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Mr, GEoran, from the Committee on Finance, submitted the following

REPORT

[To accompany H. R. 4309]

The Committee on Finance, to whom was referred the bill (H. R.
4309) to reduce taxation, and for other purposes, having had the same
under consideration, report favorably thereon, with certain amend-
ments, and, as amended, recommend that the bill do pass. -

GENERAL STATEMENT

This bill has been designed to aid both individuals and businesses in
the difficult period of transition from war to peace. Your committee
concurs with the Ways and Means Committee of the House in believ-
ing that to accomplish this objective it is necessary to reduce the high
wartime tax rates in order to proyide incentives for business to expand
and to increase consumer purchasing power. Certain expenditures
necessary after the end of a war, however, will keep Federal revenue
requirements at a high level during 1946 if a large deficit is to be
avoided. Federal expenditures for the fiscal yoar 1946 have been
estimated by the Bureau of the Budget at 66.4 billion dollars and the
deficit for fiscal year 1946 at 30.4 billion dollars. Although Federal
expenditures for the calendar year 1946 are expected to be much lower,
it 18 anticipated that the deficit will still be sizable. In view of the
probable extent of the deficit in 1946 it is necessary to limit the over-all
reduction in taxes. Your committee believes that with only a limited
tax reduction possible in 1946, attention should be directed toward
removing or reducing those taxes which especially hamper the process
of reconverting our economy from a war to a peacetime basis. ‘

SumMARY oF CHANGES IN Ex1sTING LAW .
H. R. 4309, with the amendments ]l)aroposed by your committee,
makes the following changes in existing law:
Individual income tazes . N
1. Your committee concurs with the House in making present
surtax exemptions applicable to the normal tax. Accordingly the
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normal tax exemption of $500 for each income recipient is replaced
by exemptions of $500 each for the taxpayer, his spouse, and each of
his dependents. This change will be cffective on and after January
1, 1946. ,

"9, The rate applicable to each surtax bracket is reduced by thrce
percentage points effective on and after January 1, 1946,

3. The combined normal tax and surtax as computed under the
proposed exemptions and rates is reduced further by 5 percent of the
tax. Thus the combined normal tax and surtax rates begin, in effect,
with a starting rate of 19 percent and reach a top rate of 86.45 per-
cent. However, the present combined limit on normal tax and surtax
of 90 percent of net income is reduced to 85.5 percent.

Application of individual income taxes to members of the armed forces

1. All compensation received during any taxable year, beginning
after December 31, 1940, and before the termination of the war, for
service in the military or naval forces of the United States by an indi-
vidual below the grade of a commissioned officer is excluded from
income. All enlisted personnel would have no income-tax liability
with respect to service pay, and would be relieved of filing returns,
with respect to such pay.

2. The bill extends the time for paying taxes attributable to service
pay of commissioned officers; the tax if so deferred, to be paid in 12
equal quarterly installments, without interest, ‘

3. Similar extension of time for payment is provided in the case of
taxes attributable to preservice earned income for 1940 or 1941, which
became due after the taxpayer’s entry into the service.

Corporate taxes

1. The excess-profits tax is repealed, effective January 1, 1946.

2. The 2-year carry-back of the unused excess-profits credit is
extended for 1 year beyond the date of the repeal of the excess-profits
tax. Thus an unused excess-profits credit arising in 1946 may be
carried back to reduce the excess-profits taxes of 1944 or 1945.

3. A new schedule of corporate normal tax and surtax rates and-
brackets is provided for small corporations with incomes under
$60,000, cffective on and after January 1, 1946. The rates and
brackets are as follows:

N 1t Comb{nted
ormnl tax normal tax
Income rate on %%r,tgzor:‘? and surtax
income in in bracket rate on
bracket income {n
bracket
Percent Percent Percent
Not over $10,000. . ..ot iicrerccamcar e msaccacacaaane 15 [ p.1]
Over $10,000- but not over $20,000. ... o oiiiiiiaaaaos 18 9 o
Over $20,000 but ol over $25,000. ... .o oum e iccacacaaaen 19 10 2
Over $25,000 but not over $80,000. . .. o ceeenm v ccvnnnnns 29 2 51

4. Your committee concurs with the House in repealing the capital

stock tax beginning with the tax payable on July 31, 1946, an

the

declared-value excess-profits tax beginning with the related taxable

year.
Excise taxes

"1. With respect to the excise ‘‘war tax rates’” your committee leaves
untouched the provisions of existing law which provide that such
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rates will be reduced to the 1942 levels approximately 6 months after
the termination of hostilities as proclaimed by the President or as
specified in & concurrent resolution of Congress. However, when
these excises are thus reduced, tax refunds to the extent of the excise
tax rate reductions are to be made on floor stocks of distilled spirits,
wines, fermented malt liquors, and electric-light bulbs.

2. Your committee concurs with the House in repealing the tax on
the use of motor vehicles and boats, effective July 1, 1946.

