was adopted.

Senator Danansr. It looks to me like a House concession to the
principle of forgiveness.

The CHAIRMAN. Are there any further questions of Mr. Surrey or
Mr. Peul. Do you have anything further to add?

- Mr. PavL. Except for one point that I suggest Mr, Surrey make in
response to a line of questions by Senator Barkley.
he CHarrmMan. Very well. '

Mr. Surrey. In your case, Senator Barkley, if the person were to
die and had this $5,000 liabiiity not paid up, that would be abated.

Senator BarxLEY, I am not contemplating his death, I am talking
about a man who is still alive, in the Army, and he goes along and
serves at the compensation of a private, and then gets out alive.

Mr, Surrey. That, I say, is dealt with under the Soldiers and
Sailors relief provisions which were adopted by the Congress. The
Commissioner has adopted rather liberal rules in applying those
relief provisivns and as I say the Commissioner will defer the tax in
cases of hardship and cases of hardship have generally been defined
to include cases whore there is no curvent income available to pay the
existing liability, That is, the Commissioner does not require &
person to go out and sell whatever assets he has to realize the money
to pay his back tax. "So the deferment provisions are fairly liberal.

enator BarkiLey. Take the case which I cited where a man went
into the Army before the 15th of the month when he is supposed to
r v his first installment, Suppose he had then a tax liability of




- o VUV

CURRENT TAX PAYMENTS ACT OF 1043 45

five or six hundred dollars—it would depend on his exemptions and
all that—but suppose he went into the Army between January 1
and March 15 with a tax liability of five or six hundred dollars hanging
over him. He goes in and of course he makes out his estimate for
that year. He hasn’t got enough money coming to him out of his
year’s income at $50 a month to pay the accumulated tax on last
year’s income. -

Mr. Surrey. That is correct and I think in that case, if a person
applied to the collcctor for relief, that tax would be deferrved.

Senator Barkrey. The bill itself does not provide for automatic
relief in that case, he has got to make an application to the collector?

Mzr. Surrey. That is under existing law passed, I think in 1940 or
1941, and has been, as 1 understand it, satisfactorily administered
since it was instituted.

Senator CLark. You say they don’t require them to sell their
assets. They make them list their assets and put in their old second-
hand automobile and any little old asscts they may have, which has
the eflect of scaring the life out of the fellow and making him dispose
of anything he may happen to have that he can realize a little cash
on. That is the actual practice, isn’t it?

Mr. Surrey. They may require him to list his assets.

Senator Crark. And that has the effect of scaring him to death,
he doesn’t want a restraint warrant on his poor little assets and he
sells them for whatever he can get.

Mr. Surrey. From what the Commissioner tells me the contrary
is true.

Senator MitLikin, Does the accrued liability carry interest?

Mr. Surrey. It docs not carry interest.

The CuairMAN. No interest until 6 months after his discharge—
that is my recollection of the provision. I think we wrote it inin 1941,

Senator Truomas. How difficult would it bo to make this plain in
the law so there wouldn’t be any option with the collector as to
whether he would insist on its collection or not? How difficult would
it bo to correct that?

Mr. Surney, It is a difficult problem for this reason, Senator.
Some people are going into the Army with large amounts of uncarned
income or investment income. They have rents, royalties, dividends,
or interest which are readily available to pay their tax on the pre-
ceding year’s income. In those cases the Congress felt that no relief
should be granted. Tbis is not a provision in this bill, it is a provision
that has been in the law since soon after selective service was adopted,
and the provision is somewhat the same as the treatment given for
private debts, mortgage debts, insurance debts, and so forth.

In the case of private debts, discretion is generally left up to a court.
In case of tax debts it has been left to the collectors of internal revenue,
and in some cases to the courts.

Senator TroMas. Don’t you think it would be more satisfaclory
if the law was explicit as to what the officials should do?

Mr. Surrey. The law is explicit in the sense—-

Senator THoMAs (interposing). Yes, in the sense that you are de-
pendent upon the mercy of the other fellow.

Mr. Surrey. Noj; it gives a rcasonable discretion to the collector,
and it says that if a soldier’s ability to pay the tax has been mntcrialhv
impaired by reason of his military service, the tax shall be deferred.

80800—43——4
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Scenator Taomas. That is exactly the point T am maeking,

Mr. Surrey. Either you must defer no payments or every payment,
if you want an absolute rule, and the Congress apparently felt that
either rule was unsatisfactory. To defer every payment would sim-
ply mean, in the case of some people, to grant them completely
unnecessary deferment.

Now tho collectors have felt that the provision should be admin-
istered liberally, and as I said have only refused deferment when there
was available current incorno from rents, royalties, dividends or inter-
est which could be used to pay the tax. Now, if that current income
was in offect nceded for other purposes, such as the maintenance of a
business which required more funds, I believe the collector would
grant the deferment of tax.,

Senator La Foruurre, And again there should be some considera-
tion, Mr. Surrey, for men who go overscas. [t would scem to me that
,the difliculty of men having access to their books and records and

aporg———
P 'g‘he CuammaN (interposing). There is o special provision for the
ovorseas service men, they are not required to make returns or pay
taxes until thoy return to this country.

Senatoe LA Founsrre. They are concerned about it, to my certain
knowledge.

The CuarrMan, They may be concerned.

Senator La Fouuwrre. And I know some at least who, because they
feel that their liability is accruing, feel that they must make out their
records and make out their returns, and if possible make their pay-
ments, and I have had this matter brought to my attention that some
of them have had great difficulty in doing it because they are not in
position to have access to all of their material and data and mformation.

Mr. Pavur. It is hard enough to make out a return when you are
here. I shouldn’t think that it would be possible in the case of a
man overseas.

Senator LA Forvwrre., Some of them have been doing it to my cer-
tain knowledge, with groat difficulty, because they are apprehensive
that this liability will simply be piling up on them and staring them
in the faco 90 days, L think it is, after their discharge from the service.

Mr. Pave. I have no doubt seme of these provisions can be im-
proved. Wo have just been trying to describe the provisions of the
House hill to the committee.

Senator Lia Forrerre. I understand and I am not criticizing vou.

Mr. Surrey. There is just one further point I would like to make.
That is, that the $3,500 exclusion given to soldiers and sailors was
made retroactive in the Tlouse bill to the year 1942, ‘['he Com-
missioner has indicated to us that that would involve a refund of taxes
already paid, and would involve some administrative difficulties, and
wanted that presviubed to you for your consideration.

Senator Byrp, That only applies to payments received from the
Government? ‘

Mr. Surriy. Yes; earned income from the Government.

Senator Warsa, Arethesame standards applicable on earned income
as on unearned income, with respect to a person in the armed forces?

Mr. Surrey. The Treasury didn’t mako any recommendation with
respect to that provision.

7
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Senator Warsa., Don’t you think that that is pretty important?
To my knowledge there are a large number of wealthy persons in the
armed forces here in Washington that would be exempt,

Mr. Surgry. It is probably an unnecessary provision if vou view
it from the aspect of hardship, in that the money is availablie to pay
the taxes.

Senator DanNawer. Just one other question, please. Do the
mechanics of withholding, as these sections outline the mechanics,
substantially follow supplement U of the 1912 House biil?

Mr. Pavr., You mean the mechanices in this supplemeintal memo-
randum?

Senatur Dananer. In this version here of the bill, the provisions
deasing with withholding—do they substantially follow supplement
U of the 1942 House bill?

Mr. Paur., They do except for these new suggestions that I have
made in this supplemental memorandum; yes,

Senator Warss. Do 1 understand that the Treasury is to make a
recommendation for a change in the House bill in this respect?

Mr., Pavr. If the committee wishes—we haven’t made any so far.

The CuamrMAN. I made the inquiry so we might be advised as to
what it did provide.

Senator Barkrey. In view of the fact that it scems obvious that
some change must be made in the House bill, wouldn’t it be advisable
to have the Treasury make suggestions concerning that?

I};Ir. Pavr. It might be possible to make a joint suggestion from the
staff-—-—

Senator Tarr (interposing). May I ask a question?

The CramrmaN. And maybe you would be prepared to make such
suggestions tomorrow.

Senator Tarr. Could you explain the Ruml-Carlson bill provisions
a little more in detail than in your statement? What is this provision
about the $5,000?

Mr. Paur. Well, that provision just came in a couple of days ago.

Senator Tarr. What is it about this windfall; how does the wind-
fall provision work?

Mr, Pavurn. I would rather have Mr. Morgan explain that, I will
say this, as a basis for it, there is a certain discussion in the earlier
debate of the situation with respect to people making very large
incomes in the forgiven yeer, and also there was a good deal of dis-
cussion with respeet to war-contract brokers and various types of
unusually large incomo of that sprt. As a result the Carlson-Ruml
bill which was recently voted on in tho House, had a good deal stricter
windfall provisions than did tho earlier versions on the first debate,
and those provisions just came in the last day or so. Mr. Morgan
drew them, so I think he would be in a better position to explain them
than I would.

Senator Tarr, It is .l right with mo.

Mr. Morcean. I might say that I explained them in the minority
report and my explanation caused great glee on the floor of the ITouse
when the Chairman had the Clerk read them,

Scnator VanpenNBERG. Is that the kind of explanation you are
about to give?

Mr. Moraan. I hope not.
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There are two so-called antiwindfall provisions in the Carlson bill.’
The first one deals with a situation where the 1942 tax is $1,050 or
over. That represents a tax on & surtax net income of about $5,000.
That first windfall provision provides that if the 1942 tax was $1,050
or more, and aiso more than the 1943 tax, then, although you forgive
the 1942 tax you add to the 1943 tax the difference between the two
taxes. The effect of that is to make the taxpayer pay in 1943 a tax
equal to the tax of the higher of tho 2 years. That is the first anti-
windfall provision.

Senator VANDENRERG. Speaking generally, that applies to $5,000
and above, and not below? .

Mr. Moraean, That is right, it doesn’t apply below at all.

The second antiwindfall provision has a base period concept in it.
It is a kind of excess-profits-tax idea. It provides that if both the
1942 and 1943 surtax net income—that is the net income aftor the
personal exemptions and credit for dependents—exceeds by more
than $5,000 the surtax net income for 1940, then in addition to the
increased tax for 1943 which the taxpayer might have under the first
windfall provision, you tax that excessive portion—that is the amount
by which the 1942 or 1943 surtax net income, whichever is the lesser,
exceeds $5,000 plus the 1940 surtax net income—you tax that excess
at the regular normal and surtax rates for 1942 as if that portion itself
constituted all of the surtax net income, and also all of the net income
after exemptions and credits, : .

Just to give you an example, if a taxpayer had a surtax net income
for 1940 of $100,000, and he had one for 1942 of $1,200,000, and one
for 1943 of $1,000,000, the sccond antiwindfall provision operates
because both his 1942 and 1943 income are substantially in excess of
his 1940 income.

So what the Carlson bill does is to take the lesser of those 2 years,
1942 or 1943, and see how much that exceeds the 1940 income plus
$5,000. In that case the 1943 surtax net income is less. So you take
the excess of that over the 1940 surtax net income plus $5,000. The
$5,000 is designed to take care of ordinary fluctuations in income.

In this case you would have the excess of $1,000,000 over $105,000,
or $895,000 as the excessive portion. Now that $895,000 is taxed at
the regular normal and surtax rates and the tax on that added to the
1943 tax. v

Senator Tarr. Could it be put in the reverse, roughly speaking,
without being accurate, that if the 1940 income is less than the 1942
or 1943 income, then you are only forgiven the 1940 income and not
the 1943 and 1942 income? Is that about what it comes to except as
it is affected by changes in rates? That is the general purpose of it,
isn’t it? If 1942 and 1943 both represent a tremendous increase over
1940, presumably they are both windfalls and so ?you are only forgiven
the 1940 tax? Isn’t that the underlying theoriy‘

Mr. Moraan. I have not heard the underlying theory expressed
that way. I have always heard it as being. this—you don’t want to
have the abatament of a year’s tax result in the abatoment of taxes
which should be paid on war profits. . .

Senator Tarr. That is what I mean, thatis what I am trying to say.

Benator WavLsn. 1t is.an attempt to apply the excess profits prin-
ciple to the increased income by reason of the war?

Mr. Moraan. Thet is correct.
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Senator Warsa, How would it work out in figures? Could you
give us an illustration of the taxes in that case?

Senator Bynp. Carry out the illustration you just gave about the
$1,000,000 and the $100,000-—what would be the total tax you would
have to pay in 1 year under that?

Mr. Moraan. Well, before going into that example, Senator Byrd
the amount that is added to the 1943 tax by that second antiwindfall
provision which 1 have {ust described, can be paid over a period of 3
years. The Carlson bill provided that.

Senator Byrp. Wouldn'’t the aggregate of it be more than your
income in 1 year?

s’)Mr. MoraaN, Now this example—if he had $1,200,000 income in
1942 ——

Senator Byrp (interposing). What page is that on?

Mr. Morean. I am just looking at pages 8 and 9 of the minority
report in the House. Let’s take a case where he had a million-dollar
inc{qme in both 1942 and 1943—1I think that will be a little bit easier
to figure. '

H% would bo forgiven the tax on 1942. That would be about
$859,000. That is under the general provisions of the Carlson bill.
Now you como to this secona antiwindfall provision and you see how
much the 1942 income exceeds the 1940 income, plus $5,000. 1n this
case the excess is $895,000. Well, now, the normal and surtax rates
on that $895,000 will be approximately $762,740. So, not counting
the Victory tax, in 1943 he will have to pay $859,000 on his $1,000,000
income in 1943, plus $762,740, which you might, just for purposes of
convenience, call his windfall tax, or a total of $1,621,740. ow that
does not, as I say, include the Vietory tax.

Senator Byrp. Then his income for that current year is $1,000,000?

Mr. Mogrcan. Yes.

Senator Byrp. So his taxes will be $621,740 more than his gross
income for that year?

Mr. Moraan, That is correct.

Senator Wareu. But he has 3 years to pay it in. ;

Mr. Moraean. The $762,740 which is added by the second windfall
provision he has 3 years to pay, but of course even with tho extension
it would push him over 100 percent of his income because one-third
of that would be over $250,000.

Senator Warsa, How much would he save if we didn’t change the
law at all and he had to pay 2 years’ taxes?

Mr. Morcan. Well, out of his 1942 and 1943 income he would have
to pay $1,719,000, plus the Victory tax, in 1943, and under this
provision he would only have to pay $1,621,740. :

S?enator Byrp. That is in the nature, really, of an excess-profits
tax

Mr. Moraan. Yes.

Mr. Pavun. Senator Byrd, in order to get it clear, just so we don’t
develop any ‘misunderstanding on account of the use of the term
“individual excess-profits tax,” last year we discussed another type
of individual excess-profits tax which was a tax on increases in income.
This is more properly an offset to a cancelation of tax, measured by
the increase in income, and as I understand it, is designed to prevent
undue cancelation in the case of a man who had an unusually high
war income.
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Senator Byrp. In other words, you take 1940 as a normal year?

Mr. Paur. As Mr. Stam just said, that is a sort of base year, con-
sidered as moro or less normal.

Senator Byrp. How much is your recovery by reason of this anti-
windfall provision? .

Mr. O'Donngnn [Assistant Director of Research and Statistics,
Treasury Department]. We estimate that we will receive 676.9 million
from the so-called excess profits tax provision, and 455.9 million from
the windfall provision.

Senator Byrp. Thon when the taxpayer receives his bill it will be
quite 8 shock to those who believe they are going to be forgiven
something if he has to pay $621,000 more in 1 year than his total
gross income actually is?

Mr. Pavr. That is true. Mr. O’Donnell’s figures referred to the
ag%regate effect of the antiwindfall provisions.

he Caairman. What were those?

Mr., O'Donnert. They total 1 billion 132.8 million, and they are
made up by 676.9 million from excess profits tax provision and
455.9 million from the windfall provisions.

Senator Warst, Both windfall provisions or the second windfall
provision?

Mr. O'Donxrrn, The one that Mr. Morgan has just been discussing
that deals with the increase in income over that of the base year, the
calendar year 1940 is called the excess profits tax provision and is
cstimated to yield 676.9 million.

.&i(cingtor Warsa. That is more than the. other windfall provision
ields
¥ Mr. O’'DoxngrL. That is correct.

Mr. Pavun. Those two provisions yield 1 billion 122.8 million.

Mr. O’Donnkrn, This yield is an offset o a gross difforence of
9 billion 451 million that is being remitted under the Carlson plan
?ftcr you have given the special exclusion o the members of the armed

orces.

Mr. Pavr. That is what leaves the figure I gave in my statement of
8 billion 300 million of total forgiveness under the Ruml Kill, with these
antiwindfall provisions in it. .

Senator Byrp, When it comes down to individual cases there will
be many individuals under this that will pay more taxes in one year
than their actual receipts are in that one year? .

Mr. Pavur, That is right; it is possible to have such a case and it
mi}iy ha(gpen very frequently.

he Cuameman, Is it the pleasure of the committee for Mr, Morgan
to explain any other feature of the bill?

Senator Byrp. Arve there only two antiwindfall provisions, Mr.
Morgan?

Mr. Moraan. Yes, sir.

Senator Byep. Explain the other one a little further. .

Mr. Monaan. There is one further provision that you might call
an antiwindfall provision but what it really amounts to is a roundin
out of the policy on the first one. As I described the first antiwindfal
provision, it provided that if your 1942,tax was $1,050 or more,
and also more than your 1943 tax, you added to your 1943 tax the
difference. . . L

In the absence of a rule to meet the situation, if a millionaire died
in 1942 ho would get $859,000 of forgiveness; whereas if he died on
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Jannary 1, 1943, he might get a very small amount of foregiveness,
Hence there is another provision in the Carlson bill-—1 don’t believe
it was considered as part of the antiwindfall provision-—that if the
man died in 1942 his forgiveness was $1,050 and no more.

Senator Banxruy. What difference docs it make as to whether he
died before or after the 1st of January?

Mr. Morean. Well, let’s have him dying on the 1st of January
and assume his 1942 tax is $859,000; further assume that his 1943
tax, if he made enough money on the day he died —is a dollar. Al-
though you forgive the 1942 tax you addy to the 1943 tax the excess
of $859,000 over $1, in other words you add $858,999 to his 1043 tax.

The Cuarrman, In effect that provision was intended to take the
higher of the 2 years?

Mr. Moraan. That is right.

The CuairmaN, So if there had been a discrepancy between his
income tax liability in 1942 as against his income tax liability in 1943,
you would take the higher of the 2 years and make him subject to
that tax?

Mr. Moraan. That is right.

The CrairMAN. That is what that was designed for; that was the
underlying reason?

Mr. Morgan. Yes,

Senator WaLsH, His estate would have to pay that tax anyway,
wouldn’t they, under the present law?

Mr. Moraan. The $859,0007

Senator Warsa. Yes. .

Mr. Mogcan. Oh, surely.

Senator WaLsa, They would bave to pay it anyway under the
present law.

Mr. Paur. At the estate tax rates.

Senator Warsn. They would pay the income tax, too?

Mr. Pavr., Oh, yes.

Senator Warsh. So you simply make him pay the income tax that
he or bis cstate would pay anyway under the existing law?

Mr. Morcan. If he died in 1942 you forgive him to the extent of
$1,050 und no more——

Senator BYrp (interpesing). Suppose there was a loss in 1940,
would you take that then—-

Mr. Morean (interposing). In 19407

gie?amr Byrp. Yes. Suppose the taxpayer had an actual loss in
1940

Mr. Moraan. His income would be zero and it would be the excess
of $1,000,000 over zero.

Senator Byrp. You took that as a base, and I thought perhaps you
would take the loss into account. To carry that down to smaller
figures, suppose a8 man in 1940 had no income, and in 1942 and 1943,
for 1 year he earned $10,000 and for the other year he earned $15,000.
How much total tax would he have to pay?

Senator Bargrey. Why do you take 1940, 1942, and 19437 Why
do you skip 19417

Senator Byro. That is what the Carlson bill does.

Senator BarkLry, But not the one they passed?

Senator Byrp. No. It seems to me that under this bill there would
be a number of people, even with smaller incomes, that would have
to pay a large part of their current earnings in taxes. Before you
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answer that, isn’t this & new provision of the Carlson bill; was that
in the original bill, this antiwindfall provision?

Mr. Moraan. Well, it was in the bill that was offered as an amend-
ment when the House first considered the matter, only the figures
were different, The 1942 and 1943 incomes had to exceed the 1941
income by more than $50,000, and the tax was 25 percent on the first
$500,000 of excess and an additional 25 percent on the excess over
$500,000.

Senator WarsuH. But there were no windfall provisions in the
original Ruml plan?

Mr. Pave, The original Ruinl plan didn’t have any but the plan
voted on in the first debate in the House did have some windfall
provisions, including the one Mr. Morgan just described. Those
windfall provisions did not have very much effect by way of reducing
the cancelation, 1 don’t think more than $60,000,000.

Then in the sccond debate a totally different and more strenuous
antiwindfall provision was inserted of the type that Mr. Morgan first
described.

Senator Crarx. It is afact that while the plan outlined by Mr. Ruml
here originally didn’t contain any windfall provisions, Mr. Ruml in
his testimony before the subcommittee of this committee last summer
did advocate windfall provisions, didn’t he?

Mr. Pavu. He advocated not applying the cancelation to capital
ains. , .

B Senator Cuark. He said it was very casy to draw up windfall
provisions and advocated them; so it is hardly fair to say that the
Ruml plan didn’t advocate any windfall provisions. 1 recall very
well his testimony before the subcommittoe, and I am sure Senators
Danaher and Gerry will recall it equally well, and if not I have the
record down in my office.

Mz, Pavr. I remember that he did recommend not having the
forgiveness apply to capital gains, that is true, but that is only one type.

Ir. MoRrRGAN. Answering your question, Senator Byrd, if he had
an income of zero in 1940, and in 1942 he had an income of $10,000—
this is after exemptions—and in 1943 an income of $15,000, be would
have to pay in 1943 & tax on $15,000, which is $4,052 without the
Victory tax, and he would have to pay, in addition to that, the excess
of the 1942 income over the 1940 income plus $5,000. $So his total
1943 burden would be $4,052, which is his regular burden, plus
$1,050 which you might call his windfall burden, or a total of $5,102
without the Victory tax

Senator Byrp. ’i:here would be many such instances where that
particular antiwindfall tax would increase tho taxes, because there
has been quite a variation in earnings between 1940 and 1942 and
(1194:} ; isn’t‘;? that the case? I mean you estimate $900,000,000 recovery,

on’t you

Mr. Pavr. A little more than that, I think it is one-billion-one
hundred-million-dollars odd. .

The Cuamman. If there are no further questions of Mr. Morgan
the committee will go into executive scssion as there are some matters
that we wish to determine. Tomorrow morning, Mr. Stam and the
representatives of the Treasury Department, we will ask you to be
back with us. : .

(Whereupon, at 4:30 p. m., the committee went into executive
session). P
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FRIDAY, MAY 7, 1043

UN1TED STATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10:30 a. m,, in
room 312, Senato Office Building, Senator Walter F. George (chair-
man) presiding.

The Cuairman., The committiee will come to order, please. Has the
Trensury any further suggestions this morning?

Mr. Pavr. No, Mr. Chairman.*

The Cuammman, All right, Mr. Stam, we will hear from you.

STATEMENT OF COLIN F. STAM, CHIEF OF STAFF, JOINT
COMMITTEE ON INTERNAL-REVENUE TAXATION

Senator ConnarLLy. Mr. Stam, if you would hold up a minute, I
would like to ask Mr. Paul one question.

Mr. StaMm. Yes, sir.

Senator ConnaLLy, As I understand your testimony yesterday,
you prefer the Ways and Means Committee bill,

Mr. Paur, That is right.

Scnator ConnavLty, 1s that in such shape that if the committee
here should decide to do it we can just adopt it in licu of the House bill
and send it to Congress?

Mr. PavL. It is all prepared. 1t is drafted.

Senator ConnarLy. It is all completed?

Mr., PavLn, Yes.

Senator ConnarnLy. Thank you,

The Cusirman. Al right, Mr. Stam, we will be glad to have your
views regarding this bill before us.

Mr. StaMm. Mr. Chairman and gentlemen of the committee, we
have made quite a study of the House bill. This plan was presented
in the Ways and Mecans Committee and discussed somewhat at length
at that time and later, of course, it was incorporated in the bill and
presented on the floor.

The CuamrMaN. You refer to the bill that was adopted?

Mr. Stam. I refer to the bill that was adopted.. We do not feel
that this bill accomplishes the I}}urpose which is sought.

Senator Davis. That is the House hill?

« Mr. Stam. That is the House bill. .

Senator ConnarLy. You talk about not accomplishing the purpose
which is sought. It dc{)ends on who is secking the purpose. If a
fellow wants the Ruml plan and does not want to pay any tax in 1942
at all, of course it does not meet with his purpose, and it does not meet
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the purpose, on the other hand, of trying to get some money into the
Treasury. .

Mr. Stam. It does not meet the purpose of getting the people on &
pay-as-you-go basis. .

Senator Connarny. The Ruml plan is pay-as-you-go but it is all
“go’ and no :ipay.” Is that about it?

Mr. Stam. The Ways and Means Committee bill and the Ruml bill
lace all taxpayers on a current basis, This bill does not do that.
his bill only places taxpayers on a current basis if they are in the

first surtax bracket. The other taxpayers that are not in the first
surtax bracket, or I mean that have incomes above the first surtax
bracket rate, are not made current under this bill. They have to go
ahead each year and make two computations.

The House bill will cost almost as much as a complete forgiveness
of 1942 liabilities, Complete forgiveness of 1942 liabilities will result
‘in a cancelation of 9.5 billion. This House bill will result in & cancela-
tion of a liability of 7.2 billion, or 76 percent of the total 1942 liability.
Thus, there is a difference of only 2.3 billion or 24 pervcent between
this plan and complete forgiveness of 1942 liability.

It is argued that the amount of this forgiveness can be recaptured
by an increase in rates in 1943. To do so, will be the equivalent of
taking from the taxpayers in the fall that which was given to them in
the spring. In addition, in the caso of new taxpayers, there will be a
recapture from them, although they received no forgivencss.

Under the House bill all but 4,000,000 taxpayers have 100 percent
of their 1942 liability canceled. Taxpayers above the first bracket
will not be fully current. This group above tho first bracket con-
stitutes approximately 4,000,000 of the estimated taxpayers. Only
taxpayers up to the following net incomes will be fully current:

SINGLE PERSON
No dependents. . ..o oo ce i cmcaa e

T dependent.ua v oot mamm e
2 dependents. ..o e e e ccee e emmm i a————

NO dependentS o v e e e cam o m e m e m e n e e mwmm e m————
1 dependent . c e eeann e cia e it emiaccccmammm—————
2 dependents
3 dependents .
4 dependents. ..o e mcaee Y e cce e
The remainder of the taxpayers will have to carry over a part of their
liability for the prior year i addition to paying their basic liability
for tho current year. Thus, the tuxRuycr who is above first surtax
bracket will be required to go through several complicated computa-
tions in determining his tax liability. First, he will be required to
file his return for the preceding year, making adjustments therein for
his bagie liability for that year. Second, he will be required to esti-
mate his income for the current year in order to pay the basic rate
for the current year. The Burcau of Internal Revenue indicates that
it will requirc three separate accounts for each taxpayer. Thes®
taxpayers will resent being required to make computations for 2
separate years, when the making of such computations does not put
them on & cwrrent basis. When it is coddsidered that the taxpayers
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who must make these double computations ycar aftor year contribute
about 60 to 65 percent of the total individual income tax, it is believed
that there will be some justification for such resentment.

These figures are supported by the following data, taken from
estimates furnished by the Treasury Department from the record
of the public hearings, which show that persons having surtax net
incomes above $2,000—that is, net income above $3,200 in the case
of a married person with no dependents, or above $2,500 in the case
of a single person—will account for approximately 60 to 65 percent of
the total tax liability for the calendar ycar 1943.

TaBLE 1.—Estimated tax liability under present law, at income levels estimated for
the calendar year 1943, distribuled by net income classes

Cumulative distribution from—

Slméu%ldistri-
ution
Not income class Lowo:lt';;gcomo mgheslt-lncome
Amount |Percont| Amount (Percont| Amount {Percent
Undor $1,000.. .. ....oiiuniii i iaaairaaaas $369 2. 900 $369 2,99 { $11,089 . 00
1,000 to 52,000 - 2,634 21,14 2,803 | 24.13 11, 630 97.01
2,000 to gff,ODO. 1,305 | 11.64 4,288 | 386,77 3 76.87
3,000 tp $4,000 1,243 | 10.37 5,631 | 46,14 7,701 04.23
4,000 to $5,000 874 6,405 | 53, 4 6,458 53.86
5,000 to $10,000. 1,233 1 10.28 ,638 | 63.71 5, 684
10,000 to $26,000 1,385 | 11.56 9,023 | 75,206 4,351 36.20
25,00 $100,000. 1,710 | 14.20 10,733 { 89,62 , 068 24.74
100, to $200, 0 1,303 | 94.2 1,26 10.48
2| to 5 8.30 ,608 | 97.57 686 5,73
50 to $1,000,000 180 L5 11,878 | 90.07 261 2,43
$1,000,000 and over. 111 .93 11,989 | 100.00 m .93
X117 ) O 1L,080 | 100.00 | cvnnrnviifmmniianimmminiacfaveaanas

Notr.~—Figures are rounded and will not necessarily add to totals,
8ource: Treasury Departmont, Division of Research and Statlstics,

On the other hand, if such taxpaycrs—that is, these 4,000,000 tax-

}m{;ers that are not made current, and must carry over this old
iability—desire to become current, they will have to pay an addi-
tional amount, which under the plan consists of their upper-bracket
]iabilitf7 for the current year. In other words, they are required under
the bill to pay their back-year liability, and if they want to get current
they would have to, in addition to that, pay the upper-bracket liabilit

for the current yoar. In several instances the additional amount will
bo such that it will greatly exceed the taxpayer’s net income. The
total payment required of a person with $50,000 net income who
desired to become current would be $44,215; in the caso of a person
;ri;h $100,000 of net income, the total payment would have to be
114,956.

Now, I want to make it clear at that point that this House bill
does not require the taxpayers to pay this additional amount, because
they can still stay under tho old system and pay the upper part of their
liability for the prior year, but if they want to get current and be placed
on the same basis as other taxpayers, then they will have to pay this
additional amount,
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That the House bill discriminates against the taxpayers who con-
tribute most of the tax liability is shown by the following table:

TasLe 11.—Single person, no dependents—amount and percent of 1942 lax Sorgiven
under House bill (Robertson-Forand plan)

Percent
1042 tax | of 1042
1942 tax 1042 tax forgiven tax
Net income before personal exemption under under under  {forgiven
exjsting law | House biil House under
bill llgmm

1,354, 795 | 370, 821.00
3,424,795 | 049,821.00

TanLe 1I1.—Married person, no dependents—Amount and percent of 1942 tax
forgiven under House bill (Robertson-Forand. plan)

Percent
1942 tax | of 1842
1042 tax 1942 tax forgiven tax
under under under {forgiven
oxisiing iaw | House bill} House | under
bill ngs;e

Net lncome before personal exemption

854 000,
1,734, 000. 00 , 688,
4,374,000.00 3,424,312 | 949, 688.00
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If you will look at this table, you will see the amount and the percent
of the 1942 tax forgiven under the House bill. You will notice there
that in the case of a $500 net income befcre personal exemption there is
no tax. In the case of a $600 income, 100 percent of the tax is for-
given, and the 100 percent runs all the way up to net incomes of
$2,500.

You will notice as the income increases the percentage of forgiveness
decreascs, so that when you get down to the $5,000,000 man he has
only 21.71 percent of his 1942 tux canceled.

Now, in the case of a married man with no dependents, table ITI
shows the same picture. You will notice that up to $3,200 of net in-
come 100 percent of the 1942 liability is canccled, and that decreases
according to the size of the income, so that up at the top there is 21.71
percent forgiven of the 1942 liability.

Senator DananER., Question, Mr. Chairman.

The Cuairman. Yes, Scnator Danaher.

Senator Danauer. On page 2, at the bottom of the page, you have
a reference to ‘“‘See par. 6.”

Mr., Sram. That should be page 6.

Senator Danangr. Thank you very much.

Mr. Stam. The difficulty of carrying on the books an assessment
for 2 scparate years will add undue complications to our tax laws,
If thero is anything about the tax law which should be simple, it
should be the computation of the tax. Not only will these computa-
tions unduly burden the taxpayer but they will severely incroase the
administrative difficultics in the collectors’ offices and the Bureau
of Internal Revenue. The collector will be required to double his
posting work, Instead of four payments to post—which he has now—
he will have eight payments covering 2 years, part for the basic
lability and part for the back liability. The chances of error are
increased because of payments made simultancously by a taxpayer
for two separate ‘and distinct tax-year liabilities. That is, he is
paying his tax partly for the back year and partly for the current year.
It will be necessary to list the first-bracket liability separately from
the upper-bracket liability for the entire year, instead of the entire
tax as one amount.

Many taxpayors will send in one check in payment of their liability.
It will be necessary for the collector’s office to determine what part of
the amount belongs to the current liability and what part belongs to
the back liability.

Refunds and credits will be further complicated by the sg}litting up
of the year, For example, a taxpayer filing his return on March 15,
1944, might show a normal tax and first surtax bracket liability of
$100. The upper-bracket liability will amount to $50. The ques-
tion would have to be determined as to whether the interest will run
on the first-bracket part which was paid currently in 1943 from the
date of payment in 1943 and as to the upper brackets from the date
of payments in 1944, In the case of refunds, if interest should run
from the date of payment in 1944, it would appear that the taxpayer
whose income is above the tirst bracket will lose a year’s interest on
the amount paid in 1943, that is, unless they havo to separate these
amounts,
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The following tax%ayers will have to pay the following additional
amounts in order to become current:

TasLe IV.—Single person; no dependents

Net income before personal exemption | Penalty || Net income before personsl exemption | Penalty

In the case of a single person with a net income before personal
exemption of $3,000, if he wanted to become current he would have
to pay an additional amount of $15, whereas people below that income
bracket would pay nothing. In the case of the $15,000 man, in order
to become current he would have to pay $1,695 as compared with the
$15 1pmid by the $3,000 man, and in the case of the $100,000 man, he
would have to pay $45,820 to become current, as compared with the
$5,055 of the $25,000 man, Other tables which I now insert, further
illustrate this point.

TasLE V.—Married person; no dependents

Net incoms before personai oxemption | Penalty || Net income before personal exemption | Penalty

.- 804,312
3,424,312

TasLe VI.—Married person; 2 dependents

. Not jncome before personsal oxemption | Penalty Net income before personal exemption | Ponalty

$3 (1 825,000 < oot $4, 600

33 - 18, 700

07 100,000 44,924

211 || $500,000. 318,829

435 | $1,000,000 ~-| 603,829

1,353 |i $6,000,000. 3,423,820
2,733

TasLe VII.—Total burden to become current in 1948 under Robertson plan—single
person, no dependents

Income Income

Not fnoomo | 18X P | ponalty | Totel Net fncome | IBXPIS | Panaity | Total
H fory tax

$16 3622 || $20 $7,806 | 3,105 | $11,001

45 922 || $25,00 10,084 | 6,065 | 16,030

95 1,262 || 850 26,558 | 16,4 45,

165 1,841 || $100, 70,165 | 45,820 | 115,986

385 762, 158

645 7! 1,504,795

1,695 7,924,705
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TasLe VIII.—Married person—no dependents

tInomlne tInem]no
ax plus ax plus
Net income gross Vie- Penalty | Total Net income gross Vie- Penalty | Total
tory tax tory tax
$723 $24 $747 25,000 $10, 578 84,782 $15, 360
,000 993 B4 1,047 50,000 .. 28,076 16, 140 44,218
000. 1,204 116 1,410 00, 60, 584 45,372 114,986
000 1,046 288 2,233 00 441,747 | 819,312 761, 059
0, 2,670 540 3,216 000 .| 900,000 | 664,312 | 1,564,312
15,000. ] 1,514 6, 368 5, 000 enennns 4, 600, 000 (3,424,312 | 7,924,312
$20,01 7,632 2,064 10,498 '

TaBLE IX.—Married person—2 dependents

Income Income
Net income ;3)’;5"{}‘,50_ Penalty | Total Net income ;l‘,‘;‘ssp{',“% Penalty | Total
tory tax tory tax
$569 $3 $672 26,000« ccennnnnnan 10,17 , , 681
33 872 X 27,502 15, 700 43,382
1,112 67 1,179 100,000 69, 003 44,924 113,627
1,736 211 1,946 ,000. 441, 131 318, 829 759, 960
2,438 436 2,873 1,000,000 $00,000 | 603,829 | 1, 563,829
4, 560 1,353 5,913 || $5,000,000. , 500, 000 (3,423,829 | 7,923,829
7,168 2,733 9,001

Table V, married person, no dependents, indicates how much those

taxpayers would have to pay in order to become current.

he main objection, as I say, to this plan, it scems to me, is that
it does not adopt a pay-as-you-go plan for all taxpayers. It is not
treating all taxpayers alike to put'some taxpayers on a current basis
and others on a partially current and partially back-tax system,
particularly when the taxpayers that have to be on that partially
current and partially back-tax system, pay from 60 to 65 percent
of the total tax liability. It is for those reasons that we did not
feel that the House bill was a proper solution of this problem,

In approaching the problem, it seems to me that we should con-
sider it 1 direct relation to the burden we are imposing on the tax-
payer, and also in relation to our present need for revenue. It does
not seem logical to cancel a large part of an outstanding tax, which
mnly have to be imposed later in the form of additional taxes. To
collect at least a part of that which is outstanding at the present
time and definitely fix the tax liability of the taxpayer for this year
would, in my opinion, be much fairer than raising the rates later on,
The additional amount to be raised should depend upon a study of
the burden tables, so that we can find out how much burden we want
to impose upon taxpayers.

In our study of tlus subject we have prepared numerous burden
tables to cover all the various plans, amf we have approached this
subject entirely from the standpoint of the need for revenue and the
burden to be imposed upon the taxpayecr.

[
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(The tables referred to are as follows:)

1. Ways Anp Means CommiTreEe BiLy

Applying 1941 rates and exemptions to 1942 income instead of 1942 rates and
exemptions. Loss in revenue, $4.7 billion.

TAaBLE 1.~ Total burden tables
SINGLE PERSON, NO DEPENDENTS~TOTAL CURRENT BURDEN

Current tax plus unforgiven 1942 tax

Current tax If unpaid bal-
Net tncome before personal exemptlon | including gross ul)igzxt{grélv)g{ld anco of unfor- ng"ltv}:"";d,é"{z
Victory tax } I given 1042 tax R
in full on or Is pald on or | WA%I8 PMd on
before Mar, 15, beﬂ{re Mar.15, | oach install-
1044 10452 || montdate
$500... e mrancrancnenancasraracanmcannnloansantncanasacn|asiasastacsauncn|mronmatncoetannn|oeveannmaa———n
$600. $17.53 $17, 53 $17.83 $17.63
$750 PO 83,47 63,47 53.47 53.47
66. 44 65,44 05,44 85,44
113. 36 126,99 120.47 118,19
18L.27 102. 20 177.39 172. 24
233.13 260. 00 202,78 253. 30
305. 00 387.81 348,17 334,37
362, 61 483,02 405. 10 388,41
472,60 616.0¢ 517,42 523.62
607,47 801,12 708,41 076. 14
1,1406. 58 1,600, 86 1,392, 66 1,320.58
2,014, 36 4,287,601 3.6030.20 3,401.33
5,108,13 7,940, 04 8, 613.38 9,161, 20
7,806,91 12,472.43 10, 281, 56 9,518.79
10, 083. 66 17, 71L.67 14, 460. 78 3,300, 46
28, 6567. 68 48,112.73 38, 751. 22 55.402.03
70,165, 36 120, 148. 18 6. 220, 24 87.889.76
208, 473. 60 357,462, 86 286, 138, 26 201,300.73
442, 362. 68 67, 536, 70 611, 848, 24 557, 672. 66
900, 000. 10 1, 589, 416. 01 1, 259, 376. 90 1, 144,474.08
1, 800. 000, 00 3,232,013.30 2, 546, 475. 02 2,307,806, 13
4, 500, 000. 00 8, 188, 006. 08 6,422,471, 26 b, 807, 803, 57

1 Computed on a gross income reduced by 10 percent in arriving at specified net income.
1 Assuming equal payments made in 1944 and 1046, ,
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The following table shows the total current burden in the case of a married
person with no dependents if current liability is paid and unforgiven 1942 tax is
paid in 1, 2, or 3 installments.

MARRIED PERSON, NO DEPENDENTS~TOTAL CURRENT BURDEN

Current tax plus unforgiven 1942 tax

Net income before personal exemption m?u‘b'ﬁf.',‘é ;?Kss ]ﬁ;‘?&’ -si"ﬁ'fd xa'n‘éé".;?'é’n'r’é'r‘. J{I%’;&t‘!}fr‘;"u‘,’{z
Vietory tax ! | T ran onpor glven 1942 tax | "o s’ naid on
befon; mar. 15, b?!(}}%hl{d(g},ol%, e?:h install-
1045 % ent dato
$35.47 $35.47 $35.47 $35.47
100.13 100.13 100.13 100. 13
172.00 192.30 182.69 179.20
219.91 257.51 230.51 233.24
330.69 420.53 381.83 308.36
507.38 648,76 581. 08 557, 51 N
6§34 33 686. 76 613.27 588. 03
B2, 58 1,328.72 1,167.81 1,111.78
2,676.36 3,890, 76 3,309.40 3,107.00
4,854.13 7,300.42 6,179.37 5,755.65
7,631.91 11,838.13 9, 776.64 9,058.93
10, 577. 68 16,992.03 13,921.65 12,852.49
28,074. 58 47,243.81 388,007.05 04,872.18
69, b34. 36 119, 124. 80 95, 408. 64 87,151.89
207,857.69 356, 372.05 285,274.75 260, 522, 36
441, 746. 58 766.410. 94 610, 680, 84 5n6,877.91
900. (00. 00 1, 588,901, 56 1, 259, 108. 26 1,144,291, 33
$2,000,000... 1, 800, 000. 00 8,231,492.16 2, 546,203, 36 2,307, 621,33
$5,000,000. 4, 500, 000. 00 8,187,474, 36 6, 422, 193. 56 5,807, 614, 67

1 Computed on a gross income reduced by 10 percent in arriving at specificd net income,
$ Assuming equal payments made in 1044 and 1945,

'80800w=ed 3——-5 a . ' hl




TasLe 2.—Married person, no dep

1.