Employment tazes

1. Your committee concurs with the House in continuing the em-
ployment taxes for the old-age and survivors insurance dpr'ogmm
through 1946 at the present rate of 1 percent on wages paid by em-
ployers and 1 percent on wages received by employees, instead of
increasing the rates in 19486, as provided by present law, to 2} percent
for each of these groups. ‘

SumMaRY oF EstiMaTED REVENUE Errecr or Tax REDUCTIONS

Estimated tax liabilities for 1946 and 1947 under the present law,
the House bill and your committee’s bill are shown in table 1. The
tax-liability reductions in 1946 and 1947 from present law arising from
the House bill and from your committee’s bill are shown in table 2.
Total tax liabilities under your committee’s bill for 1946 are estimated
at $26,857,000,000—8%$5,633,000,000 less than under existing law, and
$283,000,000 less than under the House bill.

If goneral economic conditions remain the same in 1947 as estimated
for 1946, there would be no further tax reductions arising from your
committee’s bill. However, the tax liabilities under the House bill
would be further decreased by $1,902,000,000. Thus, if the total
reductions in tax liabilities in 1946 and 1947 are considered, the re-
duction under the House bill for the 2 years exceeds that under your
committee’s bill by $1,336,000,000. This does not take into consider-
ation the possible automatic reduction in excise taxes under existing
law in 1946 or 1947, - '

Of the $5,633,000,000 tax reduction arising from your committee’s
bill in 1946, $2,644,000,000 is attributable to reductions in the indi-
vidual income taxes; $2,555,000,000, to the repeal of the excess-
profits tax; $294,000,000 to the reduction of other corporate taxes;
gnd $140,000,000 to the repeal of the use tax on motor vehicles and

oats,

The additional loss in 1946 under your committee’s bill over that
of the House bill can be largely accounted for by the fact that your
committee’s bill repeals the excess-profits tax in 1946 whereas the
House bill merely reduces the rate. If this were the only difference
in the two bills, the loss under your committee’s bill in 1946 would
exceed that of the House bill by $1,255,000,000. However, nearl
$1,000,000,000 of this amount is offset under your committee’s bill
by smaller reductions in other corporate taxes and by not reducing
wartime excise tax rates. Tax liability losses in 1946 attributable to
the individual income tax are a}i}proximutely the same under your

committee’s bill and the House bill. ~ :

The reduction in tax liabilities in the House bill in 1947 exceeds
that of the bill of your committee by $1,619,000,000. . This can be
accounted for largely by the repeal of the excess-profits tax in 1947
under the Hous;%iﬁ and by the full-year effect of the reduction in
wartime excise tax rates.* '
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TasLe 1.—FEstimated taz liabilities under present law, under the House bill, and
under the Finance Committee bill, calendar years [946 and 1947 ! :

{In millions of dollars}

Estimated yields
1946 . 1947
Source
Finance Finence
‘ont | Al Com ") Tont” | Howo) Com.
niiltee mittee
law bill law , bl
1. Internal revenue: ’
(1) Incomse, excess-profits and capital-stock taxes: A
(a) Corporationtaxes?. . . ... _..._..__. 9,054 7,168 6,205] 0,054/ 5,610 6, 208
(b) Individual income taxes.............. 13,340| 10,713 10,696] 13,340] 10,713} 10, 606
Total {ncome, excess-profits and .
caplital-stock taxes. ... ... ..., 22,304] 17,879 16,901] 22, 304] 16,323 16,901
{2) Miscellaneous: internal revenue, excluding
capital-stock tax:
(a) Excises subject to war-tax rates:
Liquor taxes:
Distilled spirits.. ... S, 1,473] 1,224 1,473] 1,473} 1,001 1,478
Fermented malt Hquors ... b4b 513 545 545 482 548
Wines. ...ooo e, 47 36 47 47 29) 47
Total iquor taxes. ...eeau... 2,085 1,773 2,005 2,085 1,513 2,068
Retallers’ excise taxes: '
Jewelry,ete. .. . .oooL. 201 183 201 201 102 €01
Furs. ... iicaaoa. 90 65 90 90 40 90
Toilet preparations_........_. 79 61 ™ 79 40 il
Luggage, ete.. .. ... ... 62 47 62 62 32 02
Total retallers’ excise taxes. . 432 326 432 432 220 432
Telephone, telegraph, radio, and - .
cablo facllitles, otc. - ... __. 412 120 128 97 128
Local telophone service. 128 107 128 128 87 18-
Transportation of person: 188 160} 188 188| 128 188
Admissfons. ... ... . ... 208 203 208 268 139 268
Electric light bulbs and tubes.... 14 10| 14 14 4 1.
Club dues and initiation fees. . . .. 11 '} 11 11 [} i
Bowling alleys, billiard and pool
tables......... S 4 2 4 4 2 .4
Total exelses subject to *“war )
toxrates' 3. . ....... 3,236, 2,701 3,236; 3,236] 2105 3,208
® Use tax on motor vehicles and :
BOBLS . o e cmim———ae 140 ... e 140) et
(¢) Allother ... .......c R 2,078 2,978 2,078 2,978| 2,078 2,978
Total miscellaneous {nternal .
revenue excluding capital .
stoek tax. .. ... 6,354] 5,679 6,214; 6,354 8,173 [ &t
2. Employment taxes (net)........... - 3g2f 392 392 392 392 3902
8 Customs.............. . 450 450 450 450 450 480
4. Miscellaneous receipts. .. -l 20007 2,000 2,900 3,900{ 2 900 ).
Net receipts, gencral and special accounts__....| 32,400} 27,300, 26,857| 32 490] 25, 238| 26,857
Refunds on floorstocks . .. ... ... ioiiifeaaooo. 180)... .. S FUDIIONE ISR RTR
Net recoipts less refunds on floor stocks......... 32,490 27,140] 26,857 32, 490‘ 25,238 26,857

t Assumes, fer comparative purposes, the same genersal conditions {n 1947 a8 in 19486, o
? Under dpresont law, the Ilouse bill, and your committee’s bill it {s estimated that the unuscd exoess
profits credi{ carry-back in 1046 will offset Federal Government revenue to the extent of $235,000,000, = -
3 It is assumed that the excise “‘war-tax rates’” are not reduced o the 1942 rates, by operation of g
law, in 1940 or 1047. ‘T'hus no reduction is shown under present law or your committee's bill. oo
¢ Tax refunds are classified by the Federal Government as ¢xpenditures. ’
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TasLe 2.—Estimated net reductions in tax i abilities under the House bill and under
the Finance Committee bill as compared with tax liability under present law,
calendar years 1946 and 1947!

{In millions of doliarsl
Reduction in tax li;biutiee from present
W
Source 1946 L 1471

Finance Finance
H&‘l’f’e Commit- H&‘ﬁ” Commit-

tee bill tes bill

Internal revenue:
(1) Income, excess profits and eapital stock taxea.
(a) Cor%omtion taxes: !
rofifs tax. ... 1,300 2,858 2, 588 2,888
Normal taxand surtax_..__.._......__.. 405 63 646 63
Repeal of capital stock and declared- ‘
+ value excess-profits taxes. .............. 183 21 243 a1
Total corporation taxes_............. 1,888 2,849 | 3,444 2,849

() Individual income taxes:? B
Allow same exemption for normal tax as )
forsurtax._. ... .. ............ 782 782 782 ™2
Reduce surtax rates lY J)ereentage
points under House bill and by 3 pur- )
centage points under Finance Com-
mittee amended bill___. .. 1,738 1,303 1,738 1,308

Provision for reduction of tax by at least .
10 percent under House bill__ 107 {oeemaans 107 {oeiamanna
Reduction of 5 percent in normal tax and i -
surtax under Finance Committee - +
amended bill .. ... o |ieiaaa.. K.\ 2 I 85
" Potal individual income taes. ... 2,027 2, 644 2627 2,644
Total: income, excess-profits and
capital stock taxes. . ............... 4,513 1 5,493 8,071 5,493
2 Misoellaneoux internal revenue, excluding capital N
(a) Excisea subject to war-tax rates:
Liquor taxes: :
Distilled spirits..........oocooocaoo. M9 |..... —— 472 |.cnea .
Fermented malt liquors........ ——— 32 e [~
NO8. < oo iveianemaacennae 1§ 3 PO, .
Total liquor taxes......c..cuceemenn. 202 e LS 3 IR .
Retallers’ oxclse taxes: .
Jewelry. [ 1 OO 48 |oecvinane .t I PR,
Toliet prepasa flons_ IoIooi Fr i M— b
0 reparations........ RIS S 1 3 DONIIIN B N, wesmman
Luggag‘:s, [ (. TN Rl © 80 feccvennaa
Total retaﬂers excise taxes._..____. | 1177 22 ) eaaaan
'rele?hone. telegraph, mdlo, and cable
1l es. ete 15 |.
'l‘r Local te rt%??m sfe:vlce.. g .
anspo on of persons. .
missions_ . _............ 85 |.
Electrlelight bulbs and tubes....... 4]
Olabd dues and Initlation fees._...__..._.. ' IR
Bowling alleys, billiad and pool tables. . 2 |ececnnnen
Tota) exelses subject to war-taxrates...] . 835 |..........
gbg Use tax on motor vehiclesand boats...._........ 140
) Allother.... ... oo oo
Total miscellaneous internal revenue ex- A I
caluding capital stock tu .................. 675 140 1,181 140

t Assumes, for comparative the same general mndmom fn 147 a8 esthnuted for 1946 R
' 'I‘akea into socount the folfmwr&?“ uenoe (n tax reduction or repeal: First, on the m:‘pmnu -
second, action on the w%m tax and surtax rates; and thlrd. wdon on the cspi

und declared-value exoess-pro: prohts taxes
' T:ake:u L:xto mu%oognt the mnowintae;xmx:u in tax reducttto'n, Firat, acti:& :: r:grmd ms‘gn.:?t 3

noon on U or 4 ndn‘ .