" .
aAMoUnL Oflula

of 1942 tax under various percenlages forgiven

inlgoex%a I%de I 10per- | If Wper- | If 25 per- 1f 30 per- 1t 40 per- 1f 50 per- It 69 per- If 70 per- If 75 per- It 80 per- | If 90 per-
before under cent is cent is cent is cent is cent is cent is cent is cent is cent is cent is cent is
exp:g; mal ex}it;ng forgiven | forgiven | forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven { forgiven
i
$48.00 $4.80 $9.60 $12.00 $14.40 $19.20 $24.00 $28.80 $33.60 $36.00 $38.40 $43.20
103.20 10.32 20.6¢ 25.80 30.96 41.28 51.60 61.92 72.24 77.40 82.56 92.88
140.€3 14.00 23.00 35.00 42.00 56.00 70.90 84.00 98.00 105.00 112.00 128.65
232.00 23.20 46.40 58.00 69.60 92.80 116.00 139.20 162.40 174.00 185.60 208.80
360.80 36.08 72.18 90.20 103.24 144.32 180.40 216.48 272.56 270.60 238.64 324.72
382.20 33.22 76.44 95.55 114.66 152.88 191.10 229.32 267.54 236.65 305.76 3:3.93
746.00 74.60 149.20 186. 50 223.80 208.40 373.00 447.60 522.20 559.50 595.80 671.40
2,152.00 215.20 430.40 533.00 645,60 860. 80 1,076.00 1,201.20 1,506. 40 1,614.00 1,721.60 1.936.80
4,052.00 405.20 810.40 1,013.00 1,215.60 1,620.80 2,026.00 2,43L.20 2,835.40 3,039.00 3,241.60 3,646.80
6,452.00 645.20 3,290.40 1,613.00 1,935.60 2,580.80 3,226.00 3,871.20 4,516.40 4,839.00 5,161. 60 5, 806.80
9,220.00 92200 1,844.00 2,305.00 2,766.00 3,688.00 4,610.00 5,532.00 6,454.00 6,915.00 7,376 00|  §,298.00
25,3%8.00 | 2,532.80] 5,065.60| 6,332.00 7,503.40 10,131.20 12,664.00 15,196.80 17,729.60 18,995, 00 20.262.40 | 22,795.20
64,060. 00 6,406.00 | 12,812.00 16,015.00 19,218.00 25,624.00 32,030.00 38,436.00 44.842.00 48,045.00 51,248.00 57,654.00
194,000.00 ; 19,400.00 | 38.800.00 48, 500. 00 58, 200. 00 77,600.00 97,000. 60 116. 400. 00 135, 806. 90 145. 500.09 155,200.00 { 174,600.00
414,000.00 | 41,400.00 | 82,800.00 103, 500. 00 124, 200. 60 165, 600. 02 207, 000.00 248, 400. 00 289, $60. 00 310, 500. 00 331,200.00 | 372,600.00
854,000.00 | 85,400.00 | 170,800.0C 213, 500. 00 236.200 00 341, 600. 00 427,600.00 512, 400. 00 597, 800. 00 640, 500. 00 £83. 200.00 768, 600, 00
-} 1,734,000.00 | 173,400.00 | 346,800.00 433, 500. 00 520, 200. 00 693, 600. 00 867,000.0G | 1,040,400.00 | 1,213,800.00 { 1,300.500.00 | 1,387,200.00 {1.560,600.00
-{ 4,374,000.00 | 437,400.00 | 874,800.00 | 1,003,500.00 | 1,312,200.00 | 1,749,600.00 | 2,187,000.00 | 2,621,400.00 { 3,061,800.05 | 3, 280, 500.00 | 3,499,200.00 {3, 936, 600. 00

%
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Tasre 3.—Married person, no dependents—amount of unforgiven 1942 tax under various percentages forgiven

Net in- Tnforgiven 1942 tax
come 1842 tax
before under ex- . e If 80 per- | I{ 90 per-
personal | isting law | If 10 percent ; If 20 percent | If 25 percent | If 3) percent | If 40 percent | If 50 percent | If 60 percent | If 70 persont | If 75 percent cent is cent is
exemption| is forgiven | isforgiven | isforgives | isforgiven is forgiven | is forgiven isforgiven | is forgiven | isforgiven forgiven forgiven
$48 00 $13.20 $38.40 $36.00 $33.60 $23.80 $24.00 $19.20 $14.40 $12.00 $9.60 $4.80
103.20 92.88 82.56 7.4 22 61.92 5160 41.28 30.96 25.80 20.64 10.32
140.00 126.00 112.00 105.00 98.00 84.00 70.00 56.00 42 00 25.00 28.00 14.00
232.00 208.80 185. 60 174.00 162. 40 139.20 116.00 92.80 £9.60 58.00 46.40 3.2
360. 80 324.72 288 64 270. 60 252.56 26. 48 180.40 14432 108.24 20.29 7216 36.08
38220 343.98 305.76 286.65 267.54 229.32 191.10 15288 114,66 95.55 76.44 38.22
746.00 671. 40 596.80 558. 50 52220 47.60 373.00 298.40 223.80 186. 50 149.20 7460
215200 1,936. 80 1,72L.60 1,614.00 1,506.40 1, 20120 1,076.00 869,80 645. 60 538.00 430. 40 215.20
4,052 00 3,646.80 3,241.60 3,039.00 2,836.40 2,43L.20 2,026.00 1,620.80 1,215.60 1,013.00 810.40 405. 20
6,452.00 5,806, 80 5.161. 60 4,839.00 4,516. 40 387120 3,226.00 2,580.80 1,935.60 1,613.00 1, 290. 40 645.20
9,220.00 8,208.00 7,376.00 6,915.00 §,454.00 5, 532.00 4,610.00 3,688.00 2,766.00 2,305.00 1,84.00 922.00
25,328.00 22,795.20 20, 262. 40 18, 996. 00 17,729.60 15, 196.80 12, 664.00 10.13L. 20 7,598.40 6,33200 5,065.60 | 253280
64, 060. 00 57.654. 00 51, 248.00 48,045.00 44,842.00 38,436.00 2, 030.00 25,624. 00 19, 218.00 16,015.00 | 12,812.00 { 6.406.00
$250,000...} 194, 000.00 174, 600. 00 155,200.00 145, 506. 00 135, 800. 00 116, 400. 00 97, 000. 00 77,600.00 58, 200.00 48,500.00 | 38,800.00 | 15, 400.00
$500,000. ..  414,000.00 372, 600.00 331, 200.00 310, 500. 00 289, 800. 00 248, 400. €0 207, 000, 00 165, 600. 00 124, 200.00 103,500.00 | 82,800.00 | 41, 400.00
$1,000,090. 854, 900. 00 768, 600. 00 683, 200.00 640, 500. 00 597, 800. 00 512, 400. 60 427,000. 00 341, 600. 00 256, 200. 00 213, 500. 08 | 170,800.00 | 83, 400.00
$2,000,000._| 1,734,000.00 { 1.260,600.00 | 1,387,200.00 | 1,300,500.00 | 1,213.800.00 | 1,040, 400,00 867, 000. 00 693, 600. 00 520, 200. 60 433, 500.00 1 346,800. 00 [173, 400.00
$5,000,000.. 4, 374, 000.00 | 3,936,600.00 | 3,499, 200.060 | 3,280, 500.00 | 3,061,800.00 | 2,624,400.00 | 2,187,000.00 | 1,749, 600.00 | 1.312,200.66 | 1,093,500.00 | 874,800.00 {437, 400.00
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Aoni

A t of each install

Tasre 4.—Married person, no dep

L if unforgiven 1942 tax is paid in 2 years

Nr::elncnma b1 pnofor- |10 percent | If 20 percent | If 25 percent | 130 percent | If 40 percent | If 50 percent | I£ 60 percent | If 70 percent | If75 nercent | 180 percent | If 90 percent
I'd is forg is forgt isforgiven | isforgiven | isforgiven { is is forgi: Is forgi is forgi' is forgiven | is forgiven

$21.60 $19.20 $18.00 $16.80 $14.40 $12.00 $9.60 $7.20 $5.00 $4.80 $2.40

46.44 41.28 38.70 36.12 30.96 25.80 20 64 15.48 12.90 10.32 5.16

63.00 56.00 52.50 49 00 42.00 35.00 2800 21.00 17.50 14.00 7.00

104.40 92.80 87.00 81.20 ©9.60 58.00 46.40 34.30 29.60 23.29 11.60

162.36 144.32 135.30 126.28 108.24 9. 20 72.16 5412 45.10 36.68 180

17199 152.88 143.33 133.77 114.66 95.55 76.44 §7.33 41.78 38.22 19.11

335.70 298.40 219.75 261.10 223.80 186.50 149.20 111.90 93.25 .60 37.30

968. 40 860.80 807.00 753.20 645. 60 538.00 430.40 322.80 269.00 215.20 107.6G

1,823.40 1,620.80 1,519.50 1,418.20 1,215.60 1,013.00 810.40 607.80 506.50 405.20 202.60

2,903. 46 2,580.80 2,419.50 2,258.20 1,935.60 1,613.00 1,290.40 967. 80 806. 50 645.20 322.60

4,149.00 3,683.00 3,457.50 3,227.00 2,766.00 2,305.00 1,844.00 1,383.00 1,152.50 922.00 461.00

11, 397. 60 30,131.20 9,498.00 8,864.80 7,598.40 6,332.00 5, 065. 60 3,799.20 3,166.00 2.532.80 1,266.40

28,827.00 25,624.067 24,022.50 22,421.00 19,218.00 16,015. 00 12,812.00 9,609.00 8,007.50 6,406.00 3,203.00

87, 300.00 77, 600.00 72,750.00 67, 900. 00 58.200.00 48, 500.00 38, 800.00 29, 100.00 24,250.00 19, 400.60 9, 700.00

186,300.00 § 165,600.00 | 155,250.00 | 144,900.00 | 124,200.00 { 103,500.00 82,800.00 | 62,100.00 51,750.00 | 41,400.00 20, 790.00

384,300.00 { 341,600.00 } 320,250.00 ( 298,900.00 | 256,200.00 { 213,500.00 { 170,800.00 | 128,100.00 | 106,750.00 83, 400. 00 42,700.00

2 780,300.00 | 693,600.00 | 650,250.00 | 606,900.00 | 520,200.00 | 433,500.00 | 346,800.00 | 260,100.00 { 216,750.00 | 173, 400.00 86, 700.00

$5,000,000......... 2, 187, 000. 00 {1, 968, 300.00 {1,749, 600.00 |1, 640, 250. 00 {1, 530, 900.00 |1,312,200.00 [1,003,500.00 | 874,800.00 | 656,100.00 | 546,750.00 | 437,400.00 218, 700.00
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TaBLE 5.—Married person, no dependents—A t of each installment if unforgiven 1942 taz is paid in 3 years

Net incomo be- | yr g for. | 1710 percent | It 20 percent, | Ir 25 percsnt | Ir30 percent | If 40 percent | If 50 percent | 1160 pereent | 1r70 percent | Ir75 percent | 10 percent | 190 percent
exemption giveness | is forgiven | isforgiven | isforgiven [ isforgiven | isforgiven | isforgiven | isforgiven | isforgiven | isforgiven | isforgiven | is forglven

$14.40 $12.80 $12.00 $11.20 $9.60 $5.00 $6.40 $4.80 $4.00 $8.20 $1,60

30.96 27.52 25.50 24.08 20.64 17.20 13.76 10.32 8.60 6.88 3.4

42.00 37.33 35.00 32.67 28.00 B8 18.67 14.00 11.67 9.33 4.67

69.60 61.87 ' 58.00 54.13 46.40 38.67 30.93 .20 19.33 15.47 .73

108.24 96.21 90.20 84.19 .18 60.13 48.11 36.08 30.07 24.05 12.03

114.66 101.92 95.55 89.18 .4 63.70 50.96 3822 31.85 25.48 2.7

223.80 198.93 186.50 174.07 149.20- -124.33 - 99.47 74.60 62.17 49.73 24.87

645.60 573.87 538.00 502.13 430.40 358.67 286.93 215.20 178.33 143.47 .73

1,215.60 1,080.53 1,013.00 645.47 810.40 675.33 540.27 405.2C 337.67 270.13 135.07

1.935.60 1,720.53 1,613.00 1,505.47 1,290.40 1,075.33 860.27 645.20 537.67 430.13 215.07

2,766.00 2,458.67 2,305.00 2,151 33 1,844.00 1.536.67 1,229.33 922.00 768.33 614.67 307.33

7,588 40 6,754.13 6,332.00 5,909.87 5.065.60 4.221.33 3,377.07 2,532.80 2,110.67 1,688.53 844.27

19,218.00 17,082.67 16, 015.00 14,047.33 12,812.00 10, 676.67 8.041.33 6,406.00 5,338.23 4.270.67 2,135.33

58.200.00 51,733.33 48,500.00 |  45.236.67 38.800.00 32.333.33 25, 866. 67 18,400.00 16, 166.67 12.933.33 6.466 67

124.2)0.00 | 110.400.00 | 103,500.00 | 96.600.00 $2,800.00 69,000.60 55,200.00 41,400.00 34, 500.00 27,600.90 13,800.00

256.200.00 | 227.733.33 | 213.500.00 | 199.206.67 | 170.800.00 | 142.333.33 | 113,846 67 85,400.00 71,188. €7 56,933.33 28.466. 67

520,200.00 | 462.400.00 ; 433,500.00 | 404.600.00 | 34+,800.00 | 289,000.00 | 231,200.00 ] 173,400.00 | 144.500.00 | 115.600.00 57,800. 00

1,312, 200.00 {1,166,400.00 {1,093, 500.00 {1.020,600.00 | 874,800.00 | 729,000.00 | 583,200.00 | 437,400.00 | 364,500.00 | 291,600.00 | 145,800.00
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TasLe 8.—Married person, no dependenis—Amount of eack installment if unforgiven 1942 taz is paid in 4 years

Net income be-| gno for- | 1r10percent | 1520 percent | Ir25 percent | 1£30 percent | 17 40 percent | 1f 0 percent { 160 percent | 170 percent | 175 percent | 1150 percent | 1¢90 percent
efembtion giveness | isforgiven { isforgiven | isforgiven | isforgiven | isforgiven | isforgivenm | isforgiven | isforgiven | isforgiven | isforgiven | isforgiven

$12.00 $10.80 $9.60 $9.00 $8.40 $7.20 $6.00 $4.80 $3.60 $3.00 $2.40 0.2

25.80 B2 20.64 19.35 18.06 15.48 12.90 10.32 7.4 6.45 5.16 2.68

35.00 31.50 28.00 26.25 24.50 21.00 17.50 14.00 10.50 875 .00 3.5

58.60 52.20 46.40 42.50 40.60 34.80 25.00 23.20 17.40 1450 1L60 5.80

$0.20 81.18 72.16 67.65 63.14 54.12 45.10 36.08 27.06 22.55 18.64 9.02

95.55 86.00 76.44 71.66 66.88 .33 47.78 38.22 28.67 2.8 19.11 9.56

186.50 167.85 149.20 139.88 130.55 111.60 83.25 74.66 85.95 46.63 37.30 18.65

538.00 48+.20 430.40 403.50 376.60 322.80 269.00 215.20 161.40 134.50 107.60 53.80

1,013.00 911.70 810.40 759.75 709. 10 607.80 506. 50 405,20 303.90 253.25 202.60 10130

1,613.00 1,451.70 1,290.40 1,200.75 1,129.10 967.80 806.50 645.20 483.90 403.25 322.60 161.30

2,305.00 2,074 50 1,844.00 1,728.75 1,613.50 1,383.00 1,152.50 922.00 691. 50 576.25 461.00 230. 50

6,332.00 5,698.80 5,065.60 4,749.00 4,432.40 3,7%0.20 3,166.00°7  2,532.80 1,899.60 1,583.00 1,266.40 633.20

16,015.00 14,413.50 12,812.00 12,011.25 11, 210.50 9,609.00 8,007.50 6,406.00 4,804. 50 4,003.75 3,203.00 1,601.50

48, 500. 06 43.650.00 38, 800.00 36,375.00 33,950.00 29, 100.00 24, 250.00 19, 400.00 14,550.00 12,125.00 9, 700. 00 4,850.00

108,500.06 | 93,150.00 | 82,800.00 | 77,625.00 | 72,450.00 | 62,100.00 | 51,750.00 | 41,400.00 ] 31,050.00 | 25875.00 | 20,700.00 10,350.00

213,500.00 | 192,150.00 ! 170,§00.00 ; 1¢0,125.00 | 149,450.00 | 128,100.00 | 106,750.00 | 85,400.00 ; 64,050.00 | 53,375.00 { 42,700.00 21,350.00

433,500.00 { 300,150.00 | 346,800.00 | 325,125.00 ; 303,450.00 | 260,100.00 | 216,750.00 ! 173,400.00 | 130,050.0C { 108,375.00 ; 86,700.00 43,350.00

1,093,500.00 | 984,150.00 | 874,800 00 | 820,125.00 } 765,450.00 | 656,100.00 { 546,750.00 | 437,400.00 { 328,050.00 | 273,375.06 | 218,700.00 109, 350.00

$5,000,000. ...
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TABLE 7.—Married person, no dependents— A t of each installment if unforgiven 1942 tazx is paid in § years

thgemp?,gg;”‘ If no for- | ¥£10 percent | If 20 percent ; If 23 percent | 130 percent | {40 pereent | If 50 percent ! 1{60 percent | {70 percent | If75 percent | If80 percent | 1f90 percent
exemption g is is forgi is forgiven | is forgiven | isforgiven | isforgiven | isforgiven | isforgiven | is forgiven | isforgiven | is forgiven

$8.64 $7.68 $7.20 $6.72 $.76 880 .84 $2.88 $2.40 $1.92 $0.96

18.538 16.51 15.48 14.45 12.38 10.32 8.2 6.19 5.16 413 2.08

25.20 2.40 21.06 19.60 16.80 14.00 120 8.40 7.00 5.60 2.8

4.7 3712 3130 3248 27.84 23.20 18.56 13.92 1160 9.28 4.64

64.04 5.73 5.12 50.51 42.30 36.08 28.86 2165 18.04 1Ha 1.2

68.80 6115 5§71.33 83.51 45.86 k.2 30.58 2.93 18.11 15.29 7.64

13428 i19.38 11196 104.44 £9.52 74.60 .68 4.76 37.30 2.8 1492

387.36 344.32 3280 301.28 258.24 215.20 172.16 120.12 107.60 86.08 43.0¢4

729.36 648.32 607. 567.22 485.24 405.20 32416 A3.12 202.60 162.08 81.04

1,161.36 1,032.32 967.80 903.28 4.2 645.20 516. 15 387.12 322.60 258.68 129.04

1,659.60 1,475.20 1,383.00 1,290.80 1,106 40 922.00 737.60 £53.20 461.00 368.80 18440

4,559.04 4.052.48 3,799.20 3,545.92 3,035.36 2,532.80 2,02.24 1,519 68 1,266. 40 1,013.12 506. 58

11,530.89 10.249.60 9,609.00 8,963.40 7,687.20 6,406.00 5,124.80 3,843.60 3.203.00 2,562. 40 L2812

24,920.00 31,040.00 29,100.00 27,160.00 23,2%0.C0 13, 400.00 15,520.00 11,640.00 9,700.00 7.760.03 3.880.00

74,520.00 66, 240.00 62,100.00 §7,960.09 49, 680.90 41,400.00 33,120.00 24.840.00 20.700.00 16, 560.00 8,280.00

153,720.00 | 136,640.00 { 128,100.00 | 119,560.00 | 102,480.00 85,400.00 68,320.00 51,240.00 42, 700.00 34,160.60 17,080.00

312,120.00 | 277.440.00 | 260.100.00 | 242,760.00 | 208,080.00 | 173,400.00 | 138,720.00 | 104.040.00 88, 700.00 68, 360.00 34,6%0.00

787,320.00 | 659,840.00 | 656,100.00 | 612,360.00 | 524,880.00 | 437,400.00 | 349,920.00 | 262,440.00 | 218,700.00 | 174,960.00 87,480.00
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TaBLE 8.—Married person, no dependents— Total current burden if unforgiven 1942 tazx is paid in 2 years

iven 19 der v i ogi
bgeéin“m ) Crrrent tax| Current tax plus unforgiven 1042 tax under various percentages forgiven ‘
{ =
exsmption ?&’?zgﬁ Mnofor- | I10%is | Ir20%Is | If25%is | 1t30%is | It40%is | I50%is | H60%is | ¥70%is | I75%is | If80%is | 190%is
giveness forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven | forgiven forgiven

i
$35.47] $35.47] $35.47 $35.47| $35.47, $35.47) $35.47] $35.47! $35.47] $35.47] $35. 47} $35.47 §35.47
100.13 124.13 1213 119.33 118.13 116.93 114.53 112.13] 199.73 167.33 104.93 102.53
172.00 223, 60! 218,44 213.28] 210.70 208. 12| 202. 96| 197 80| 192. 64, 187. 48! 82,32 172.16
219.91 289.91] 282.91 275.91 272.41 268,61 261. 91 254.91 247 91 240,91 233.61 226.91
339.69 455.69 444.09 432.48 4£25.69, 420. 89 409.29 397.69 386.09 374.49] 362.89 351.29
507. 687.78 669. 74 601.70 642.68 £33. 66 615. 597. 58! 579.54 561. 50, 543. 46/ 525.42
534.33] 725.43 706.32, 687.21 677. 66} 668. 10 64896;( 629. 88| 610.77 591. 66, 572.55 553.44
992.58|  1,365.58] 1,328.28]  1,290.98] 1,272.33] 1,253.68]  1,216.38]  1,179.08)  1,141.78]  1,104.48 1,067.18]  1,029.88
2, 676. 36| 3,752.36, 3,644.76, 3, 537. 161 3,483.36, 3,429.56] 3,321.96] 3,214.36) 3, 106. 76, 2,999. 16 2,891.56, 2,783.96
4,854.13)  6,880.13)  6,677.53| 6,474.93{ 6,373.63] 6,272.33;  6,060.73] 5,867.13] 5,664.53  5,461.93 5,250.33  5.056.73
7,591 10,757.91) 1043531 1011271 995141} 979013  9467.51 9 M40L  S&23y 84057 } 8,177.11}  7.83.51
10,577.68) 15,187.69] 14,726.65) 14,285 ﬁgi 14,035.19) 13.804.6%] 13.343.69 12,882.69] 12,421.65] 11,950 69 11,730.19!  11,499.69) 11,033.69
28,074 58] 40.738.5%° 39,472.18|. 38,205.78 37,572.58) 36,939.38; 35,672.98! 34,466.58)  33,140.18, 31,873 78; 31.240.58  30.607.38{ 29.340.98
69,584,360 IO 612361 98.411.36  05.208.36'  93.606.85 92.005.36) $8.802.361 85.599.36 $2,306.36) 70,193.36 77,501 8!  75.990.36] 72,787.36
$250,000. ... | 207,857.69] 304.857.69] 285, 157.69; 2, 457.69] 2sU,00..09] 275, 757.69] 200,U57.00] 256, 357.60] 246.657.69] 236,957.69! 232,107.69 227,257.69) 217,557.69
_ $500,000-... 441,746.58 64&7&6.58{ 623,046, 58] 607,346.58] 596.946.58 586,616.58) 565 046.58 545.246.58] 523,500, 55, 505,540,551 453,496.58' 483,146.58] 462.446.58
$1,000,000. 900,000. 00}1. 327, 000. 001, 284, 300. 0|1, 241, 600. 0011, 220, 250.00;1, 198, 900. 00,1, 155, 200. 00}, 135,000. 001, 070, £00. 00 1, 023, 100. 0011, 006, 750.00] 980,400.00] 942,700.00
$2,000,000.. 1,800, 000. 00}2. 667, 600. 00,2, 590, 300. 00;2. 493, 600. 0012, 450, 250. 00]2. 405, 900. 00.2. 320, 200’0012, 233, 500. 002, 146, 800, 00,2, 060, 100.00;2. 016, 750. 001 $73, 400. 001, 836. 700- 00
$5,008.000. . ....... ‘6.030 , 900. 00%5 , 812, 200. 00{5,593 500. I-”,314 , 800. 00$5, 156, 100. mis ,046, 750. 00}4, 937. 400. 00}4. 718. 700. 00