10 percent from prosent la ouse b dbyl (tor mrmt!mmdsm)undu

the Finanoe Oommmu bﬂl.
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TABLE 2.—Estimated net reductions in tax liabilities under the House bill and under -
the Finance Commitlee bill as compared with tax Uability under present law,
calendar years 1946 and 1947 '—Continued

[In millions of dollars}

Reduction in tax liabilities from present

law
Source 1046 1047t
Finance Finance
H&lﬁ% Cominit- H&‘l’fe Jommit-
tee bill tee bill

2. Employment taxes (net) ... oo iciiaccee ] iecmmaeeefecce e et e
8. Customs. o ... i ici i ccmreccce e e e rdcc e e n e
4. Miscellaneous recelpts. .. ..o iiicee e e e

Net receipts, gencral and speclal accounts. ... .._..__. 5, 190 5, 633 7,252 5,633
Refunds on floor stocks 4. _ . .. iceamenaa ) (112 PO FOSIRPOEN N

Net receipts less refunds on floor stocks. . ...eovucann... 6, 350 5,633 7,252 5, 633

3 Assumes for comparative purposes, the same general conditions in '1947 a8 estimated for 1046,
¢ Tax refunds are classified by the Federal (lovernment as expenditures.

GeNERAL DiscussioN oF REcoMMENDED INDIvVIDUAL INcoME-TaAXx
REDUCTIONS

1. Providing the same exemptions for normal tax as for surtax

Your committee concurs with the House in making the present
surtax exemptions applicable to the normal tax, effective on and after
January 1, 1946. Thus the normal tax exemption of $500 for each
income recipient! is replaced by exemptions of $500 each for the
taxpayer, his spouse, and each of his dependents.

'I‘ilis provision would relieve from tax approximately 12,000,000 of
the 48,000,000 persons receiving income now subject to tax. The
revenue loss from this provision 1s estimated at $782,000,000. Of this
amount, $310,000,000 represents the loss from removing the 12,000,000
persons from the tax role who now are subject to the normal tax but
not the surtax. In all cases these would be married taxpayers or
taxpayers with dependents. Examples of persons in this class at the
present time are taxpayers with one dependent? and with a net
income before exemptions ranging from $500 to $1,000; taxpayers
with two dependents and with a net income ranging from $500 to
$1,500; and taxpayers with three dependents and a net 1ncome rangin,
from $500 to $2,000. The proposal would also reduce the tax o?aﬁ
married persons whose spouses have incomes of less than $500 and
all taxpaf'exs with dependents, since for normal tax purposes an
additional exemption of $600 would be granted to a taxpayer for his
spouse and cach of his dependents. 'This would in eftect grant tax
relief of up to $15 per spouse or dependent,.

1t is believed desirable to apply the surtax exemntion to the normal
tax for several reasons. One og’ the most impor.ant of these is the

1 The present norimal tax sxemption for the spouse of & taxpayer is allowed only to the extent of the incomse

of the spouse if the income is less than $500.
3 O¢ with spouse having no income.
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fact that taxpayers subject only to the present normal tax were first
brought into the tax base in the Revenue Act of 1942 when the Victory
tax was enacted only for the period of the war. With the war ended
this reason for retaining these taxpayers in the tax base is removed.
Moreover, it is not believed that an income tax should be continued
in the postwar period in which exemptions do not recognize family
status, ‘This provision is also desirable as an aid to income tax
simplification, !

2. Reducing surtaz rates by three percentage points

The Finance Committee bill reduces the rate applicable to each sur-
tax bracket by three percentage points, effective on and after January
1,1946. This would reduce the starting rate for the combined normal
tax and surtax from the present 23 to 20 percent. The estimated
revenue reduction-in 1946 resulting from this proposal would be
approximately $1,303,000,000, \ :

The House bill reduces the rate applicable to each surtax bracket
by four percentage points giving a starting rate of-19 percent, After
adjustment bas been made for a further 56-percent cut in tax allowed
under your committee’s bill, the starting rates used under the two
bills are generally the same, This 5-percent reduction is discussed in
the following section.

Although your committee does. not believe that it is desirable to
embody a comprehénsive revision of the individual income surtax rates
in this bill, it does believe that some relief should be provided to
everyone who has been paying high wartime taxes. The provision
reducing surtax rates three percentage points grants substantisl tax
relief to all individuals subject to the income tax at the time when
many of them must shift {rom wartime to peacetime employment.
This reduction, together with the change in normal tax exemptions,
is in effect the equivalent of removing the present normal tax which
was first enacted as the Victory tax in the Revenue Act of 1942 and
which was enacted only as an emergency wartime measure. Thus
with the end of the war your committee considered it especially ap-
propriate to reduce the tax on individuals by three percentage points.

8. Réducing the combined normal tax and surtax by 5 percent

. In addition to the reduction of three percentage points in each
surtax bracket, this bill provides that thé combined normal tax and
surtax, before computing:the alternative tax for capital gains, be
further reduced by 6 percent of the tax. The estimated revenue loss
from this provision 18 $559,000,000. ‘ ,

The House bill did not provide for the 5-percent tax reduction but
rather removed one percentage point more in all of the surtax brackets
than does your committee’s bill, and readjusted the surtax rates in
the brackets above $20,000 to assure taxpayers of at least an over-all
tax reduction of 10 percent. A comparison of the effect of combined
normal tax and surtax rates of the House bill'and Finance Committee
bill with present law is shown in table 3. Table 4 compares surtax.
rates under the two bills with present law.
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- In comparing the bracket rates under the House and Finance Com-
mittee bills in table 3, it will be noted that in"the first bracket ($0
to $2,000) of income after exemptions, the Finance Committee’s
three percentage points reduction plus the 5-percent reduction in tax
is cxactly the equivalent of the House bill’s four percentage points
reduction where the normal tax and surtax bases are the same. In
the brackets between $2,000 and $20,000 the Finance Committee’s
5-percent reduction provides greater tax relief than the House bill’s
additional percentage point; above the $20,000 bracket, however, the
House bill provision, adjusting surtax rates so that all taxpayers
Weitlil be assured of a 10-percent reduction, provides the greater
reduction.