4, 500, 000. 00 687,0!1“)0‘6 ., 468, 300. 00'6 , 249, 600. 0016, 140, 250 00,

1 Compated on a gross income redaced by 10 percent in arriving at specified net income,

89

0 LOV SLNEWAVL XVI LNIVHND

£v61



TanLe 9.—Married person, no dependents—total current burden if unforgiven 1942 taz is paid in 8 years

Current tax Current burden plus unforgiven 1942 tax under various percentages forgiven
fore \! 1
‘exemption g,;‘;?&"; Inofor- | H10%is | 120%is | H2B%is | UN%is | M0%is | U0%s | Hed%is | UN%is | HB%is | H0%is | rw%is

giveness forgiven | forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven forgiven

$35.47 $35.47] $35.47] 35.47 85.47 $35.47] $35.47 $35. 47| $35.47 $35.47, 835.47 $35.47 $35.47

160.13; 118. 13| 114. 53, 112.93 1i2.13 111. 33| 109.73 168. 13| 106. 53, 164. 93 104.13 103. 33i 10L73
172.00 206. 407 202.96 199. & 197.80 196. 08| 192,64 189. 20 185.76 182.32i 180. 60, 178.88; 175.44
219.91 266. 58| 261.91 257.24 254.91 252. 58 AU7.91 243.24 238, 58 233.91 231.58 229.2¢ 224.58
339. 69] 417.02] - 409. 29| 401. 56 397.69 393. 386. 09 378.36 370.62 362.89 358.02 355. 18] 347.42

507.38 627. 65 615. 62! 603. 59/ 597. 58 591. 57, 579.54 567. 51 §55.49 543. 46 537.45 531,43 518.41
534.33 . 661.73] 648.99 636. 25 629. 88| 623.51! 610.77 598.03! 585.29 572.55 566. 18 559. 81| 5472.07
992.58 1, 241. 25 1, 216. 38, 1,191.51 1,179.08 1, 166. 65| 1,141.78 1,116.91 1,092.05] 1,067. 18] 1,054.75 1,042.31 1,017.45
2,676.36!  3,393.69] 3.321.96) 3,250. 23 3, 214. 36! 3,178.49, 3,106.76; 3,035. 03] 2, 963. 29| 2,891. 56 2,855.69, ?.,819.83{ 2,748 09
4,854.13 6, 204. 80 6,069.73, 5,934. 66 5,867. 13| 5,799.60]  5,664.53]  5,529.46) 5,394.40 5,259.33; 5,191. 80; 5,124.26)  4,988.20
7,531.91 9,582.58 9,467.51 9,252 44 9,144.91 9,037.38 8,822.31 8,607. 24 8,392.18 817711 8, 068. 58] 7,962.04 7,746.98
10,577.68] 13,851.02; 13,343.63] 13,036.36; 12,882.69) 12,720.02] 1242169, 12,114.36; 11,807.02 11,469.69, 11,346.02 11,192.36] 10,885.02
28,074.58]  36,517.251 35,672.93] 34.828.71f 34,406.38) 33,98£45] 33,140.18) 32,205.91; 31,451.65 30,607.38( 30,185.25] 20,763.11] 28,018.85
69, 584. 36’ 90,937.601  83.802.36] 86,667.03] 85,500.36] 84,531 69] 82,396,36 80,261.03; 78,125.69) 75990.36] 74,92269] 73,855.03| 71,719.69
207,857.69] 272,524.36] «00,U07.08] oY, 081.02] Zov,S07.08) 203, 124. do] 246, 857. 68 240, 19: 233.724.36] 227,257, 691 224,024.36] 220,791.02] 214,324.36
441,746.58] 579,746.58] 565,946.58) 552,146.58 545,246.58] 538,346.58] 524, 530,58 510, 726. 496.946. 58 483,146 58| 476,246.58) 469,346.58) 455,546.58
900, 000. 0031, 184, 666. 67]1, 156, 200. 00]1, 127, 733, 331, 113, 500. 00}1, 099, 256. 67|1, 076, 800. 0C 1‘012333‘331;,013_355 67| 985,400.00] 971,166.67 936,933.33] 928,466.67
1, 800, 000. 0642, 378, 000. 00{2, 320, 200. 0012, 262, 400. 002, 233, 500.00(2, 204, M.W’Z. 146, 800. 00}2, 89, 00. m|2,031. 200. 00{1, 973, 400. 00/1, 944, 500. 00;1,915. 600.00,1, 857, 800. 00
4, 500, 000. 003, 958, 000. 00}5, 812, 200. 00}5, 666, 400. 00!3, 593, 500. 00|5, 520, 600. 00‘5, 374,800.00‘5, 229, 000. 00}5,08‘3. 200. 00{4, 937, 400. 00! 4,864.500400'4,791,600.00?,64\‘:,800.&

1 Computed on & gross ineome reduced by 10 percent in arriving at specified net fncome.
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TaBLe 10.—Married person, no dependents—Totel current burden if unforgiven 1942 tax is paid in 4 years

5, 583, 500.00

Net tneome | Current ta:‘ Current tax plus unforgiven 1812 tax under varicus percentages forgiven
fore \{ o
exemption g‘g‘gﬁ MUnofor- | M10%is | I20%is | Mos5%is | 1150%is | T40%is | I150% 3 | He0%is | H70%is | 5% is | S is | I90%is
giveness | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven | forgiven
£35. 47} $35. 47 $35.47, $35.47] $35. 47| $35. 47| $35. 47} $35. 47/ $35.47, $35. 47} $35.47 $35.47 $35.47
100. 13; 112. 13| 110.43 109. 73 109.13 108. 53| 107. 33| 106.13 104 63, 103.73 103. 13| 102. 53 101.33
172. 004 197,30 165. 22, 192 54 151. 35 190. 06| 187.48 18490 182.32] 179. 74 178. 45 172.16; 174.58
219. 91 254. €1 251. 41 247.91 246. 16 24441 240,91 237.41 233.91 230. 41 228. 66 225.91 234
339. 69, 397. 69, 291. 89| 386. 09 383.19] 380. 291 374. 49 368. 69 362. 59| 357. 09 35419 351. 29! 345.49
507.38 597. 58] 588, 579.54 575.03, 570. 52‘ 561.50 552. 48 543. 46, 534.44) 529. 93| 525.42) 510. 40
534.33 629. 88, 620.33 610. 77, $05. 994 401, 22 531. 66, 58213 572.55 563.00 558.22 553. 44 543.89
992, 58] 1, 179.63| 1,1090. 43 1,141.78 1,132 40 1,123. 13 1, 104. 48] 1,085.83 1.067. 18{ 1,048. 53| 1,039. 21 1.029. 83; L01L W
2 676.36] 321436, 3,160.56] 3,106.76] 3,078.38  3,05290 2,099.16] 2.945.36] 2.881.56] 2,837.76 2, 810. 86, 2,793.96] 2,730.16
4,854, 13 5,867.13] 5,765.83 5.664. 53 5,613.88 5, 563, 23] 5,461.93 5.360. 63, 5,259. 33| 5. 158. 03! 5,107. 38 5,056.73 4.955.43
7,331 91, 9,144.91 8.983.61 8,822.31 8, 741 66] 8, 661. 04, 8.499. 71, 8.338.41. 8 177.11 8.015.81 7,935. 16} 7.854.51 7,693.21
10.577.69] 12,882.69] 12.652.19] 12,421.69] 12,306.44] 1219119 11.060.69] 11,730.18 11.499.69] 11,280.19] 11,153.94] 11,033.69) 16,808.19
23,074, 58? 34,406.58] 33.773.38{- 33.140.18] 32.823.58| 32,506.98 31,873.78; 31.210.58| 30.607.38] 29,974.18] 20.657.58] 29,310.98! 28,7778
69,54.36!  85,509.36, %3, 997. £2,396.36( 81,505.61) 80,794.86; 75.193.36{ T7.3OL86( 75,990.36) 74.388.86 73,588.11) 72787.35 71.185.88
207.857.68] 256, 357.69| 251, 246,657, 68] 244,232.69] 241,807.69{ 236,957.68] 232/107.627 227,257.69, 222.407.69] 219,982 69, 217.557.69) 212,707 69
441,746, 545.246.58 534,806.58 T 521 546.58, 519,371.58 514.196.58 503,846 58! 493.406.58] 483 146.58) 472.796.58{ 407,621.58 462 446.58] 452.006.58
1. 113, 500. G0} 1. 082, 150. 00}1, 07, 800. 00,1, 060, 125. 00 1, 049, 450. 00,1, 028, 100. 00 1. 0C6. 7; 985,400.00:  964,050.00; 953.375.00] 942.700.00{ 921, 35.90
2. 233, mw,z 190, 150.00‘2, 146 SOU.GJ‘Z 123, 125. 00 2, 103, 450.00 2, 060. 100. 00 2, 016. 750. 00} 1. 873. 400.00,1. 530, $30. €0{1, 808, 375. 00 1, 886, 700. 00,1, 843, 35000
5. 454, 150. 001’. 374, 800. OoiS. 320, 125. 00i5, 263, 450. 00§5. 156, 100. 00, 5. 046, 750. 60{4. 937, 400. 00 4. 828. 050. 00'4, 77, 375.00 4, 718, 730. 00;4, 609, 350. 00

[

)

1 Corapated on s gross income reduced by 10 percent in arriving at specified net income.
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TaBLE 11.—Married perosn, ne dependenis— Total &nmi burdens if unforgiven 1942 taz is paid in 5 years

Net income [Current tax
ersol including  If no for- {If10 HIf 20 per If 25 per 133 1£ 40 pereent; 1f 50 percent: It 60 percent  1f 70 percent '1f 75 percent, 1f 80 percent, If §0 percent
exemption glt'grs? ;l;:- giveness | is forgiven | is forgiven | is forgiven | is forgiven { is forgiven | is forgiven | is forgiven | is forgiven | is forgivea | is {orgiven | is forgiven
$35.47] $35. 47| $35.47] $35.47] $35.47 $35.47 $35.47 $35. 47 $35.47| £35.47 $35.47] $35.47] £35.47
100. 13] 108.73 108. 77] 107.81 107.33, 106.85 105.89 104. €3; 103.97 103.01 102.53 102.65 161.09
172.00 192. 64 160. 58| 188.51 187.48 185. 45} 184.38 182.3: 180.25 178.19) 177.16] 176.13 174.08
219.61 247.91 245.11 212.31 210.91 239.51 236.71 233.91 28111 228.31 226.91 22551 222,71
330.69 386. 094 38145 376.81; 374. 49! 37217 387. 53] 362. 89 358. 25) 353.61 351. 29 348.97] 344.33
507, 38} 579. 54; 57232 565. 11 561. 501 557. 89 530.63; 543. 46 536.24 529.03 525.42 521.81 514.60
534.33 610.77) 603. 13| 595.48 59166/ 587.84 580. 1 572, 55§ 564.91 557. 26 553. 44 549. 82| 541.97
992. 58 1,141. 78 1, 126. 86| 1,111.94 1.104.48 1,097. 02, 1,082. 10, 1,067. 18, 1,052. 26 1,037.34 1,029. 88, 1,022.42 1,007.50
2,676. 36 3,106. 76, 3,063.72 3,020.68| 2,999. 16} 2,977.64 2,934 60| 2,891 58] 2,348,582 2,805. 48] 2, 783.96 2,762. 44 2,719.40
4,854.13 5, 6%4. 53, 5, 583, 49 8, 502.45} 5,461.93 5.421. 41 5,340.37 5,259.33 5,178.29 5,097. 25, 5,056. 73| 5,016.21 4,935.17
7,531.01 8,822.31! 8,693. 27| 8,564,231 8,498.71 8,435.19 8,308. 15] 8,177.11 8,048.07 7,619.03, 7,854.51 7,789.99 7.660.95
10,577.69) 12,421.69) 12,237.29] 12,052.80| 11,960.69] 11,868.49] 11,684.09] 11,490.60! 11,315.26] 11.130.89] 11,038.60] 10.946.49] 10,762.09
28,074.58| 83,140.18 32,633.62) 32,127.06{ 31.873.78; 31.620.50] 31,1313.94] 30.607.38] 30,100.82] 20,564.26] 29,340 98 20,087.70] 28,581.14
69,584.36] 82,396.36] 81,115.16] 79.833.96) 79,193.36] 78.552.76| 77,271.56| 75,090.36] 74,709.16] 73,427.96| 72,787.36 72,146.76]  70,865.56
207,857.69] 246,657.69] 242,777.69] 238,807.69! 236,957.69] 235,017.69{ 231,137.€9] 227,257.69) 203,377.69) 219,497.69! 217,557.68 215.617.69 21 1,737.69
441,746, 524,546.58; 516, 266. 58, 507, 906.53, 503,846, 58] 499.706.58] 491.426.58] 483,146.58] 474,866.58] 466,586.58] 462, 446.58] 438,306.58{ 450,0:26.58
900, 000. 00§1, 070, 800. (X)zl.053, 720.00(1, 036, 640. 60.1, 028, 100. 0041, (19, 50. 00 985,400.00] 968,320.70] 951,240.00] 942,700.00] 934,160.00] 917.080.60
1, 890, 000. 00, 2. 060, 100. 00]1, 042, 760. 002, 008, (80. 00}, 973, 400. 00;1, 938, 720. 00} 1, 904, 040. 00 1, 836. 700. 00:1. 839, 350 00:1,534.650. 00
4, 500. €00. €015, 374, 800. 0|5, 287, 320. 0015, 199, 840. 60|5, 156, 100.00(3, 112, 360. 0013, 024, 880. 06} 4. 937, 400. 0014, 849. 920 00'4, 762, 440. 00 4. 718. 700.00'4. 674 960. 00 4. 587, 480.00

146, 800. 00‘2, 112, 120. 00]2, 077, 440. 00|

i
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2 CURRENT TAX PAYMENTS ACT OF 1943

TasLe 12.—Estimaled amounts of 1942 labilit

and amount of liability remaining

d under vartous allernatives,

Percentage of liability canceled

Amount of
liability
canceled
(millions

of dollars)

Amount of
liability
remaining
(millions
of dollars)

(a) Equal percentage of tax reduction for all tax-
payers:




TABLE 13.—Married person, no dependents—Comparison of tax payable on 1942 inceme under Ruml-Carlson plan, end House bill with taz
payable on like tncomes in prior years

) Tax payable under— ‘Tax payable in prior years
Net ineome beftqre personal Rumt -
exemption - D 1936 n 19 In 1632 1n 1619
C;l]*;s’fn Housebill | fn1e41 miso | 197, 195, s hame In 1021 s In 1918

- - -- =
w g
4200 oo e - - =
90.00 $11.00 {..__ [ IO IS $20.00 0.0
157.26 38.72 $15.20 $15.20 $28.00 $28.00 48.00 72.00 ;

166.90 42.68 18.80 18.80 32.00 32.00 52.00 78.00
375.00 10,90 80.00 8.00 100.00 100.00 120.00 180.00 vy
$10,000_...__ 540.00 1,305.00 528.00 415.00 415.00 480.00 590. 00 590.00 §0.00 >
$15,000. 1,514.00 2.739,00 1.258.40 924.00 921.00 1,020.00 1,230.00 1,230.00 16m.08 2
$20,000. ... el 2,984 00 4,614.00 2,336.40 1,3%9.00 1,5%.00 1,680.00 1,990.00 1,990.00 2,630.00 E
X 4.782.00 6,864.00 3,843.40 2,489.00 2,480.00 2,520.00 2,880.00 2,880.00 3,720.00 15
16.140.00 |  20,430.00 |  14,128.40 8,860.00 8,864.00 8,600.00 9,190.00 9,190.00 1L,030.00 =
45,372.00 | 52,704.00 ) 43,476.40 | 32,469.00 | 30,5400 | 30,100.00 | 31190.00 |  31,190.00 35,030.00 O
146,812.00 |  157,659.00 | i46,863.60 | 128,204.00 | 11594400 115600.00 | 127,190.00 { 127,190.00 | 137,030.00 >
319,312.00 [  345,084.00 | 330,155.60 | 304,141.00 | 263,044.00 | 233.600.00 | 303,190.05 | 303,190.00 |  323.030.00 g

064,312.60 | 732,854.00 | 717,583.60 | 679,04.00 | 571,394.00 | 571,100.00 { 663,150.00 | 663,190.00|  703,030.00
52,000,000, - 1,354,312.00 | 1,522,530.00 | 1,510,565.60 | 1,449.019.00 | 1,201,360.00 | 1,201,100.00 | 1,393,390.00 | 1,303,190.00 | 1,473,030.00 =
$5,000,000. 3,424.312.00 | 3,922, 524.00 | 3,916, 547.60 | 3,788,994.00 | 3,001,369.00 | 3,091,100.00 | 3,583,190.00 | 3,583,190.00 | 3,783,030.00 -
-
-4
-y
oo
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Tante 14.—Single person, no dependents—Comparison of tox payable on 1942 income under Ruml-Carison plan and House bill with taz pay-
able on like tncomes in prior years
Tex payshle under— Tax payable in prior years
Net income
sonsl gxemp-| Raml- mixs, |y al Io 1919, In 1913,
tion = | Carison | Housebfll | Imlma Intew | 10371088, | 75 en wa2end | 1o3.anq | In1918 o | 1o |1914,end
‘plan and 1939 192t 1615
5 O, SR SUPURUUUUI ISR ERSUNSSE ISR SEEEESE SR
$600.
$7%0.
$300....... $3.00 .
$1,000. 2100 $440
2,20 . 0.2 23 8.2 .20 $3.00 $3.00 $12.00 $1.00
$1,50. €.00 282 1400 1500 20.00 20.00 30.00 10.00
$1,800. - 7.8 36.08 2.8 218 32.00 32.00 4800 16.00
£2,000, u7.6 400 32.00 3200 40.00 40.00 60.00 20.00
$2,500. 165.06 82 50.00 50.00 60.00 €0.06 .00 30.00
£,00.... $15.00 220.50 83.60 83.00 63.00 80.00 20.00 120.99 0.00
$5,00C, 95.00 48250 §° 171.60 140.00 140.00 160.00 160.00 240.00 120.00 $40.00 $20.00
$10,000. 845.00 1,492.50 636. 40 560.00 560. 00 600.00 670. 00 850.00 3985.00 140.C0 70.60
$15,000. 160500 2904900 1L46.20] 120000 11%00| LMo00| 1,310.00| 1,7%0.00 70.00 | 240.00|  120.00
" $20,000. 3105.00] 492.00] 2664 1,8100{ 18400] 1L,80.00| 20005 275000] 12000 30.00] 17000
25,000 50800 72600 425260] 28400| 250400 .260.00( 29000} 58000 1,8000] 40000 0.0
$50,000. 18,4%0.00 20,831. 50 14,709.20 9,334 00 9,334.60 8,720.00 9,270.00 11,150.00 5,220.00 1,340.00 T0.00
$100,000. 45,820.00 53,214.00 44,268 40 33.354.00 31,464.09 30,220.00 31, 270.00 35.150.00 16,220.00 3,640.00 2,520.00
$250,000. M7.20500 ) 15819150 147.576.40 | 12028400 | 11685400 | 11572000 | 127,270.00 | 137,150.00 | 69.720.00 | 15.250.00 { 10,02.00
5,000 4l smomoooy 34565400 0,933.20{ 305,22400) 26434400 | 263,720.00 303,270.00 | 323,150.00 | 192.720.00 | 42,940.00 | 25,020.00
$1,000,000. L1500 | 733.130.00 | 71840140 | 69518400 | 57232400 57.220.00 | 663,270.00 | 703,150.00 | 475,220.00 | 102,940.00 | 60,020.00
$2,000,000. 1,354 705.00 | 1;523, 13156 | 1,511,397, 20 | 1,450, 174.00 { 1.202,314.00 | 1,201,220.00 | 1,383.270.00 | 1,473,150.05 § 1.130,220.00 | 237,940.00 | 130,020.00
$5,000,000. 2,424,795 00 | 3,923, 12:.00 | 3 917,300.00 | 3,790,164.00 | 3,092,314 00 | 3,091, 220.00 | 3.583,270.00 | 3,733,150.00 | 3,240,220 0B | 687,040.00 | 320,020.00

7
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CURRENT TAX PAYMENTS ACT OF 1948 75

TaBLe 15,~Individual net income tax: Estimated ber of tazpayers for the ¢ ¢
years 1942 and 1943, by size of surlax net income and type of income

ESTIMATED NUMBER OF TAXABLE INCOME RECIPIENTS ¢
[In millions}

1042 1048
Type of incomo Surtax net income Burtax not income
Total Total j
Not over| Over Notover| Over
#2,000 $2,000 $2,000 $2,000
‘Wages and salaries with not more than a
nominal amount of other income. 28 26.5 1.6 32 80 2
All other t 1 9.0 2.0 12 10 2
Total. ceerereeermmnsnnescnmecmanan 30 35.5 3.5 44 40 +
ESTIMATED NUMBER OF TAXABLE RETURNS?*

Wapes and salarics with not more than a .
nominal amount of other incomo. - 25 2.5 15 20 2 2
Allother ? 10 8.0 2.0 1 9 2
B 0 S RN 35 3L 3.5 40 36 4

1 Number of individuals recelving net income in excoss of exomption,

1 Including sources other than wages and salaries, and also wages and salaries combined with more than g
nominal amount of other incomne.