TaBLs 3.—The combined normal tax and surtaz brackel rates of the individual
sncome taz; House bill and Senate Finance Committee bill compared with present

law
[Tax rates expressed as percentages]
Income after exemptions, by brackets Tax rate on income in bracket
Finanoce Committes bill
Not ex- Presant
Exoeeding— " House bill Tax rate
: ceeding law ! " | Tentative |  after
tax rate 5-percent
reduction
Percent Percent Percent Pereent

$2, 000 23 19.0 20 10.00
4, 000 25 21.0 2 20.10
6, 000 0 25.0 2 24,70
8, 000 33 29.0 30 38. 50
10, 000 87 83.0 34 32.30
12, 009 41 37.0 33 36.10
14, 000 46 43.0 43 40. 86
16, 000 50 46.0 47 4“6
18, 000 53 9.0 50 47. 50
20, 000 56 52,0 58 50. 36
22, 000 50 53.0 86 53,20
26, 000 62 60.0 5 56.08
32,000 '] 58,0 63 48.90
38, 000 ] 810 65 61.76
44, 000 73 65.0 00 [ %]
50, 000 78 68.0 73 - 0840
60, 000 78 70.0 75 7138
70, 000 81 73.0 78 74.10
80, 000 84 75.0 81 76.98
90, 000 87 79.0 84 .80
100, 000 90 81.0 87 82.68
150, 000 9 82.5 8 84. 88
,000. ccscennacocsncnncnsunmacsncaccasnea 200, 000 93 84.0 090 88, 50
4000 e cereeccncncenasavesnnmacccnnannc|rcacce: canan 104 $84.8 o1 49045

2 8ub, to an over-all 90-peroent limitation,
8 Bubject to an over-all 81-percent l{mitezion,

1 'l‘lx&%{m under present law who are subject only fo the normal tax, pay s $-percent rate.
¢ Bubject to an over-all 85}4-percent lim :atlon.
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TasLE 4:—Comparison of individual surtax rates and cumulative surtaz under present
. law, House bill, and under Finance Commilttee bill

Surtax net incoms Burtax ratest . Cumulatfm:émx at top of Re%nuctinaonx b
Finanoe Commit-| Oumulative
: teo bill surtax
Not | precent| House || Gom”| Prosent | B »
resent]| House | Com- | Presen ouse : . )
Exceeding— | exceed- | “jagy | bills |mittee [ law | bll | pynea. [TaXaftor Finance
& bill 3 tigor ls-percent| House | Com-
tax reduc-.| bill | mittee
tion ) bill
Perc%t Peﬁt%t P"“l".lt $400 $320 $340 33
2 18.0 Rl 840 680 | - 720 . 084 g o fg
28| R0 = 1, 360 1,120 1,180 1,13 240 Y
.0 801 X 1, 960 1,640 | 1,720 1,634 32 3%
341 '30.0 31| 2640 2240 . 2340 22| 400 a7
8| 340 35| 3,400 292 3040 288 480 512
43 30.0. 40 4, 260 3,700 | -3,840 ) 38,648 - 560 . ‘613
47|  43.0 44 5, 200 4,500 | 4,720 | . 4,484 640 716
5[ 48.0 47! 6200 8480 5680 b5377| 7™ 823
53 490.0 80| ,7,260 6,460 6, 680 6,327 800 933
56 50.0 53 | 8,380 7,460 | 7,720 7,334 920 1,080
59 53.0 86 | 10,740 9, 580 9, 960 9, gg - 1,180 1,278
62| 650 | 14,460 | 12,880 | 13,800 | 12,8 1,580 | 'L 635
65 58.0 62| 18,360 16,360 | 17,220 | 16,350 | 2,000 | ~ 2,001
69 62,0 - 66| 22,800 | 20,080 | 21,180 | 20,131 2,420 2,30
2! 650 60 | 26,820 | 23,080 | 325820 | 24,054 | 2,840 . 2,766
76 67.0 72| 34,320 | 30,630 | 32,520 | 80,804 | 3,040 | 3,42
78 70.0 1 42,120 | 37,680 | 40,020 | 38,019'| 4,440 4,101
81 72,0 8| 50,220 | 44,880 | 47,820 45,420 | 5,340 | - 4,791
84 76.0 81| 58,620 | 52,480 { 6590 1 3,124 | -6,140 | - 5,496
87| 78.0 84| 67,320 | 60,280 | 64,320 | 61,104 | 7,040 6,216
0| ™5 86 | 111,920 | 100,030 | 107,320 | 101,954 | 11,790 | 9,866
gtl) g}..g g 156,820 | 140, 630 | 150,820 | 143,279 | 16,200 | 183,541