3 Number of returns that will be iled on which a tax will be due, This I3 fess than the number of taxable
income recipients bocause of the filing of joint returns including tho incorne of more than 1 taxable income
rediplent, particularly in the smaller income classes.

Source: U. 8, Treasury Department; Hearings before the Ways and Means Committeo, February 2, 1843
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Tasrz 16.~Estimated Ler of &

£

4

3, net i

and tazes (excluding Victory taz) under present law, ai income levels estimated for calendar
years 1942 and 1943, disiributed by net éncome

{Money amounts in millions of dollars; ber of taxp inth 3]
TAX
" - Cumuiative distribution from lowest Cumulative distribution from highest
Simple distribution income class income class <
Net Income clsss (thousand dollars) Amonnt Percent Amount Percent Amount Percent
1943 1942 1943 1942 1843 1942 1943 1942 1543 1942 1943 1942
Under1 359 318 2.99 324 359 318 2.99 3.24 11,989 9,815 160. 00 100.00
1to 2. 2,534 2,170 211 2.11 2,883 2,488 2413 25.35 11,630 9,497 97.01 96.76
2t03 1,395 1,176 11.64 11.99 4,238 3,864 3B 37.3% 9,096 7.3 75.87 7465
3tod 1,243 927 10.37 9.4 5,531 4,591 46.14 46.78 7,701 6,151 64.23 62.68
4i05. 874 645 729 6.57 6,405 5,235 53.43 53.35 6,453 5,224 53.86 53.22
5to 10. - 1,233 1,024 10.28 10.43 7,638 6,260 63.71 63.78 5,58% 4,579 46.57 46.65
1080 25 e oo mmm e 1,38 1,193 11.55 12.15 9,023 7.453 75.25 75.93 4,351 3,555 36.29 36.22
25 to 190. 1,710 1,470 14.26 14.98 10,733 8,923 £9.52 90.91 2,966 2,362 25174 2107
10010 200 e 570 397 4.75 4.05 11,303 9,320 94.27 91.96 1,256 892 10.48 9.09
, 200 to 500..... - 395 275 3.3 2.8 11,698 9,595 97.57 97.76 636 495 5.73 5.04
500 to 1,000 180 126 130 1.28 11,878 §,721 99.07 99.04 291 220 2.43 2.24
1,000 804G OVET - e cmeemmaeeen b2} 94 .93 .96 11,688 9,815 100.06 100.00 111 91 .93 .96
Total 11,989 9,815 100.00{ 100.00 i

NoTE.—Figures are rounded and will not necessarily add to totals.

Bource: T. S. Treasury Department; hearings belore the Ways and Means Committee, Feb. 2, 1943,
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TanLe 17.—Estimated number of texpayers, net income and tazes (ezcluding Victory taz) under present law,
years 1942 and 1943, distributed by nef income classes
inth ]

[Money amounts in millions of dollars; by

of taxp

NUMBER OF TAXPAYERS

at income levels estimated for calendar

. PIPUTS S Cumulative distribution from lowest Cumulative distribation from highest
Simple distribution income class income class
Net income elass (thousand dollars) Amoust Percent Amount Percent Amount Percent
1943 1942 1943 1942 1943 1942 1943 1942 1943 1942 1943 1942
Undert . ... _____. 10,280 9.385 23.33 24.17 | 19,250 9,385 23.33 24.17 1 44.064.5 38,831.5 100.00 199.00
102 L 19,042 17,368 43.21 44.71 § 29,322 26, 748 66. 54 68.88 | 33,784.5 29,446.5 76.67 5.8
2to3 7,931 887 18.00 17.74 { 37,253 33,635 84.54 86.62 | 14,742.5 12,083.5 33.46 3L12
3to4 .| 3616 2,667 8.21 6.95 | 40,868 | 36,332 92.75 93.75| 68115 5.196.5 15.46 .33
410 5. --{ 1,605 1,176 3.64 3.03 | 42,474 37,509 96.39 96.60 3,196.5 2.499.5 7.25 6.43
510 10. e} 1,145 943 2.60 2.43 | 43,619 38,452 98.99 99.03 1,5%0.5 1,322.5 3.61 3.40
10t0 25 350 9 .79 «77 | 43,969 38,751 99.78 9.80 445.5 373.5 Lot .97
2580100 .. 87 75 -20 .19 | 44,056 38,826 99.98 $9.99 95.5 80.5 .22 .20
100 to 200. — 6.2 4.3 .02 .01 | 44.062.4 | 38 830.0 100.00 160.00 8.3 5.8 .02 .01
200 to 506. - L7 1.2 [0) [0 44.064.1 | 38,831.2 100.00 100.00 2.1 L5 (O] [0
500 to 1,000, .3 .2 [0} ® 44,064.4 | 38,831.4 180.00 100.00 .4 .3 (lg (O]
1,900 and ovi 07 .06 ) ) 44,064.5 | 38,831.5 100.00 100. .07 .06 ¢ [0}
Total ..o 44,0645 | 38,8315 | 100.06| 10.00| ________ - e 4 :
I :
NET INCOME
Under 1 $7,767 $7,335 8. 41 9.34 87,767 $7, 8. 41 9.3% $92, 395 $78, 520 106.00 100.00
1to2 . 28,319 25,278 30.65 32.20 36,086 32,613 39.06 41.54 81, 82% 71,185 91.59 90.66
2to3 18,924 16, 521 20.48 21.04 55,010 49,134 59.51 62.58 56,369 45,907 60,94 58.46
3t04.... 12,467 9,326 13.49 11.88 67,477 58,463 73.03 74.46 37,355 29,388 40.46 37.42
4t05 .. —— 7,120 5, 239 T 6.67 74,597 83,702 80.74 81.13 24,918 20,057 2.97 25.54
51010 7,470 6.178 8.08 7.87 , 067 69, 880 88,82 89.00 17,7 14,818 10.26 18.87
10t0 25 5,083 4,373 5.50 5.57 87,150 74,253 94.32 94.57 10, 3 8,640 11.18 iloo
25 to 160, - 3,571 3,072 3.87 3.91 0,721 77,325 98.19 93.48 5,245 4,267 5.68 5.43
100 to 200 S - 823 575 .59 .73 91.544 77,900 99.08 .21 1,674 1,195 L&1 152
200 to 500..... 501 352 .54 .45 82,045 78,252 99. 62 99,66 85 620 .92 L7
500 to 1,000, - 215 151 .23 .19 92, 260 78.403 99 85 99,85 350 268 .38 .34
1,000andover ... _________ " 135 117 .15 .15 92,395 78.520 100.00 190.00 135 117 .13 .15
Total 92,385 75,520 | 100.00 | 100.09 | S SRS USSR AU DU § -
i
1 Less than 0.005 percent.

. Bource: U, 5. Treasury Department; Hearings before the Ways and Means Committee, Feb, 2,1943.
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78 CURRENT TAX PAYMENTS ACT OF 19043

Mr. Sram. Canada has recently adopted e pay-as-you-go system,
and as far as earned income was concerned 50 percent of the 1942
liability was canceled. But even in Canada, as their tables show,
there was & certain doubling up required by virtue of going over to
that system. In other words, they did use this mcthof to collect in
1943 some additional revenue in respect of the 1942 lability,

Senator Crark. Mr. Stam, would you explain to the committee
something about that Canadian system? I ynderstand that the

. Canadians, in trying to go to a pay-as-you-go system, made a distine-

tion not as to the amount of income, they treated all classes of income
alike, but they did make a distinction as to a carry-over between
earned income and income from capital investment. Is not that
correet?

Mr. Stam. That is right.

Senator Crark. So as to classes of income, that is to say, sources
of income, they treated everybody alike, but they did make a dis-
tinction and permitted a carry-over of income from capital invest-
ments, or income other than earned income, to be collected, as I
understand it, at the death of the taxpayer.

Mr, Sram. It could be collected any time up to the death of the
taxpayer. What the Canadians did was they forgave or canceled 50
percent of the 1942 liability in the case of earned income. Invest-
ment income up to $3,000 was treated as earned income. In the case
of investment income 50 percent of the 1942 liability was deferred,
and liability which was deferred could be paid by the taxpayer at
ang time prior to death.

enator CLark. But if it was not paid prior to death it was then an
income tax to be paid by the estate and not an estate tax.

Mr. Stam. Not an estate tax.

Scnator Byrp. Mr. Stam, at that point, about the 50 percent of
investment income that was deferred, did they have to pay it in {ull
or did they have the advantage of the insurance tables, for example?

Mr. Sram. They had the advantage of the insurance tables. They
could pay it on the basis of the mortality table if they paid it on or
before a certain date. I think I have a reference to that.

As to this deferred portion, it was provided that the taxpayer
might liquidate this liability by a system of discounts, at 2 percent,
according to mortality tables to be approved by the Minister of
Finance, if he wanted to.

Benator Bynp. That is, ho could immediately discharge this de-
ferred claim against him under the actuarial tables of the insurance
companies?

r. StaM. That is right,

Benator Gerry. Under the Canadian estate-tax law, can they de-
duct the income tax before reaching the amount of the estate tax?

Mr. Stam. I will be glad to look that up for you. 1 really don’t
know, Senator Gerry.

Banator Gerry. Well, it is not important.

Mr. Stam. The Minister of Finance, when he explained this plan to
the Parliament in Canada, said: .

There is .good reason to distinguish between earned income and investment
incorne in making this adjustment to the tpny»as-we—ea.m lan, The reason for
making the change arises almost entirely from the side of earned income. We
wish to overcume the tex difficulties of those whoso earnings cease or are reduced
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because they retire or die, or because they enter the armed forces, or lose their
jobs. In these circumstances there are much lower earnings, or no earnings,
out of which to pay the tax due on past earnings,

In the case of investment income there is almost always capital out of which
such remaining taxes can be paid fellowing the death of the taxpayer, or in other
circumstances,

Moreover, most investment incomes are not so likely to decline rapidly, nor
t0 cease as are earned incomes, There is not such great need, therefore, to tax
investment income on a current basic.  Indeed the question of a change would
never have arisen, I feel sure, if only investment income were concerned, It is
not practical, however, to put one fype of income on & current basis and not the
other. Therefore we must make the shift in the collection of taxes on investment
income even though it is not required on its own merits. In doing so, however,
we do not need to relieve the taxpayer of a tax which he or the estate is gnite
able to mect out of eapital if not out of income. The course of action proposed
is well in accord with the principles of taxing on the hasis of ability to pay.

I merely brought it up to show you that in Canada they do make a
distinction between earned income and investment income.

We would have some difficulty, I think, under our tax law, from the
administrative standpoint, in making any distinetion between carned
and investment income with vespect to the 1942 liability, because the
tax for 1942 has alrcady been assessed. If you can look at the assessed
tax without having to reexamine the return, it will make the adminis-
trative burden much casier.

Senator Byrp. Under the Canadian plan, Mr. Stam, what happens
to the 50 percent of the earned income that is not canceled? When
does he pay that?

Mr. Sram. The 50 percent of the carned income that is not canceled
has to be paid in the current year.

Senator Byro, That is doubled up?

Mr. Stam. That is doubled up. Of course they have paid quite a
lot of that already, boeause ¢hey were almost on & current system in
1942 so the doubling up would pot be anything like as severe as in this
country if we are required to hold 50 porcent of the tax to be paid in
the current vear in addition to the current liability.

Senator WaLsa. Mr, Stam?

Mr. Sram. Yes; Senator Walsh.

Senator Warsn. If a taxpayer with a limited income died in
November or December of 1942, his estate or his executor would have
to pay an estato tax and pay an income tax for that year?

Mr. Stam. That is right.

Senator Wazsn. What do you say to a plan of putting everybody on
a current basis and having a provision that at the time of death the
taxes that have been forgiven Tor the year 1942, if that is the year,
should be paid as income {axes in addition to the cstate tax? No\zody
is forgiven, everybody has to pay. Isn’t it a reasonable solution of the
whole problem?

Mr. Stam. Well, the only difficulty with a proposition of that sort is,
the long time it will take before the tax is paid. In other words, the
liability may be outstanding for & long period of time.

One thought, it scems to me, that is important in connection with
this problem is that at tho present time we aroe in years of rising
incoraes, and I do not knew how long we are going to be in these years
of risingincomes. It may be better, even at the risk of some cancela~
tion, totry to collect as enuch tax as we can in the next few yecars.
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Sonator Wargn. I cannot see that objection, Mr. Stam, but ou the
program before us we ought to provide for some cancelation and for
wiping off some part of the debt of most of the taxpayers.

r. Seam. That is right.

Senator WarsH. This plan would wipe out no debt, it will simply

postpone the %aymerlt of it.
r. SraM. That is right.

Senator WaLsH. Put everybody on the current basis. In time of
death, if they had a little estate the tax would be light, and if they had
a heavy estate the‘v would me the full tax. I want you to think of it.

Mr, Stam. 1 will be glad to. X :

Senator Bynp. The same provisions as apply in Canada would
apply in this country if they pay in full in accordance with the mor-
tality tables.

r. Sram. That is right.

Senator Byrp. That would probably bring in extra money.

Mr. Stam. That is right.

Senator Byrp. This 1942 cancelation, that only becomes effective
in the revenue upon death, whon a taxpayer ceases to earn. Isn't
that correct? )

Mr, Stam. That is right. I would like to point out from the
Canadian tables how much certain individuals are required to double
up in order to get up on this current basis. This is on page 88, if
you have the Canadian report. These tables aro as follows:

CananiaN TabLes

Table showing effect of proposed adjustment of 1942 tax liability on wages and
salaries (earned tncome) '

1, SINGLE PERSONS WITHOUT DEPENDENTS

Amount deducted from wagos or salary in 1042 jAmount romain.
llng tgobn puld,t
" . e., reen
ll(‘){}; l‘r‘lrégmgy(t?o'! of unlqm]lumd
fore adjustmoent| Porson with no savings | Person with full savings t?ﬁu‘.‘l"dea&%&“f
oredits oredits from wages o
10421 o salary {n 1042
ncom
Natlon- Total \\atton- Total
Person L ( . (aation Potson
vﬁmo with ‘,’"“%"‘; tax,9ep-| &l de- ‘}({“‘lé tax,8op-| al de- w’}‘{{\”‘:"f’ with
1 full 1y 0 Jan.| tembery fease. |yay 5o tomher| fonse 1o op. o0l full
“&;a'i‘:; savings) Aty to to Deo- jtax plus) “";“0 to De- |tax plus oxcdllﬁ{ savings
crodita | {4 (| sembier mtcm;\e A gt comber tnteorgm # | erodits
0X ax
$40 $20 $2 2 $20 [ 3 . $24 ~$6 -$14
116 88 20 Zi'i gz -] $7 36 6 -7
172 92 34 8 2 34 16 49 14 -3
267 167 5 [ 120 49 31 90 1 -0
307 247 71 154 71 48 1o
4.1 331 82 11 193 82 70 162 43 13
441 94 143 237 101 63
13 b33 108 176 280 106 122 227 70
8% 020 17 209 828 1nz 149 87 47
1, O« & 140 273 413 140 1 341 119 Kt
1,604 1,274 187 416 603 187 320 7 1 130
A 1, 3 401 ™™ 233 441 074 0 100
3,47 2,970 350 9 1,304 360 774 | 1,14 481 30,
B 112 | 4,312 4871 1,378 | 1,840 407 | L1387 1,605 65
11,820 | 11,020 3 4,171, 331 2 31 | 1,744 y
10,100 | 18,306 | 1,4 B,202 | 6,602 , 400 1 5,002 | 6,452 A 2,746
94,000 | 04,103 | 2,833 [ O,711 12,044 | 2383} 9, 471 ) 14,804 | 5,487 8T

Minus (~) amounta will be sllowed as eradits or refunds.

1 1t 18 nssmed that ineciues of loss than $2,000 per yeor are paid weekly, and higher incomes monthly for
‘ 21l tine diJuctions.
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Table showing. effect of ?ropoaed adjustment of 1942 tox lzabtluy on wages and
aries (earned income)—Continued

2, MARRIED PERSONS WITHOUT OTHER DEPENDENTS

Tax Hability on|
1942 ingome (be-|
fore adjustment,

1942 income

Amount deducted from wages or salary in 1042

Amount remaln.
ing to be pald,

5

Person with no savin
9}15 oredits e

P
e

FEMAES

Porson with full savinga
credlts "

L0, wnercenl
of inadjusted
tax llubmty less
total deducted
from wagos or
salary In 1042

K -
"o Total
Nation-| tion-
Porson Parson al de- |Lneomel (n tlon al do- Inooq\e maton-f e Po‘n son
with nol hixtlr fonso %’z;;gfg; J#&' fetyso tt.’:\’:xﬂ;e‘r ?&;L’é with no| ‘;'f‘ h
"c"‘.‘é(‘{;& savings "l‘:g","“v%‘ to De- [tax riug| 'ﬁ‘;,’_ F&'{ 0 De-  tax plus S(K‘I.Xmﬂf savings
crodits Augyun comber | ingomo | 18" 541 comber | incoms | UM Foradits
ar Y WD R i tax)
$26 $42 $42 | Nj--$21 ~$30
00 50 44 a4 - - ~10
17 109 50 [1%] 13 -1l
1| i e B9 s 2| ¢
431 231 67 1 460 4
1 316 .78 142 62 18
1 401 .83 176 % 25
4 584 100 242 110 O
| B A E B Mg
3 3
3,270 520 mg 673 923 487
4,762 § 3,702 ! 1,0 1,351 730 0
11,279 | 10,279 607 | 8,161 ngo 907 | 2,8 3, b 1,811 1,611
8 446 , 44 1,000 1 6,200 |.8) 1,000 | 4, 5 3,023 823
50,000 u wnewmmsmnn 33,81.! 513 ‘ 667 | 0,4088:1°11,266 | 1,667 | 0,288, | 10,065 | &,651 451
; ‘e
Lt Taa 0.
Minus (~) amounts will bo alloww as crodits or rofunds. :
3. MARRIED PERGQNS WITH TWO DEPENDENTS
i o
sl a5l ebfue ~$t |+ ~87
18 17 1] -4 b
21 20 26 -5 i
25 24 7 31 -0 -1
b3 32 B2 1 -1
107 41 47 88 20 -
163 48 78 126 36
217 b7 1 148 49
334 73 176 249 86 1
608 107 808 415 159 6
1, 062 140 452 092 239 11
2,184 223 842 1,005 402 282
3,346 307 L,2611 1,608 708 466
, 803 640 | 3,100 3,740 1,786 1, b4
8 17. 030 973 5,145 | 6,118 y 5,758 | 2,007 2,75
.. 83,007 | 32,307 | 1,640 9,832 ] 11,172 | 1,640 | 9,172 | 10,812 | 5,026 5, 381

Minus (—) amounts will bo allowed as aredits or refunda.

.
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Table showing effects of proposed adjustment of t94£ tax Uability on fnvestment

rncomes

SINGLE PERSONS WI’PHOU’P DBPENDENTS

1042 incomeo

Toe Nbilit one A"J"*g)“;‘,},‘g(;’j,{:}y Deferrad liability
1042 income - payablo during due ot death of
(beforo adjustmont) 1042 and 1043 U tuxpayer
Persons | Persons | Persons | Persans | Persons Tersons

with no | with full | withno | with full | with no | with fult
savings ) savings | savings | savings | savings | savings
crodits | credits | credits | credits | eredits | eredits
" )
$40 4 $201 $20
116 8 a8,
172 9 46
267 167 134 |
367 184
481 341 240
621 461 310
743 8§03 302
806 860 433
1,124 884 862
1,004 1,374 847
2,208 1,808 1,134
3.810 1 210 , 008
5,452 4,052 2.71%
12, 560 11,7 6,234
20,336 19, 530 10,168
35,003 36, 103 18,451
82, 337 81, 537 41, 1
474,301 ) 473,508 | 27,152 | 230,752 235,720 2.}5 331

MARRIED PERSONS WITH:

NO OTHER DEPENDENTS

17,370
30,803 (98,891 | 38,400
230,685 ) 188

)y
18, 170
34,337
78, 771
63, 038 402,738 1., 231

23! 300 230 577 | 220,081

! This amount Is one-hiali the unadjusted total Uability. ‘Phie quarterly 1
of this Incomo in October 1942 and Janusry 1943,

paid n respect

at tho source, wlll presumably.

already have covered most of this linbility, Tho residual, if any, must bo pald during 1943,
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The $10,000 man who has vo savings eredit—in Canada when they
. {muk about savings eredits they refer to current eredits like we have in
the caso of the Victory tax, that is, the credits for insurance premiums,
debts, and so forth—a single person that does not have those credits
with an income of $10,000 will have to pay an additional amount of
$711; and if he does have the full savings credit, he will pay an addi-
tional amount of $551. In the very low brackets, 50 percent of the
1942 tax liability has been paid so there will be no douRling up.