1 Does not include the 3-percent normal tax rate..
3 Gives effect to the 10-percent minimum reduction.
¥ Does not give effect to the & percent reduction in total tax,

In terms of effective rates on income before exemptions—or in terms
of total tax paid—your committee’s bill provides the same relief in
the lowest-income brackets as the House bill, but in the middle
brackets up to $50,000 it provides more relief than the House bill.
Thus, it is only in the higher-income brackets above $50,000 that the
tax actually paid is smaller under the House bill. These effective
rates and tax burdens are shown in tables 8, 9, and 10 in the following
section. " : :

4 A compag;ilslon of tax burdens under the House bill and Finance Com-
mittee bill. S ; L - .

The following tables compare the individual income-tax burden,
and effective tax rates, on specified net incomes, before exemptions,
under the present law, the House bill, and the Finance Committee
bill. The tables also show the s:iount and percent of tax reduction
and the amount by which the tax reduction under the Finance Com- -
mittee bill is greater or less than under the Houwse bill. -

Tables 5, 6, and 7 are based on the supplement T tax table which
is used by most taxpayers having adjusted gross income of less than
$5,000. In general, adjusted gross income 18 gross income less busi-
ness deductions and for most wage earners represents gross income.
. Tables 8, 9, and 10 are based on net income. In general, niet income
is gross income less all deductions, both business and nonbusiness. -

8. Repts., 79-1, vol, 3——44
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TaBLE 6.—Tax burden under supplement T oﬁ{ present law compared with that under
the House bill and under the Finance Commiltiee bill

SINGLE PERSON-—-NO DEPENDENTS

Income-tax burden Effective tax rate Reduction in tax
Adjusted gross
income of in-
dividuals using Pres- Finance Pres- Finance Finance Finance
the standard ent House | Com- ent House { Com- | House | Com- | House | Com-
deduction law ! bl | mittee ! o bill | mittee| bill mittee | bill | mittee
bill bill bill bill
Per- Per-
Amount | Amount| cent cent
$500 $0 $0 $0 0. 0 0 $0 $0 0
:600 12 10 10 2.0 1.7 L7 2 2| 16.67 16. 67
700 32 27 27 4.6 3.9 3.9 ] 5| 1563 15. 63
$800 53 44 44 6.6 5.8 5.6 9 ] 16,97 16. 97
74 61 61 8.2 6.8 6.8 13 13| 17.57 17, 67
95 78 78 9.5 7.8 7.8 17 17| 17.89 17.89
§ 116 95 05 10.6 8.6 8.6 20 20| 17.39 17,39
136 112 112 11.3 9.3 9.3 24 24| 17.68 17,85
157 129 129 12.1 9.9 9.9 28 28 17.83 17,83
177 147 147 12,6 10.5 10.6 30 30 | 16.95 16.98
108 164 184 13.2 10.9 10,9 34 341 17.17 17.17
250 206 208 14.3 11.8 11.8 44 44 . 60 17. 60
302 249 249 156.1 12,5 12.8 83 53| 17.85 17. 68
353 202 202 156.7 13.0 13.0 61 61 17.28 17.28
405 335 335 16.2 13.4 13.4 70 70 ] 17.33 17,33
4567 377 377 16.6 13.7 13.7 80 17. 51 17, 51
4 5610 427 427 17.2 14.2 14.2 89 | 80| 17.25 7.
4 572 474 474 17.6 14.6 14.0 88| 17.13 17,13
628 521 521 17.9 14.9 14,9 107 107 17.04 17.04
§ 684 568 568 18.2 15.1 15.1 116 116 | 16.98 16. 96
1 741 616 6156 18.5 15.4 15. 4 125 126 | 16.87 17.00
4 797 663 662 18.8 15.8 16.6 134 135 | 16.81 16.94
4 853 710 700 19.0 15.8 15.8 143 144 | 16.76 16. 88
s 809 | -« 757 760 19.1 15.9 15.9 152 1631 16.72 16,83
§ 943 788 784 10.2 16.0 16.0 167 169 | 16.65 10. 86

TaABLE 8,—Tazx burden under supplement T of present law compared with that under
the House bill and under the Finance Commilitee bill

MARRIED PERSON—NO DEPENDENTS

Income-tax burden Effective tax rate Reduction in tax
Adjusted gross :
{ncome of in-
dividuals using | pp.q. Finance| proe. Finance Finance Finance
the standard ent House | Com- ent House | Com- | House | Com- | House | Com-
deduction law: | bl jmittee b Fo bill | mittee| bill mittee [ bill [ mittee