In tho higher brackets, there is 2 doubling up, which increascs as
you go along. The $50,000 income taxpayer, if he had no savings
credit, would pay $5,437 additional, and with savings credit, $5,277
additional,

Wo have prepared for the committee a pamphlet showing the burden
upon the taxpayer under various plans, and if the committee wants
to discuss these burdens I will be glad to do it, or if they want to wait
until we get into exccutive session and then go over these burden
tables, 1 will be glad to do that, I will do either, at the pleasure of
the committee.

The Cuairman. There are no questions now., You might omit
that until we do go into executive session.

Mr, Sram. We have approached this problem from the standpoint
that the Government needs revenue, ang also from the standpoint of
how much additional burden the taxpayer could bear at thig time. Tt
seems to us it might be better to definitely fix the liability for the year
now instead of having to increase the burden later in the year.

I think most of the members of the Ways and Mcans Cominittce
believe that quite & mistake was made in the Revenue Act of 1942,
in passing that act so late in 1942 and making it retroactive for the
entire 1942 year. I hope we will not be forced to impose a retroactive
individual income tax in subsequent acts, because I do think it is a
mistake. If you could determine the amount to be collected from
the taxpayers at this time, it might help a lot toward making the tax-
pu{er’s tax liability definite and eertain in the early part of the year,

The Cuamman. Mr. Stam, was a proposal considered by the Ways
and Means Committes to forgive some fixed pereentage of the taxes
all the way through?

Mr. Sram. Yes.

The Cuareman, And spread out the balance?

Mr. Sras. There was one proposal considered by the Ways and
Means Committee to cancel 50 pereent of the taxpayer's tax hability
and spread the other 50 percent over a period of 5 yoars. The way
that proposal worked out, the total tax liability paid in the taxable
year did not exceed the taxpayer's net income.

The Cuarrman. In some it did, did it not, in some instances?.

Mr, Stam. In the case of the $1,000,000 income it did not. In the
case of the $2,000,000 income it did not, and in the case of the
85,000,000 incomo it did not. Now we have this table on page 18
table No. 11, which relates to the very question you have in mind, i
thought you might bo interested in that. :

Senator Davis. Which book is that?
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Mr. Stam. That is part 2. This is table 11, married persons, 1o
dependents, and this gives the total current burdens if the unforgiven
1042 tax is paid in § years. You will notice that the current tax
liability is in the socond column. That is the amount that the
taxpayoer is required to pay anyway. 1f thero is no forgiveness at all,
if wo do not cancel, then, for cxample, the $2,500 man pays, under

existing law, $389.69. If there is no forgivencss then his total tax is

‘going to be $386.09. 1f 10 percent is forgiven it is $381.45. That is

the amount ho pays cach year of those b ycars as it runs along.

The CuammaN. Each year?

Mr. Stam. Each year of those 5 years. Take the $10,000 man, for
example, if 10 percent is forgiven he would pay in each year of that
g-year period $3,163.72,  You go along over thero and you will seo if

50 percent is forgiven he would pay $2,991.506, compared with $2 ,776.36
under existing law. That is a slight increase in burden.

The CHAIRMAN. For 3 years?

Mr. Stam. He does that for ench year of the 5-year period. The
$100,000 man pays under existing law & tax of $69,584.36. If 50
percent is forgiven he would pay $75,990.30. In other words, his
tax would be increased cach year by about $6,000 in order to get on
a current basis.

Senator Byrp, For 5 years?

Mr. Sram. Kach year for 5 yoars. Any inercase of that sort would,
of course, have to be taken into consideration when you are imposing
taxes in the future.

Now, on page 19 of this pamphlet——-

Senator VANDENBERG (interposing). Before you leave 18, what
does that staggerad lino at the bottom mean? :

Mr. Price. All below that lino would exceed the net income for the
year.

Senator Vanpunnera. They would owe more than they would get?

Mr. Puice. Yes, sit,

Mr, Stam. You will notico if you forgivoe 50 pereent they do not
exceed the line.

Senator Warst. In the caso of heavy taxpayers that is possible
under the present law, where the taxes would exceed the income for
the following year,

Mr. StAM. ¥L might be.  That is the tax for the past year.

Senator WaLsi, Yes.

Mr. Sram. On page 19 you will notice the estimated amounts of the
1042 liability eanceled under various alternatives, and amount of
liall))lili(.y remaining. 1 would like to have Mr. Burgess explain that
tablo.

Mr. Buncnss. The first section of this table, marked (a), shows
the amount of the total 1042 incomo 18X liability canceled, and the
amount remaining to be paid, under & scheme which would cancel an
oqual percentage of the tax for all taxpayors. Scnator George just
asked whether such a plan had been discussed in the Ways and Means
Committeo.
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Estimated amounts of 1942 liability canceled under various alternatives, and amount
of linbility remuining

Amount of Amonnt of
Porcentage of Hability canceled lahility can- Hxnbim?] re-
' colod maining

(a) Iqual percentage of tax reduction for all taxpayers:

0 0| $9,451,000,000
$045, 000, 000 &, 506, 000, 000
1, 801, 060, 000 7, 561, 000, 000
000, 000 1 7, G88, 000, (00
2, 835, 000, 000 6, 616, 000, 000
3, 780, (00, 600 5,671, 000,000
4, 726, 000, 000 4, 720, (00, 000
5,071, 000,000 | 3,760, 000, 000
3 3 2, 835, 000, 000
7, 088, 000, 000 2, 363, 000, 400
7, 661, 000, 000 1, 840, 000, 000
8, 500, 000, 000 915, 000, 000
9, 451, 000, 000 0

7,237,000,000 | 2,214,000, 000
8,318,000,000 | 1,133,000, 000
4,671,000,000 | 4,780, 000,000

In this table you sce that if there is no forgiveness, no liability
canceled, the amount of liability remaining is, of course, $9,451,000,000.
If 10 percent of the liability were canceled for all taxpayers, or
$945,000,000 in total, there would remain to be paid $8,506,000,000 of
the 1942 liability. Running down the line to 50 pereent, we sce that
if this amount of the tax were canceled for all taxpayers, the can-
celation would amount to $4,726,000,000 and there would remain an
equal amount of the 1942 liability, or $4,726,000,000.

At 75 percent cancelation, the amount canceled would be $7,088,-
000,000, and the amount remaining of the 1942 liability would be
$2,363,000,000. .

Now these porcentages compare, in over-all cancelation, with the
House bill, the Ruml-Carlson bill, and the Ways and Means Com-
mittee bill as shown under thoe last three sections (b), (¢), and (d).
The House bill, in eflect, cancels 77 percent of the total 1942 liability.
Of course the House bill does not cancel an equal percentage of tax
for all persons, but considered as a whole, 77 percent of the liability, or
$7,237,000,000 is canceled, and there remains to be paid $2,214,000,000.

The Ruml-Carlson bill, as you know, cancels 100 percent of the
1942 liability, but recoups, through the windfall provisions, an
amount_equivalent to 12 percent of the liability; so the amount
canceled is 8% percent or $8,318,000,000, and there would rem2in to be
paid $1,133,000,000.

The Ways and Mecans Committee bill, considering all taxpayors as
o whole, cancels 49 percent of the total 1942 liubﬁity. Again, the
cancelation is distributed differently among the income tax brackets,
Of course, it is not the same percentage for all. The cancelation
amounts to $4,671,000,000, and there would remain $4,780,000,000
under the Ways and Means Committee bill.

Mr. Stam. You will notice that under the 50 percent cancelation
for example, the amount remaining is $4,726,000,000 as compare(i
with $2,214,000,000 under the House biil.

Senator Lucas., Would the amount of liability remaining under the
House bill be collected over tho period of & years?
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Mzr, 8ram, Under the House bill the amount of liability remaining
would be collected over a period of 3 years, with certain discounts
allowed for payment in the first 2 years, and permission was given
for an extension of time up to 3 additional ycars for the payment of
any installment in the case of undue hardship. That is the Ways and
Means Committee bill. Did you speak about the House bill?

Senator Lucas. I was speaking about the House bill.

Mr. StaMm. The only doubling up in the Ruml-Carlson bill was due
to the windfall provisions. The Commissioner was authorized to
grant an extension of time of 3 years in the case ol the windfall
provision,

Senator Vanpensera. That is the Ruml-Carlson bill,

Mr. Sram. I am sorry. I will repeat again, The House bill does
not have any doubling up, so there would be no extension of time,

Senator Lucas. Yes.

Mr. Sram. In other words, under the House bill the taxpayer is not
fully current. He is paying on the basis of the current year for his
lower level and the back year for the upper level, so he is not really
current,  But there is no doubling up, unless he wants to go on the
current basis.

Senator Crark. Mr. Stam, tho House bill puts part of the taxpayers
on the current basis and the other part it does not put on a current
basis, is that true?

Mr. Sram. That is true. )

Senator CLARK. As to the normal tax and the first surtax bracket it
gets everybody current?

Mr. Sram. Yes,

Senator Crark. As to the rest of them, as to everything above the
pormal tax and the first surtax bracket, if & man wants to pursue the
present system for next yoar he can still do that, under the House bill,
1s that correct?

Mr. Svam. He cannof, continue under the present system under the
House bill, becauso he must estimate his basic liability, that is, the
current liability for the taxable year. He pays that currently, but
the upper part of his liability, that amount above the first bracket,
he does not puy until the next year.

Senator Crark. That is what I say. Everything above the normal
tax and the first surtax bracket he can pay next year if ho wants to.
So you have part of it current and the other not current.

Mr. Sram. That is rvight.

Scnator Byrp. When does he have to make the estimate?

Mr. Sram. He is supposed to make the estimato after the plan is in
full operation on Mareh 15 of ecach year.

Senator Byun. You mean March of that year?

Mr. Sram. Mareh 16 of that year. He can revise this estimate in
June, September, or December. For the first year, which 18 1943,
he will be required to make an estimate on Seplember 15 as to his
liability for 1943 but tha estimating tax paid will be at the basic rate,

Senator Bren. Then next March he makes it for the entire year
10447

Mr. Sram. Next March he files a return for 1943 and he pays on
tho upper purt of the liability for 1043, heenuse he did not pay that
in 1943. j\t the same time he makes an estimate of his income for
1944 and pays the lower-bracket tax, on the lower liability, that is,
that which is subject to the basic rate,
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Senator Byrp, Then if ho makes an crror in estimating, is not he
penalized?

Mr. Seam. If ho makes an error in estimating the basic rate, which
is the only thing he has to cstimate under the House bill, it is corrected
in the following year when he files bis final retwin.

Seilatm' Byrp. Somebody stated here yesterday that there is &
penalty. )

Mr. Stam. There is & 6 percent penalty if it is below 80 percent of
his true tax liability.

Scnator Jounson. Mr. Stam, I notice your tolal, considering all
three plans, is $9,451,000,000, and the total tax, as I understand it,
is something about $23,000,000,000, so this only applics to & super-
ficial extent,

Mr. Sram. This is the individual income-tax liability for the year
1942,

Scnator Jounson. And you do nothing about the corporations’
Liability?

Mr. Sram. That is right.

Senator Rapcuirre. Mr. Stam, that 6-percent penalty you referred
to, is that fixed and rigid? Is there any discretion left with anyone
to consider special circumstances?

Mr. Stam. That is done to forco the taxpayer to declare a some-
what nearly correct estimate. He has a chance to revise his estimate
through the year. He can start out and make an estimate in March,
and then if he thinks that is too high he can revise it in June, then he
can make another revision in September, and another revision in De-
cember, and if his estimate is less than 80 percent of his correct tax
liability at this basic rate, then he is subject to the 6-percent additional
amount on that difference. ]

Senator Rapcrirrs. Those provisions would take care of all except
the unusual cases which might develop late in the year.

Senator Warsa, Mr, Stam, what is the advantage, if any, in rela-
tion to any plan that Congress adopts, if it were operated on July 1
or January 1, next?

Mr. Stam. The only advantage of starting July 1 —it would be much
better to start January 1, except it will be better to start withholding
as soon as possible in order to collect currently fromn the taxpayers,
July 1 was supposed to be the carliest date that the Commissioner
could got it under way, if this bill was passcd somoewhere near the
middle of May,

Senator Lopar., Mr, Chairman, may I ask a question?

The Cuammman. Scnator Lodge.

Senator Loper. Mr., Stam, we are considering four plans here this
morning, the one of the joint committee, the House bill, the Ruml-
Carlson bill, and the Ways and Means Committee bill.  Which of
those four would yicld the largest revenue?

Mr. Stam, Three plans, the Houso bill, the Ways and Means Com-
mittee bill, and the Ruml-Carlson bill. The Ways and Means
Comumittee bill would yicld the largest cevenue.

Senator Lonen. Which of the four would make the largest number
of taxpayers curront?

Mr. Stam. Well, it depends on what you mean by the word “cur-
vent.” The Ways and Means Committee bill and the Ruml-Carlson
bill make the taxpayoers current as to their current liability, but under
the Ways and Meceans Committee bill they have some hang-over,
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becp,uim they have to pay part of their 1942 ligbility over a 3-year
period.

Senat{or Lopce. Which would make the largest number of taxpayers
current

Mr. Sram. Of course if you regard the liability that they are paying
for 1942 as preventing them from being current, then undoer the Ways
and Means Committee bill they would not be fully current until the
3-year period had expired, unless they paid it up before that time.
Under the Ruml-Carlson hill, if you forgive 100 percent, the taxpayers
would be fully current the first year, except as to the windfall provisions.

Senator Lopae. Can you state in round numbers the approximate
revenue {o be derived from all four plans?

Mr. Svam. We have the arnount. ~ Can you give that, Mr. Burgess?

Mr. Burarss. Under the four plans the lisbility remaining after
cancelation is as follows: under the House bill, $2,214,000,000.

Sen;z{.or Lopae. You say the liability remaining. What do you
mean?

Mr. Burauss. After cancelation.

Senator Lonar. T am talking about the revenue that will come into
the Treasury from these four proposed tax bills.

Mr, Bunerss. That would be the figure.

Senator Lopar. That is the revenue?

Mr. Burcrss, Yes. :

My, Bram. Additional revenue.

Senator Lopae, All right.

The CratrMaN. You mean that'is the liability undor the 1942 tax?

Mr. Buwraess. That is right, that is the remainder.

Scnator Lobce. I want to know how much money it will yield to
the Treasury.

Mr. Burarss. The tax on 1943 incomes would yield tho seme
amount it would under existing law. The bills do not change the
liability for 1943 calendar year incomes, they do change the lHability
for 1942 calendar year incomes. Now there would remain, after
gm"tiul cancelation of the 1942 liability, a tax liability under the House

ill of $2,214,000,000; under the Ruml-Carlson bill, $1,133,000,000;
and under the Ways and Means Committee bill, $4,780,000,000.

Senator Lonae. How does that compare with what is reccived under
present law? '

Mr. Bunarss. Under present law, $9,451,000,000 would be received.

Senator Lonan. You are not reducing the rate but you are reducing
the revenue $7,000,000,000.

Mr. Buraess. One has to consider the period over which that
revenue is to be received. This is the liability which would be
collected, but at different times under the different bills,

Senator Lopar. I am not asking that, That is not the question
I am asking. I am more elementary thau that. I am trying to
find out what revenue will be received into the Treasury within any

riven i)et'iod of time that you want to give me under any one of these
our plans. That is all I want.

Mr. Buncess. If you are speaking of the period from now until
doomsday, that is one estimate. :

Senator Lovae. No.

Mr. Buranss. If you are referring to the coming fiscal year, or the
coming calendar year, that is another thing.

Senator Lobar, Give it both ways,
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Mr. Bureess. I think we are in substantial agrecment with the
Treasury’s estimates of the revenue cffects as given in Mr. Paul’s
statement before the committee yesterday.

Senator Lopae. There were quite a few statements yesterday that
I did not understand, that is why I am asking these rather simple
questions this morning, so 88 to get it in a categorical, definite form
that is clear,

Mr. Burcess. Let us look at it this way: A scheme of current
collection, completely current collection such as is envisioned under
the Ways and Means Committee bill and under the Ruml-Carlson
bill, would collect more revenue inany given period than would the
House bill, so long as incomes continue to rise. The amount of that
additional revenue to be received would represent the increase in the
total upper-bracket linbility from the first full year to the next.

Senator Lovae. Well, generally speaking, with rising incomes, the
moi'e current the taxpaycrs are kept, the more money the Treasury
makes?

Mr. Burcees. Yes; but that is merely an anticipation of revenue.
When incomes turn downward the House bill would yield more
ylevenue, because for part of the liability there is a lag in receipt in the

‘reasury. ‘

Scnat:gr Lopae. They tax them on the way when they are well off
and they have to pay it at a time when they are poor.

Mr. Bureess. That is it.

Senator Lopee. Let us assume that there isn’t any change in tho
trend of the revenue you get under these four different proposals.

Mr. Burcrss, Senator Lodge, at the moment we do not have these
estimatos on a collections basis, we have them only on a liability basis,
I gave you the estimates of total liability under each of the four

lans and will furnish for the record the estimates of the liability due

1 the fiscal year 1944. .
(The information requested is as follows:)

Estimated income-tax liabilities due in the fiscal year 1944 under various alternatives

Amount
House hill L . e i cce e m e $13, 000, 000, 000
Ruml-Carlson billo . oo oo iiete e e e m 15, 263, 000, 000
Ways and Mesans Committee bitl:
(@) No discounts taken.. . ..o i 15, 724, 000, 000
(b) Maximum discounts taken 18, 623, 000, 000
Present JAW .. v e e e ——— 13, 000, 000, 000

Senator Loper. I think it is very, very pertinent to know. You
have got four tax schemes before you and it is pertinent to know which
would yield the most revenue.

Mpr. Stam. I think you are looking at it from the standpoint of, say,
tho next 2 or 3 yearg only.

Senstor Loban. Yes.

Mr. Stam. How much additional revenue we might get by going
over to a current system in the noxt 2 or 3 years,

Senator Lovan, I would like to get it on three different assumptions:
One assumption that the national income is going to go down; another
assumption that it is going up; and another assumption that it is going
to remain.stable.

Senator Jouwson. Mr, Chairman, I think I can give him the figures
from the facts given us this morning. If we can assume 1943 to be
exactly what 1942 wag———

Secnator Lovar. Let us assume that.
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Senator Jounson. Under the House bill, under that assumption,
the total collection would be $11,665,000,000; under the Carlson plan
the total would be $10,574,000,000; and under the Ways and Mcans
Committee bill the total would be $14,231,000,000, That is, of
course, assuming that the 1913 tax will be identical with the 1942 tax.

Senator Byrp. How does that compare with the collections under
the present law?

Senator Jornson. The present law is $9,451,000,000.

Senator Lopge. No matter what you do, we get more moncy as we
become current.

Senator JounsoN. Yes; we get'more money us we become current
under cither one of the plans.

Senator Lopen. Under all conditions if the national income remaing

-the same, and under all conditions if the national income goes up,

under those two major assumptions?

Senator Jounson. Yes.

Senator DanNaner. Mr, Chairman, that is not strietly accurato,
beeause what you are doing is confusing the amount of money that
remains to be collected with the amount you actually will colleet. 1f
you define it as the amount of total liability, it would be different.

Scnator Jounson. Yes,

Senator Warsn. The liability is reached, is it not, by adding the
income from the taxes under the present law remaining for 1942 and
1943, then you take each of these plans and sce what they yield and
deduct that from these 2 tax years.

Mr. Stam. Everybody must admit under any plan which puts you
on a current system, while the revenue goes up you will colleet more
revenue. We can get you the figures over a certain time, say 2 or 3
years, on a collection bagis.

Senator Lonen. I would like to get what the yicld under the diffor-
ent plans will be.

Senator Byrp, You say you are doirg it, but you are reducing your
tax hiability. .

My, Stam. When you collect currently on rising income you
naturally bring income sooner on a collection basis,

Senator Byrp. At the same time you are reducing your tax,

Senator Vanpensira., Have you any commonts to make on the
windfall section of the Ruml-Carlson plan, as to whether it is fair,
whether it ought to be changed or not?

Mr. Stam. There are two windfall provisions.

Senator VANDENBERG. Yes,

Mr. Stam. The first windfall provision certainly seems to me to be
very fair, because il makes thoe taxpayer pay on the larger year, In
othor words, if he had a big income in 1942 and a small income in 1943,
he would have to pay on his 1942 income.

Senator Vanpenserae. That is easy. Now how about the other
windfall?

- Mr. 8tam. Tho second windfall provision is somewhat in the
nature of an individual excess-profits tax, liko we have all been talking

* about for several yoars. In other words, the person whose income

in 1940 was less than the income in 1942 or 1943 does not got quite
as much of 1 year’s liability forgiven. That is the effect of it, because
he is regarded as having made an sbnormal income, in excess of the
1940 income. By having an arbitrary rule like 1940 it might work
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some hardship in certain cascs, I can see that. Tt is designed to regard
1040 as a normal period and the income after that period as abnormal
if it is in excess of the income for that period.

Scnator Vanpensrra. Is it fair to assess a retroactive excess-
profits tax against some portions of the tax laws?

Mr. Stam. It is not really a retroactive exeess-profits tax. The
effect of it is it just cuts down the amount of forgiveness, T mean that
is the effeet.

Senator VanpeNBErG. By the same token you have to pay that
much more?

Mr. Sram. That is right.

Senator Davis. 1 have just asked the expert here to give me the
item of this windfall that makes up the 12 percent. He gives me
these figures: The taxpayers pay the taxes on the high 2 years, 1942
and 1943, in the amount of $456,000,000, and on the second item here,
the additional tax on an unusual increased income over 1940 would be
$677,000,000. That makes up this 12-pereent windfall,

Mr, Sram. That is right.

The CuammaN. Mr. Stam, have you any comment to make on the
suggested amendments to the withholding provisions of the bill sub-
mitied yesterday by the Treasury?

Mr. Stam. On the whole, I think they are very good amendments.
There are some amendments to the withholding provisions that are not
lcovered by those proposals, that we would like to bring to you a little
ater.

The CrairmMaN. In exccutive session?

Mr. Stam. That is right,

The Cuarman, All right.

Senator Warsu. The second windfall provision is based on the
assumption that there were a considerable number of taxpayers in
1942 who have benefitod by the war.

Mr. Sram. That is right,

Senator Warsn. And that their income in 1942, and a higher
income in 1943, ie in part contributed by the inereased business due to
war produetion, and therefore it is an atterapt to levy a tax upon that
inerease that might not, and probably would not, have developed had
we had normal conditions.

Mr. Svtam. That is right. There were tables presented in the
House by Chairman Vinson of the Naval Affairs Committee, which
showed the large amount of fees received by brokers in connection
with war contracts, and there were quite a large number of those fees
received in 1941 by certain persons, and also in 1942,

Senator Warsn., And in some instances it could be shown there has
been a substantial inerease in the dividends paid by corporations that
have done large Government work during thesoe years.

Mr. Stam. That is right.

The Cuamuman, Mr, Stam, have you any comment to make now on
the provision here with respeet 1o the soldiers, the members of the
armed forees, or do you wish to withhold that?

Mr. Stam. I diseriminates against a married person.  Only their
base pay is subject to the income tax.

The Cnammman. 1t is only the base pay?

Mr. Staum. Tt is only the base pay that goos into income. Now, in
the other countries they do figure those amounts in computing income
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tax., You might want to consider that phase of it when you are
taking up the whole guestion. :

Senator Barxnry, May T ask you o question about a situation to
which 2 Mombeor of tho Senate called my attention & day or two 8go,
which he said existed in his State to his personal knowledge? 1 do
not know how many such cases there might be, but it is a situation
where last year one man made $5,000,000 oul of war contracts. Well,
of course, the gquestion arose of whether or not he had enough money
or whether he should continue in business for the year 1943, He
might decide he did not necd any more money, he was not going to
make any more, he would just quit, and so he put his $5,000,000 in
a locked box, put it into a bank, so he would not have any income at
all, so he would not have apy estimated income under the plan of
this bill for 1943. While it has been contendad here that nobody
gots any actual money back, in a case like that he would get his
100-percent forgiveness back, or 75 percent or 50 percent, whatever
it might be, if he had no income for 1943 to which credit could be
given for the payment of taxes on 1942 incomo,

Mr. Sram, Ho would not under the windfall provision that we have
just been talking about, because he has to pay on the higher year.

Senstor Barkrey, o would not pay all of 1t.  Take the $5,000,000
caso, would he pay the same tax on this $5,000,000 which he would
have paid if we did not consider this bill at all? )

Mr. Sram. He would under the Carlson, plan, because they had a
windfall provision in there which would require him to pay the tax
on the higher year, and therefore he would pay on that $5,000,000.
He would pay about $4,374,000,

Scnator Barkury, He would have left then about $600,000.

Mr. Stam., That is right.

Senator Barknuy, If he pursued that course and even decided that
the reduced amount was all the money he needed, he did not desire
to II(I)JLI:;(‘; any more but just cashed out, would he havo to pay any tax
in 194

Mr, Sram, He would not pay any tax on 1943 because he did not
have any income, but ho would pay on his 1942 liahility.

Senator Barkrry., That would be the same in any case anyhow.
Aslong as he chose to impound his money, whatever the amount might
be, and not invest it or get any income upon it, he would still pay no
taxes on it.

Senator Crarg, That would be true under the existing law.

Senator JounsoN. How does the withholding plan, or any of these
other plans, affect the Vietory tax, if any?

Mr, Sram. How does it affect the Victory tax?

Senator Jounson. Yes.

Mr. 81aM. It docs not affect the Victory tax as such. The Victory
tax is 5 pereent in excess of $624, but we only withhold 3 percent for
the Victory tax. That is what we call the net Victory tax. In order
to avoid refunds when the taxpayer files his final return at the end of
the year it was thought better to withhold on & net basis instead of
on a gross basis, so wo withhold 3 pereont instead of 5 percent. When
the taxpayor files his final return in March of the next year, he com-
putes his Victory tax at 5 percent and takes credit on that for the
current credit of debt, insurance, and Government bonds. Now, if
he does not have those, thore will be somo deficiency due to the
Government, but it is thought, from the administrative standpoint,
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it will be much easier to collect on a net basis rather than on a gross

basis and bave the taxpayer make up the additivnal amount at the

end of the yoar.

b Ser}zator yrp. The taxpayer still has to make a return under both
ases

Mr. Stam, The taxpayer has to make o return under both bases,
He gets credit off for debt, or bond purchases that he may make.

Senator Byrp. Why could not the Victory tax be absorbed in the
regular income tax?

r. Stam. Well, the Victory tax is on one basis and the income
tax is on another basis.

Senator Byrp. That is my objection to it.

Mr. Sram. The only way you could absorb it would be to lower the
exemptions and increase the rates of the income tax. There are
12,000,000 taxpayers in this group, between $624 and $1,200, that are
now paying a considerable amount to the Government (over
$350,000,000). A lot of those taxpaycrs would be relieved of tax,
because I do not believe you would be able to reduce the exemptions
down to anything like the limit of the Victory tax.

Senator Byrp. Don’t gou think this withholding of 3 percent of the
Victory tax, that has to be then credited to the 5 percent in the return
that they later make up is going to be very confusing and will not
be possible of enforcement?

Mr, Stam. I do not believe so. We have not had any experience
under that yct, because the first returns have not been filed on the
Victory tax, They are not due before March 15, 1944,

Senator Byro. 1 understand that. I am speaking about the with~
holding tax that the taxpayer has arbitrarily taken from him.

Mr, Seam. The employer knows from the tables the exact amount
to be withheld.

Senator Byrp. The employer does, but next year he has got to
make a return, he is supposed to take 3 percent off and pay on another
tax 2 percent.

Mr. Stam. He computes his 5 percent on his Victory tax net income.
Against his Victory tax net income, he gets a credit for debts, bonds,
insurance, and so forth, and then for the balance he gets credit for
the amount of tax withheld at the source, and then if there is any
excess it is applied against his regular income tax.

Scnator Byrn. It changes from one to anothor with different rates.

Scnator BARkLEY, Let me ask one more question about the case
which I cited. Under the House bill and under the committee bill
there is no windfall provision, I believe?

My, Sram. That is right.

Senator BArkLEY. In that case, if that man had no income in 1943,
he would get an actual forgiveness in money.

Mr. Sram. He would get some reduction.

Senator Barkiey. If he had paid his tax by March 15 of this year
he would get an actual refund in dollars and cents?

Mr., Sram. Yes, he would, if he had nothing else to eredit it against,

Senator BarkLry. If he had no income at all for this year he would
not have anything to credit it against, and therefore the Treasury
would have {o return the excess money that he had paid.

Mr, Sram. Under the Ways and Means Committee bill he would get
about 10 percent reduction of that tax., That is what it amounts to,

86800—43-——7
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Senator Barkrey, What would he get under the House bill?

Mr. 8ram, Under the House bill he would get about 19 percent.

Senator MinLikiN. Mr. Stam, are there any windfall cases or wind-
fall circumstances that we ought to be thinking about other than those
that have been mentioned here?

Mr. StaM. I do not recall any. Of course, there is a question
whether or not 1940 is a proper year, or 1941, or some other year,

Senator MiLLikiN, Are there any circumstances that have not been
covered by discussion that might represent an inequitable windfall that
we have not thought about?

Mr., Stam. No; ('xce{ib some people, of course, feel that the can-
celation of the 1942 liability is a windfall.-

Senator MiLrLikIiN. We will pass that. That goes to the basic
theory of the whole thing.

Senator Lopar. Iave you concluded, Senator?

Senator MinLikiN, Yes.

Senator Lopgr, Mr, Stam, is “cancelation” a correct word? Is
“forgiveness’’ a correet word? Isn’t it better to say ‘‘postponement’’?

Mr. Stam. I think “cancelation,” from a purely technical stand-
point, is & correct word, because you have got to do something about
this assessment that is on the books, you have got to remove it. It
is outstanding and you have to eliminate or cancel it.

Senator Lovas. If you just limit your vision to one year, but not
if you took a total view,

{/Ir. Sram. That liability is outstanding. It has been assessed for
the year 1942,

Senator Lopae. If you take the bookkeeping approach on a yearly
bagis, but if you go at it from the standpoint that you live by, that
y()li ccf} your children on, those things, there is no cancelation at all,
18 there

Mr. Sram. If the person hasn’t saved any money to pay his taxes,
he hasn’t anything to gain.

Senator Lovas, “Postpone” rather than “forgive.”” I looked the
word “forgive” up in the dictionary. It means to pardon & wrong.
I cannot sce where the Government is in a position to pardon the
wrongs of the American people; I think it is rather the reverse, as a
matter of fact, to my mind. I am coming to the conclusion it is &
smear term, I cannot sce it. Why isn’t it better to say ‘“post-
poning”’ instead of “forgiving”’?.

Mr., Stam. You do not postpone a gift.

lSenntor Lopar, What gift? We are postponing the payment of
the tax.

Mr. Sram. I think cortainly some benofit doos acerue to the tax~
payer when he dics. Everybody admits that. He has some ad-
vantage when his income declines or when he has saved an amount
to pay his taxes.

Senator Lonar. When he is dead he has an advantage?

Mr. StaM. I mean as far as his ostate is concerned, there is an
advantage.

Senator BArkLEy. ‘‘Forego” might be better than “forgive.”

Senator La Younerre. If it has accumulated as a 1942 liability he
has something tangible under his control that he can use as he pleases.

Senator Liucas. Mr, Chairman, may I ask Mr. Stam one question?

The Cuamman. Yes, Senator.
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Scnator Loucas, Take the House bill, Mr. Stam, where you say the
amount of liability canceled is $7,237,000,000, the table on page 19,
as I understand, that $7,237,000,000 is going to be lost to the Govern-
ment over a long period of time.  Am I correct in that?

Mr. Sram. I think that is certainly true; but suppose we had a
recession, the loss would be felt much sooner.

Senator liucas. I do not know as I follow you, but it scoms to me—
and I want to be corrected if T am wrong—you say you have got to
cancel, if you got the House bill, $7,237,000,000. That is correct;is it?

Mr, Svam. That is right.

Senator Liucas. Now you add to the current tax bill $2,214,000,000?

“You will add that much to it?

Mr. Stam, That is right, ,
hSelin,tor Lucas. Everybody will continue to pay taxes as long as
they live.

I\y[r. Stam. That is right.

Senator Livoas. Your $7,237,000,000 will be canceled over a long
period of time, depending on when the taxpayer dies.

Mr. Stam. It may be when his income declines, I mean when his
income goes down, and then of course the Government does not get
as much out of him as if it were collecting his liability for the prior

cars.
Y Senator Lucas. If the taxpayer should die in 15 years from now,
and the income was less than it was this year, then the Government
would get less?

Mr. Stam. That is right; then the loss would be felt.

Scnator Crark., Mr. Stam, coming back to this Canadian theory
that you mentioned here & minute ago, making a distinction between
carncd incomo and income from other sources such as capital, and
applying that to our own situation, it is a fact, is it not, that in the
highest brackets, that is to say, incomes above $100,000, the amount
of income derived from sources other than carned income is very
much larger than the amount derived from earned income?

Mr. Stam. I do not think there is any question about that?

Senator Crank. I have some figures for 1941, I would be glad to
have you check them and tell me whether they are correct or not,
I haven’t the figures available for 1942. These figures indicate for
the 44 taxpayers in 1941 who paid on incomes of over $1,000,000 only
$4,500,000 was earned income and $97,000,000 was from sources
other than carned income.

As to incomes over $100,000 and less than $150,000 the earned in-
come was $160,400,000 and the unearned income was $195,000,000,

In tho case of $150,000 and under $300,000, the carned income was
$125,000,000 as against $220,000,000 of unearncd income.

On $300,000 and under $500,000 the carned incomoe was only $36,-
000,000 while the uncarned income was $114,000,000.

On $500,000 and under $1,000,000 the earned income was only
$14,400,000, while the uncarned income was $101,900,000, more than
7 times as much.

On incomoes of $1,000,000 and over, as I say, the earncd income was
$4,500,000 and thoe unearned income, so to speak, was $96,900,000.
So thero is some logical basis for the distinction that is made in Canada.

Mr. StAM. Yes.

Senator Crark. You treat.all the taxpayers alike, but you simply
make a difforence as to the source of the income.

B ]
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Senator WaLsa., What figures do you begin with?

Senator Crark. I begin with $100,000.

Senator Warss. You do not have the figures under $100,000?

Senator Cuark. No.

Mr. Stam. When you got up into the very high incomes there
really is not so much basis for distinguishing between earned and in-
vestment income, If you recall, we have in tho revenue law at the
prezent time & limitation on earned income. I know there was a
proposal over in the House, that was talked about but that really did
not reach & definite form, of making & distinction between oarned in-
come and unearncd income. In other words, in the case of earned
income they were going to abate 75 percent of the tax. In defining
the earned income eveérything up to $20,000 that was actually earned
was rogarded as earned income, and the amounts above that were
regarded as uncarned income, and with respect to unearned income
t,hcéy wantod to abate only 50 percent of the tax.

enator CLark. I am not advocating the adoption of the Canadisn
theory, but it scems to me it is & much more logical theory if any dis-
tinction is to be made., They have an arbitrary way of saying, “We
will cancel and postpone all incomes below a certain amount and soak
everybody above a certain amount.” In other words, the distine-
tion as to source, it scoms to me, is o much more logical distinetion
than puroly the distinction ns to amount.

Senator ConnaLLy. Mr, Stam, let me ask you a gencral question.
The whole motive behind all this cutrent tax liability is supposedly
to get revenue out of a lot of taxpayers that have not been paying
taxes very largely heretofore. The theory does not carry water that
they will not be able to pay. They will pay and spend their money on
taxes rather than on other things; isn’t that true?

Mr. Sram. That is true. :

Senator ConnaLLY. In order to got taxes out of that group these

lans propose to relinquish about three or four times as much money
in the higher brackets, in the higher incomes, than they can possibly
get out of that whole group. Isn’t that true?

Mr. Sram. I do not think so.

Senator ConnarLy. You give away $7,000,000.

Mr, Sram. We ave looking at this thing somewhat from a long-
range point of view.

Senator ConNarLy. Yes; I know you are looking at it from a long-
range point of view, In most cases people in ordinary circumstances
have the money to ﬁay. I do not see where it makes a particle of
difference. We might think it does, but I know it does not make a
particle of difference to mo whether I pay under the present system
or whether I pay currently; I know I am going to have to pay it.
These taxpayers we have in mind are going to make changes in their
old methods and they are going to make a provision for holding out
something with which to pay, like everybody else pays it. We would
have no difficulty at all, ~ Isn’t it a protty good way to teach poople
to pay their obligations, to pay their taxes, to make them do it by
starting on this thing? We are assuming these folks are so helpless,
80 ignorant, so indifferent that in order to make it possible for them
to do it we have to give them something, that we will come along and
do it for them. If you could devise some method by leaving the taxes
08 they are and provide a system whereby the taxes can be paid by
the month it would help a lot in this whole tax situation. ,
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Senator Jounson. The withholding of taxes, doesn’t that put it on
a current basis?

Senator ConnaLLy. No, no.  With the exception of the modification
the withholding taxes are credited e¢n their final return, It would
meet the situation much better than just handing out $7,000,000,000
or $8,000,000,000 in order to make some fellow think that he is
paying the taxes currently. That is just psychology, $7,000,000,000
worth of psychology.

Mr. Stam. A plan along those lines was originally presented to the
House, which merely had the withholding method on salaries and
wages and required the amount withheld to be applied against the
taxpayer’s current liability. For example, if we started this with-
holding provision on July 1, 1942, and we started collecting taxes in
July, under that system the taxpayer would be allowed to credit the
amount withheld at the source ageinst the installments of his 1942
taxes, which are due in September and December of this year, and
any oxcess would be applied against their 1943 taxes.

Senator ConnaLLy, If you had that kind of system you would avoid
all this business about estimating ahead. Nobody knows what his
income actually is going to be. If he makes a mistake he is penalized,
and all that sort of business. I hope somebody can work out a plan
along that line.

Senator Baxxnuy, Let me ask you this: Do you agree with the
statement made yesterday, I think by Mr; Paul, that to the extent to
which the Treasury loses moncy under any of these plans, if we make
it up at all we have got to make it up out of the middle- and lower-
income brackets. Do you agree that so far as the high-income
brackets are concerned we have gone protty well as far as we can go,
and not only that but we have to make up a deficit of three or four or
seven billions, whatever it is, because of any of these plans, and in
addition to that try to raise $16,000,000,000 more, or any part of it,
and that we have got to largely try to raise it from people who belon
to the ordinary walks of life and in the middle and lower brackets

Mr. Sram. 1 think that is true. Of course, wo have got a ceiling
now on incomes of 90 percent. The tax in no case can exceed 90
percent of the income. Those in the upper brackets, unless we were
to raise the ceiling, we could not get any more out of. .

Sonator BargrLey. That is a pretty coffective ceiling, 90 percent.

Mr. Sram. Yes.

Senator Lopge, Mr. Chairman, T am advised that during the fiscal
year 1944 the yield from these various alternatives would bo as follows:
the Housoe bill $13,000,000,000; the present law $13,000,000,000; the
Ruml-Carlson bill” $15,263,000,000. Those figures would load’ the
average man to the conclusion that the Ruml-Carlson bill will get us
the largest amoun{ of revenue for the Government and put the largest
number of taxpayers current in the shortest space of time. Is not
that correct, Mr, Stam?

Mr. Sram. For that particular year. Of course rou have not the
figuros for the Ways and Moans Committee bill. That bill would
yield more than that. L

Senator Lobae, The Ways and Mcans Committee bill, with no
discount, $15,000,000,000, and with a maximum discount,
$18,000,000,000.

=7
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Mr. Stam. You sce under the House bill, as we pointed out, as far
as the qucr lovel is concerned, you do not get the benefit of the
increased Income in tho current year, because you are not collecting
that currently, you are collecting that with respect to the back year’s
mceoime,

Sonator Lopan, This is taking it for the fiscal year 1944, and the
Ruml-Catlson bill would yicld the greatest amount of revenue and
would get the largest number of taxpayers cuirent in the quickest
space of time,

Of the three plans the House bill would yicld less revenue than
either the Ruml-Carlson bill or the Ways and Mceans Committee bill?

Mr. Sram. That is right.

Senator Lvcas. How do you square that with your table on page
19, where you show the House bill would leave a tax linbility remaining
of $2,214,000,000 and $1,133,000,000 under the Ruml-Carlson bill?

Mr. Stam. Hois talking about the collection basis, how much you
are goin(,i; to colleet in this fiscal year. Theso figures you are quoting
are on a liability basis, that is the amount of tax imposed for that year.
You dc:i not always collect in a certain fiscal year the amount of tax
imposcd.

'ho CHAIRMAN. Are there any further questions, gentlemen? If
not, I would like to offer for the record a lengthy telegram from the
Boeing Aircraft Co., Consolidated Vulteo Aircraft Corporation, Doug-
las Aireraft Co., Lockheed Aireraft Corporation, North American Avi-
ation, Inc., Northrop Aircraft, Inc.,, Ryan Aeronnutical Co., and the
Vega Aireraft Corporation, with reference to the provisions of the bill
that rolate to collocting at the source or withholding, They are in
line with the recommendations mado yesterday, or tho suggestions
made yesterday by the Treasury.

(The telegram referred to is as follows:)

Senator Warrer I, Guonas,

Chairman, Senate Finance Commitlce,

Senate Office Building, Washinglon, D, C.

Drar Senator Grorar: Referenee is made to fmmh’npz pay-as-you-go legisla-
tion, and pm‘ticularl to {ho technieal provisions for withholding of tax by em-

loyers. 'Tho following aireraft manufacturing companies: Bocing, Consolidated

ultee, Donglas, Loekheed, North American, Northrop, Ryan, Voga, have studied
these provisions with considerable care and have certain suggestions which, if
adopted, would simplify the procedure provided:

These comprnies together employ a total of approximately 450,000 employces.
They represent 60 percent of tho airplane production of the United States. Due
to our rapid growth and present large number of employces, we havo serious
frobloms with respeet to {he mochanics of preparing our pay rolls. Our work
s done cntirely through the use of antomatic business machine equipmont, At
the present time we aro experiencing serious difliculties both wibh rospect 1o
obtaining prompt delivery of adequate equipment and in maintaining an adequate
staff of compotont operators,

We recognize the necessity for cstablishing & system for withholding of tax
b% employers and are prepared to earry our sharo of the burden.  Cortain changes
which may be made in the bill as passed by the House would expodite war pro-
duction through simplification of the mechanics of withholding. our considera-
tion of these suggestions will be greatly appreciated.

(1) Discretion in Commissioner of Internal Revenuoe to permit reasonablo
methods of com‘)uting withheld tax, The bill, in its prosent form, provides
two aptional methods of computing the tax to be withheld. A. An exact mathe-
matieally accurate computation of the percenteges, or B, the use of tablos setting
forth wage bands and amounts of tax to be withheld, '

.
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We find that, in view of our shortage of eq uipment and operators, we must
perform these operations with the maximum eflicicney. Neither of the specified
optional mecthods permits all of us to rerform the operations with maximum
efliciency, T'his is hecause we can save large amounts of time by combining the
operations which will be required by the bill with other operations we must
ajready perform,  These other operations are required in order to make other
deductions from wages, including those for Social Security and unemployment
tax purposes. We cannot deseribe a specific alternative method which would

ermit the maximum simplicity, because the problems of the various compahies
ﬁere represented vary, depending upon their respective accounting methods and
business machine procedures, .