bill bili bill - bill

Per- Per- Per- Per- | Per-

cent cent cent | Amount | Amount| cent cent

$0 $0 $0 0 0 0 $0 $0 0 0

2 0 0 .3 0 0 2 21 100,00 | 100.00
4 0 0 .6 0 0 4 4] 100,00 | 100,00
7 0 0 .9 0 0 7 71 100.00 | 100,00
10 0 0 1.1 0 0 10 10 | 100,00 | 100.00
12 0 0 1.2 0 0 12 12 | 100.00 | 100.00
16 0 0 1.4 -0 0 15 15 | 100.00 | 100.00
38 17 17 3.0 14 1.4 19 19| 52.78 52.78
b7 34 34 4.4 2.6 2.6 - 23 23 | 40.35 40, 36
77 52 52 5.6 3.7 3.7 25 25 | 32.47 32. 47
08 69 69 6.5 4.6 4.6 29 20| 20.59 290. 59
160 111 111 8.6 6.8 6.3 39 39| 26.00 28. 00
202 164 164 10,1 7.7 7.7 48 481 23.76 2.7
253 197 197 11.2 8.8 88 ) 66 | 22.13 22.13
305 240 240 123 9.6 9.6 65 65| 21.31 21,31
3587 282 282 13.0 10.3 10.3 78 781 21.01 21,01
411 N 327 13.7 10.9 10.8 84 841 22, 33 . 44
463 370 370 14.2 L4 11.4 03 93] 20. 20,09
518 416 416 14.8 11.9 1.9 102 102 | 10.69 19.69
74 463 463 15.3 12.3 12.3 111 1] 19.4 19,34
831 511 510 15,8 12.8 12.8 120 121 | 10.02] 19.18
687 558 857 16.2 131 13.1 129 180 | 18,78 18.93
743 608 604 1.5 13.4 13.4 138 189 | 18 .57 18.71
709 652 651 1681 13.7 18.7 147 1481 18.40 | 1883
833 681 679 17.0 13.9 13.9 152 1841 1828 18,49

t Assumes only 1 spouse has income,
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TapLE 7.—Taz burden under supplement T of present law compared with that under
the House bill and under the Finance Committee bill

MARRIED PERSON-2 DEPENDENTS

Income-tax burden Eftective tax rate Reductlon {n tax
Adjusted gross :
{ncome of in-
dividuals using Pres- Finance Pres- Finance Finanoe| - Finanve
the standard ont House | Com- nt House | Com- | Houss | Com- | House | Com-
deduction law ! bill | mittee {)nw bill | mittee| bill mittee | bill | mittee
bill biil bill bill
. Per- Per-.
M ® ® i 0 0 0 Amo%u Amou‘fg c(c,nt ceg#
2 0 0 .8 0 0 2 21 100.00 | 100.00.
$7 4 0 0 .6 0 0 4 41 100,00 | 100.00
$800. 7 0 0 9 0 0 71 100,00 | 100.00
$900. 10 0 0 1.1 0 0 10 10 | 100.00 | 100,00
12 0 0 1.2 0 0 12 12 | 100.00 | 100,00
15 0 0 1.4 0 0 15 15 {100.00 | 100,00
18 0 0 | ] 0 0 18 18 | 100,00 | 100,00
20 0 9 L5 0 0 20 20 | 100.00 | 100,00
2 0 0 1.6 0 0 23 23 1 100.00 | 100.00
2 0 0 L7 0 0 2 26 | 100.00 | 100,00
33 0 0 1.9 0 0 33 33 | 100.00 | 100.00
39 0 0 2.0 0 0 39 30 | 100.00 | 100.00
< 53 7 7 2.4 .3 .3 46 46 | B86.79 79
105 50 50 4,2 2.0 2.0 55 58 | 52.38 82,38 -
157 92 92 5.7 3.3 3.3 66 65| 41.40| 4140
4 211 137 137 7.0 4.6 4.6 4| -~ 74| 3507 38.07
4 263 180 180 8.1 5.5 5.5 83 83| 3166 31,
$ 315 223 223 9.0 6.¢ 6.4 92 02| 29.21 2.
366 266 266 9.8 7.1 7.1 100 100 | 27.33 .
418 308 308 10.8 7.1 7.7 110 110 |. 26.32 1. 26.
§ 470 351 351 1.1 8.3 8.3 119 119 | 25.32 25
523 395+ 395 11,6 8.8 8.8 128 128 | 24.47 24.
579 442 442 12.2 9.3 9.3 137 137 | 23.68 2.
613 4 470 12,6 9.6 9.0 142 1 23. 16 <3

LI5BBBE

1 Assumes only 1 spouse has income,
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GENERAL DiscussioN-oF VETERANS' AND SERVICEMEN’S Provisions

Your committee had under consideration the tax provisions of
existing law relating to members of the armed forces.  While in general
it was believed that these provisions have operated equitably, and that
in certain respeets proposals pending in the Congress and elsewhere
require further study, it was iwlicvcd that in other respects certain
provisions rhould be cnacted at this time,

[. Providing tax forgiveness for enlisted men

The committee bill exeludes from gross income all active-service pay
received during the war years by members of the armed forces below
the grade of commissioned oflicer (or commissioned warrant officer).
Under this provision enlisted men will have no tax liability as to
active-service pay for taxable years beginning after December 31,
1940, and before the termination of the war, and will not have to file
income-tax returns for these years as to such pay. Any tax which
has been paid for such years will be refunded.

2. Providing tax deferment for commissioned service

Under your committee bill, the exclusion provisions are continued
for commissioned personnel, and liability deferred under existing law
for the war years may be extended, insofar as it relates to service
pay, for 36 months, payable in 12 quarterly installments, without
mterest.