We believe that it would be entirely reasonable and satisfactory if the Com-
missioner in Internal Revenue were given authority to grant approval of a specific
tax withholding technique or method proposed by any employer, To give the
Commissioner l'(iulsullﬂllfﬂ guidance in administering such diseretion, it might be
provided that such methods should not vary by more than a reasonable pereent-
age (perhaps 10 pereent), from an exaet mathematical computation in the case
of any employeo. (The tables now set forth in the bill, of course, provide a
substantial varistion from mathematical computation.) We believe that the
Commissioner would administer such a discretion reasonably, and that the
flexibility which would thus he provided would permit us to administer the
withholdings of tax with maximum cfficicney,

2) A singlo rate of withholdings is desirable, The House bill provides for
two cffective rates of withholding tax. A new 17 percent rate is applied upon
wages in excoss of personal exenptions and eredit for dependents, as spocified.
In addition, the Vietory tax is conlinued {0 the extent of 3 pereent upon all wages
oxceeding $024 per yoar. We helieve that this combination of dual rates is un-
necessary and substantially complicates the task of omployers. In some instances
it may require two complete operations, instead of one, and in any event a more
simple system for withholding tax can he appliod if a single rate of withholding tax
is provided, allowing combinations with Social Security and other computations
already required,  We recommend, therefore, that the policy be changed in this
respeet in the interests of simplicity, and that a single rate or tax he applied to a
gingle base. Presumably in excess of personal exemption and eredit for depend-
ents.  Not only would this simplify our task, but it would Le easier for employer
and the publie to understand,

i:k) Revision of personal exemption and credit for dependents to exaet multiple
units. ‘The proposed bill continues, for determining the portion of wages subject
to withholding of tax, tho present, personal exemptions and credit, for dependents,
These are $1,200 in the case of married persons or heads of families, $500 in the
case of single persons, and $350 for each dependent.  YFor all large employers who
use automatic business machine equipmont for pay rolls, the task of computing
amounts of tax to ho withheld would be substantially simplified if these amounts
could he changed to amonnts which are exact mu ti,plcs. Furthermore, elimi-
nation of the o'])l.ional $600 oxemption withholding deduetion for married persons
would he very helpful, A schedule, such as the following, would accomplish this
result, Single persons $624, married persons $1,248, cregfb for dependents $312,

The effeet of such a change is substantially to reduce the number of groups of
employees with respeet, to which the same withbolding deduotion applies. o8t
business machinoe operations are carried on through sorting of cards into groups,
By reducing the number of groups, the time required for operation is likewise
reduced, with a cumulative saving during the vear to large employers of vast
amounts of time of equipment and personnel, We heartily recommond that your
committee consider such a chonge. R

(4) Longer poriod for furnishing annual reccipts. Tho bill requires that
receipts be furnished to cach employce in respeet of his employment during the
calendar yoar on or before January 31 of the succceding year and that copies
shall be furnished to the Commissioner, Tt will be impossible in many instances
10 complete preparation of these recoipts within 31 days after the end of the year
and, even though they are completed in that time, they will be highly inaccurate,
I{, must be realized that some of our companjes have many thousands of em-
ployecs in other Yurte of the United States, and the physical job of obtaining
year-end data and transmitting it to our home officos is an extensive one,

‘Furthermore, during this same period it is necessary for us to prepare State
unemployment tax reports and Social Security reports.  In addition, the year-end
closing of the hook consumes a large amount of the time of tabulating equipment
gince a Iarge proportion of our records are kept by that means,
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For the foregoh}g reasons it would appear most desirable to change the due date
on reeeipts from January 31 to February 15, the date now prescribed for filing
Form 1009’s, which are more simple to propare than the form provided in the
aection referred to. Furthermore, we rocommend that the Commissioner be
glixveni authority to cxtend this time for an additional 15 days -upon a proper
showing,

(5) ’%hirt days required to place system in effect. The House bill provides
for .the withholding system to be placed in effect July 1. Due to the delays
which have oceurred this date is now not far away, Tho procedure which wiil be
required of employers to place the sysiem in coffect is very expensive and will
recfuire a large amount of work in gathering data from employecs, preparing suit-
able records, and roarrm:iging the use of equipment. It is absolutely essential
that employers be allowed a minimum of 30 days efter actual passage of the bill
within which to place the system in effect. If your committoe dotermines, thore-
fore, that the bill cannot hecome law tprior to June 1, we respectfully roguest that
the commencement date for withholding bo postponed to a date later than Jul 1,
otherwise a chaotic and unfortunate situation will arise at the crucial timo when
the system is being placed in effect.

In conclusion, wo wish to reemphasize that, due to shortages of ocfuipmonh and
personnoel, we are facod with very serious probfems in performing tho operntions
necessary to prepare our pay rolls and pay our omployeos, It is obvious that war
production will be seriously impeded if pay rolls are not prompily and cfliciontly
met by employers, The mFoaltion of an unnecoasarilr burdensome system for
withholding tax may actually interfore with our meoting pay rolls as expoctod
by our employees. While the matters of procedure discussod herein appear por~
haps not to be of great importance, actually they may have a very important
offect upon our ability to meot our pay rolis prompily, and we respectfully requost
that they be given careful attontion by the Finance Committee.

ery truly yours, ) .

Boeing Aircraft Co., Consolidated Vultee Aireraft Corporation,
Douglas Aircraft Co., Lockheed Aireraft Corporation, North
American_Aviation, Inc., Northrop Alreraft, Inc,, Ryan Acro-
nautical Co., Vega Alrcraft Corporation. :

(Tax plan submitied by Royal C. Stephens, Philadelphia, Pa.:)

Pumuavrremia, Pa., May 6, 1843
Senator Wavrer F. Guorar,
Chairman Commillee on Finance,
Washington, D. C.

HownonabLg Sir: As a humble Ameriean eitizen I desire to submit a tax plan for
your consideration that will save the members of your committee and the membeors
of both Houses of Congress both time and a lot of headaches, make tho tax law
understandable to all taxpayers, likewise mako it casy for the Treasury Depart-
ment to colleet all of 1942 and 1943 taxes and at the same time ereate more confi-
dence in the minds of Ameriean citizens in the soundness of the financial structue
of the United States Governmeont, \ .

In the Revenue Act, write the following provisions:

“A taxpayer on 1042 taxes must before March 1943 file his income statement
and at the time of filing his income statement, arrange to pay his quarterly
installment, or make a token payment of five or ten dollars on his quarterly
instaliment on his 1942 taxcs by deduction from his pay, ono to five or more dollar
pai'ments, a8 he may cloet to chioose of the three following ways:

. Pay the balance of his 1942 taxes in full and receive a 10 pereent discount; or

2. Pay the balance of his 1942 taxes in quarterly installment and receive a
10 percent discount; or

3. Mako a five- or ten-dollar token payment when he files his income statement
and then at the same time arrange to {)uy the balance of his 1942 taxes in small
installments of one to five or mare dollars to be deducted from his pay checks,
choosing one to flve years 1o complete ;lmylng the balance of hisx 1942 taxes,
with no interest charges against his 1942 taxes. Allow this small taxpaycr a
10-percent. discount on his 1942 taxes if he complotes his final payment of his
1042 taxes within 1 yoar of his token payment.” In the event the taxpayor
later earns less money, finds his payments are too heavy for him to make, the
taxpayor can rearrange’ with the Treasury Department to pay the romaindor of
his 1042 taxes in smallor payments without interest charges,

4. Provide in the Rovenue Act that the 20 percent withholding tax on wages
and salarios for 1943 in addition to the 1042 taxes, be deducted at tho sourco in
tha  m way o the Victory tax is now being collected for 1943,
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Mr. Ruml deserves credit for his efforts to create publie opinion towards the
pay-as-you-go idea for paying taxes for 1943, but neither the Federal Government,
nor the 48 State Governments, nor the political subdivisions of any state, nor the
Macy Department Store of New York, nor any of the various labor and business
organizations and newspapers that have urged your commniittee to forgive the
{gg taxes can afford to, or would agree to forgive any obligation dye them for
The Ruml iden of forgiving the 1942 taxes is dangerous to our entire Govern-

ment and private finaneial system in the following way:

A, It would raike an army ‘of taxpayers who would be demanding that the
entire national debt be repudiated on the ground it was too big a burden 1o bear,
and the same demands be made by taxpayers in arrears in payments of taxes to
both States and political subdivisions of a State.,

B. Tt would throw a wet blanket over all American citizens in their desire to
buy Government honds,

C. Tt would create a black finaneial plague in our private financial system
by creating in the minds of our citizens a desire Lo request that their private loans
or obligations made in 1942 be forgiven, saying Ruml’s tax plan gave them the
idea 1o make the request.

D, Foreign citizens and foreign governments would give the Ruml tax plan as
a reason for rc(}ucst.ing their financinl debty to both American citizens and the
United States Government be forgiven.

E., It would prevent the new taxpayors from forming the habit of raving their
money for a rainy day.

F, It would engourago the war workers to ai)enrl their earnings now and thus
}narefimc tho fear of inflation; also work against the drive of the Government against
nflation.

@ It would allow war production plants working on a cost-plus or agreement
where pay rolls have been padded, and costly and scarce materials wasted to
cash in on their illegal and un-American profits,

H. It would create in the minds of {.)ubllo omployees and private citizens who
have received their positions or some favor from the influenco of Democratic or
Republican official, or party leader to say, all our past political obligations, both
financial and othorwise are now forgiven and we will start now on a pay-as-you-go

. baﬁf‘ for any political favors wo shall ask for or receive from Democrats or Re-
publicans,

I. It would allow citizens from foreign countries who have large investments in
American war plants and other American business who made big profits in 1042
in the United States to force American_citizons to assume the added burden of
payiuf the taxes of foreign investors in United States,

J. It might create a desire in the minds of American people and the publie
officlals to forget all agreements or commitments made in 1942 by the President
and the State Department, also other I'ederal, State, county, and local govern-
ment leaders and start a new beginning on January 1, 1943,

Mr. Chairman, I urge your committoe to see that all Victory taxpayoers under
the 1942 Revenuo Act are treated alike as provided under the Constitution, by
offering an amendment to the Current Tax Payment Act of 1943 by amending
the Revenue Act of 1942 in the following way:

“All Vietory tax monoy deducted for wages carned bhefore January 1, 1943,
under the Treasury’s ruling on section 476g o returned to the taxpayer with as
little dolay as possible. ;

“The effect of this amendment to the Rovenue Act of 1942 will make all those
Victory taxpayers drop their bitter fecling against a tax law that made them pay
a Victory tax on their wages carned bofore January 1, 1943, just because the
did not receive pay for those December wages until after January 1, 1043, will
})lace them in the same position as all other taxpayers who jwere paid in full
or December wages before January 1, 1843, who in cepin‘; with Section 450 of the
Victory tax provigion which says tho Victory tax shall be levied, collected, and
paid on wages carned after December 31, 1942, did not have the Victory tax de-
dueted from their Decomber wages.”

Nore.—The Treasury Department would lose monoY on the bookkeeping on the
Victory tax collected on the December wages and would also create ill will among
taxpayers about to have a heavy tax placed upon them.,

Myr. Chairman write & Ymvision in the 1943 Revenue Act to require the Fedoral
Government to furnish all their employces a statement as to the amount and what
the tax is for in each pay check tho same as & private employer s required to do.

Yours for treating all taxpayers in the samne way.

Rovar C. SrerurNs,

i
.
;
!
|
)
}
:
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(Letter and statement submitted by National Lawyers Guild:)

Nartonan Lawyers Guiwp,
New Yorx Ciry, May 6, 1943.
Hon. Warrer T. Grorax,
Chairman, Senate Finance Commiltiee,
Senate Office Building, Washington, D, C. .
Dear Mr. CuairmaN: In view of the limited hearings planned by your com-
mittee on pay-as-you-go tax legislation, we are submitting the encloscd statement
setting forth the views of the National Lawyers Guild with respeet to this impor-
tant subject.
Wo respeetfully request that said statoment be inserted in the record of the
commitice hearings,
We shall appreciate receiving & copy of the unrevised committee print of the
transcript of the record as these become available.
espeetfully, '
Manrmin Porrir,
National Erecutive Secrelary.

SrateMENT oF T NartioNalL ComMirrier oN TAxATiON oF THE NATIONAL
Lawyers Guind oN Pay-As-You-Go LiaisnLATION

After careful study of the various bhills introduced in Congress to {)Iuco i)m-sonu.l
income-tax payments on a current, pay-as-you-earn basis, the National Lawyers
Guild is convineed that there {s only one equitable means of immediately achioving
this highly desirable tax reform, namely, by adopting the Doughton plan, The
Doughton plan, designed as 8 compromise measure, avolds the unwarranted wind-
falls which characterizo the Rumi-Carlson plan and, to a lossor extent, the Robort-
son-Forand plan, adopted by the House,

In this eritical time in our Nation’y strugglo for existence, at a timo when ever
effort must bo mado to raise all the revenue the economy can properly bear, 1t
is nothing loss than a travesty to bestow undescrved windfalls in the form of tax
cancelation, Tt i incredible, %'at; {ragically true, that there are forces in Congress
which clamor for forgiveness of nearly 10 billion in taxes in the face of the Presi-
dent’s request that Congress raise an additional 16 billion. Those forces
behind the Ruml-Carlson bill which are now proposing to cancel nearly 10 billion
in taxes are the same forces which voted for the recent nullification of President
Roosevelt’s order limiting gross salaries to $67,200, and are tho same forcos
which clamor for wage-freezing and heavy sales taxes—in reekless disregard of the
detrimental effect on the war effort.

The argument now being raised that a plan is inequitable unless it cancols the
same percontage of 1942 tax for each income level involves the grossest distortion
of the equitable principle of ability to pay, a principle which requires that tho tax
burden ineroaso progressively as ihe inecome levol Incroases and that eonversely,
tax cancelation ghould docreage as the income level increases beeause of the dimin~
ishing need for relief from doubling up,

To solve the difficult problem of transition from the curtent year-hehind
collection system, the Natlonal Lawyérs Guild has at all times urged that can-
oelation to afford reliof from double pafrment should be based on actual noed and
must avoid unwarranted windfalls, The guild still belicves its proposal to eancel
the tax on the first $2,000 of 1942 after oxcmptions is the soundest golution to the
problem of transition. This would wipe out entircly the 1042 taxes of single
Persons with incomes under $2,750, of married persons with two dependents with

ncomes undoer $4,600, The essenco of tho guild plan was only vory recently
adopted by the New York Times (editorials of Apfil 19, 23) which su%gos\;ed as
a compromise that Congress forgive “the tax on, say, the first 85,000 of income of
overy taxpayer for 1942,” 'The guild plan would, in fact, put (! Sercent of the
taxpayers on a current hasfs since only 10 percont of the 44,000,000 taxpayers
will have incomes which excoed the first surtax brackoet of $2,000.

Of all the tax bills which have been considered by Congress, the Doughton bill
alone approaches the tests of sound pay-as-you-go legislation and therefore
deserves the support of the Ameriean peoplo—in the absenco of a bill limiting
oancelation to the lowor incomos. :

In esgence, tho Doughton plan provides that the tax on 1942 incomes shall be
recomputed f)¥l a‘)plyinf tho 1041 rates and 1941 exemptions of $750 and $1,500
instead of the highor 1942 rates and the 1042 oxemptions of $500 nnd $1,200—and
canceling the difference, The Doughton plan would thus cancel the ontire 1942

. ‘ O

'
5



CURRENT TAX PAYMENTS ACT OF 1943 103

tax for 7,000,000, new taxpayers at the bottom of the income scale and sub-
stantially reduce {he 1942 tax for the great bulk of the remaining taxpayers. TFor
& married person with no dependents, the tax reduction on a $2,500 nef income is
63 percent of the 1942 tax; at $5,000, it is 52 percent; at $10,000, it is 40 pereent;
at $25,000, it is 26 percent; at $100,000, it is 18 percent; and at $1,000,000, it is 14
pereent.  Relief would thereby bo given in proportion to need, sinee the taxpayers
m the lower brackets are in need of the greatest relief. The Doughton plan is
thus in striking contrast to the Ruml-Carlson plan which would cancel 100 percent.
of 1 year’s tax liability, even though tho taxpayers had s very large income and
had no need for cancelation-relief,

The Doughton bill would eancel $4,671,600,000 of the aggregate 1042 tax lia-
bility of $9,451,300,000 which remain after taking into account the reduetion
due to speeial exemptive provisions for the armed forees. The remaining $4,-
779,700,000 would boe collected over the period from 1044 to 1046, thus providing
$1,5603,200,000 & year in added revenues from ability-to-pay sources—while the
Ruml-Carlson and Robertson-Forand plans make no such additions, In view
of the provisions for discounts for carlicr payments, income tax collections in
1944 and 1945 would be oven greater beeause of accelerated payment. The
partial doubling "{) provided in the Doughton bill would impose no real hardship
on anyone since the reduced 1942 tax would he Yuyable in installments over a
3-year period (1944-46) and an addiional 36 months’ extension eould be obtainoed
in cases of undue hardship in mecting these installments, The Doughton bill
has been assailed on the ground that taxpayers with incomes beginning around
$250,000 would be ealled upon 1o make payments in excess of their incomes,
This argument conveniently overlooks the balance of the 1942 income which
the large income recipient has after his living expenses. This balance, which
is the bulk of the large income taxpayer’s 1942 income, 1 in the form of savings,
purchases of tax-anticipation certificates, or investments-—-carmarked for the
{mymont of 1942 tax obligations. Thexe resorves, quite obviously, are more
han cnough to take care of tho reduced 1042 tax which leaves the 1944 income,
for example, 1o take care of the lax liability on 1944 income without any hard-
ship, Thus, a taxpayer with an annual net income of $500,000 in each of the
B ycars, 1042, 1043, 1044, 1045, 1946, would pay, under the Doughton bill, $440,747
in 1943 and $665,878 (which includes tho one-third installment of $115,131 on
the 1042 tax) during oach of the yecars 1044, 1045, 1046, Thus, n total tax of
$2,108,381 would be payable on the 8-year income of $2,500,000—-or only 84
ercent of the aggrogate income.  The large income recipient, it must be remems-

ered, retains the savings on his 1942 income which are available for tax pay-
ments, in addition to hig income reeeived in subsequent years,

The attached table showing the amount of tax canceled at spocified levels of
net income under the Doughton, Forand, and Carlson bills respactively, inaicaten
clearly the cxcesslve windfalls granted under the Carlson bill and, to a lesser
extent, the Forand bill, which cancels 19 pereent of all taxable income, whether
that income was $2,000 or $1,000,000.  This table shows that under the Doughton,
Torand, and Carlson bills, respectively, for a married é)omon with no dependents
tho tax reduction on a $5,000 net income is $389, $662, and $746; at the $25,000
lovel it is $2,306, $4,438, and $9,220; at the $100,000 level it is $11,472, $18,688,
and $04,600; and at the $1,000,000 level it is $121,126, $189,688 and $854,000,

Cancelation beyond the levels set by the Doughton bill ig intolerable, and would
grossly violato the basie principle of ability to pay. Relief from doubling up is
needed by the taxpayer in the lower bracket and not by the upper-bracket tax-
payer who has made provision to meet the tax liability on 1942 income ecither by
the accumulation of savings or by the purchase of tax-anticipation cortificates,

The Ruml-Carlson bill, which would distribute benefits in inverse ratio to need,
is particularly objectionable beeause it would constitute the grossest violation of
the prineiple of ability to pay. It is extremely inequitable beeause it would shift
the tax burden from tho few at the upper end of the income scale to the many at
the middle and lower end.  Since war contractors have been realizing unprece-
doented profits sinco 1942, the Ruml-Carlson bill would in effect be axmnpthlﬁ war
profits from their just share of taxation. Not content with nullifying the Presi-
dent’s order limiting gross salarics to $67,200, the same forces would nullify the
tax inerenses imposed in the last 3 years to finance the war, wiping out 102 pereent
of those tax increases at the $100,000 level, and 320 poreent at the $1,000,000 level.

In view of the nation’s revenne needs and in view of the inequitable windfalls
permitied under the Ruml-Carlson plan and to a lesser extent, undor the Robert-
son-Forand bill, the Congress should reject these plans and adopt the Doughton
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plan as the most equitable plan for achieving a current pay-as-you-earn income-
tax-collection system. To prevent undue hardships, the “Victory tax” should be
cepoaled and the 1941 personal exemptions of $750 and $1,500 should be restored.
These revisions would place the Federal income tax on a more equitable basis,
enhance morale and speed the day of the unconditional surrender of the enemies
of all humanity. . '

(Letter submitted by the Military Order of the Liberty Bell:)

Tns Miusrary Orver or rui Liserry Beny,
Cowart, Va.,, May 8, 19/3.
Hon. Warrer F, GRORGE,
Chairmen, Commitice on Finance,
United States Senute, Washington, D, C.

My Drar Senaror: This is to request permission to be heard in the hearings
on the tax bill or in lieu thereof that this letter be made a part of the record of
proceedings,

The bill, as eoming from the House, provides exemption of the pay of the mon of
thoe services,  With that we are in accord but we desire to urge similar oxomption
boe extended to the retired pay of men on the rotired rolls,

It is pointed out that at this time exemption is provided for pensions and com-
pensation,  Retiroment, though handled Iu a different, manner, is fundamentally
the samo as ponsion, Both are grounded in the proposition that government has
consumed the usefulness of Lhe man.

As compared with men, on aetive duty tho pay of tho rotired men is much
lower. Gengrally that pay is their only income.  Unlike ecivilians in war work
there is no advancement for them in economic standardy in terms of inereased pay,
Ill{it(&&d their retired pay is rapidly being lessened in value as necessitios rise In
price.

We most sincorely urgo extension of the oxemption to retired men so that the bilt
will not leave thom as all alone in paying taxed on their meager incomes aftor
gubstantial service in our armed forces,

Assuring you of my highest regards, I am,

Sincerely yours,
Warnrer JOHNSON,
Commander in Chicf,
Militury Order of the Liberty Bell.

The CrarMan. If there i, nothing else at this time the committee
will recess until 2:30 and meet in executive session at that time.

(Whercupon, at 12 noon, the committee recessed until 2:30 p. m.,
to meet in executive session.)
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