Under existing law, commissioned personnel, like other service
personnel, if on sea or overseas duty, or if ability to pay tax was im-
paired by reason of military service, could defer payment until 6
months after return to the United States in the former case, or 6
months from date of discharge in the latter. In addition, under
section 700 of the Soldiers’ and Sailors’ Civil Relief Act, by applica-
tion to the courts an extension period can be obtained on a showing
of hardship for a period equal to the length of service, with interest
at 6 percent during such extension period.

Without taking away any right under existing law, the bill provides
the extension period referred to as a matter of right.

8. Providing tax deferment on preservice earned income

The bill also provides for similar extension in the case of preservice
earned income for the taxable years 1940 and 1941, and carned before
the serviceman entered upon active service, if such tax became due
and payable after entry into service. For this purpose, earned in-
come is defined as in the Internal Revenue Code, and has 4 maximum
limit of $14,000, and & minimum limit of $3,000. . -

Taxpayers entering the service in 1941 or 1942 were not on a cur-
rent payment basis and were paying tax in the year following the year
in which income was carned. Therefore, many of them owed tax
on the civilian income of the year prior to entry into the service,
when the service pay was much less than the prior year civilian income.

Nothing in the veterans’ and servicemen’s provisions in your com-
mitteo bill will operate to reduce or take away any right to which
service personnel are entitled under existing law. ‘
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GENERAL DiscussioN oF REcoMMENDED CORPOrATE REDUCTIONS

1. Repealing the émcess—'proﬁts tax

Your committee’s bill repeals the excess-profits tax, effective Jan-
uary 1, 1946, It is estimated that this will result in a reduction in
tax liabilities of $2,555,000,000 in 1946,

The 2-year carry-back of unused excess-profits credits is retained
for 1 year beyond the repeal of the excess-profits tax. Thus it will be
possible to carry back unused excess-profits credits arising in 1946 to
1944 and 1945 and reduce the excess-profits tax paid in these yecars,
It is believed necessary to continue the carry-back for one more year,
to be sure that business has the opportumty to apply reconversion
expenditures to reduce wartime taxes. However, it is recognized that
this carry-back is subject to abuse and inequity. Therefore your
committee is studying ways of removing the abuses of this provision
and expects to propose retroactive legislation on this subject in the
near future,

The primary reason for advocating the repeal of the excess-profits
tax as of the first of 1946 is the belief that this tax is a major obstacle in
the way of reconversion and expansion of business which are essential
for the attainment of a high level of employment and income. The
tax takes such a large portion «:f corporate profits that most businesses
are not willing to take the risk of expanding their business while this
tax is in operation. Other reasons for proposing the repeal of this
tax at the end of 1946 are: ,

(1) One of the ma{or purposes of this tax was to prevent war
profiteering, With the end of the war, this reason for continuing
the tax is removed.

(2) The longer the excess-profits tax is retained the less the
income of 1936-1939 base period is & proper measure of ‘“‘exces-
sive’’ profits. This base period will be a particularly poor meas-
ure of earnings in the f)ostwa.r period when mar(xiy corporations
will be entering new fields of enterprise or expanding their busi-
nesses, .

(3) The tax tends to favor old, and well-established businesses
since many of them have invested capital which has long ago
ceased to contribute toward earnings, although it is inclu(ﬁad in
the credit used to determine the excess-profits tax. New busi-
nesses without such credits based on inflated capital bases are
thus penalized by the tax.

2. Providingitax reductions for small businesses

A new schedule of normal and surtax rates and brackets is provided
for corporations with income under $60,000, effective on and after
January 1, 1946. The schedule provides a lower corporate income
tax for all corporations with income of $60,000 or less. The rates and
brackets are as follows:

Normal Com-

Net income
rate et | taxrate
- 'Pmm: Percent
Not over $10,000. . ..co..... e edacmeeseesseseassaeesastebeaseeseanmmaneen - 18 ]
- Over $10,000 but not over $20,000......cccamcemcccecivocsremnacnsesavoancas 18 9

g
=8§8§

Over 320,000 but not over $25,000... - - 19 10
Over $25,000 but not 0ver $60,000. . - — - ccccevcuncnrcocoromcrccmannnusancan 2 2
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The estimated tox liability loss in 1946 from this new schedule is
$63,000,000. |
Under the House bill the corporate tax rate is reduced 4 percentage
points for all corporations. A comparison with present law of the
effect of the House bill and Finance Committee bill on small businesses
is shown in table 11. It will be noted that the tax burden of & corpo-
ration with $15,000 of net income is the same under the House and
Finance Committee proposals. The Finance Committee bill, how-
ever, gives a larger tax reduction to corporations with income under
$15,000, and the House bill, to corporations with incomes over $15,000.
Over 200,000 of the total of about 260,000 corporations estimated to
have taxable income in 1946 are expected to have incomes under
$15,000. Thus your committee’s bill will give more relief to nearly 80
gercent of the corporations with taxable income than does the House
ill. About the same aggregate tax reduction will be given under the
two proposals for corporations with taxable incomes of less than
$60,000. Since the relief under the House bill is given to all corpora-
tions, and not merely those with incomes of under $60,000, the revenue
loss 18 much greater than your committee’s proposal. In addition
to the $59,000,000 tax reduction given to corporations with incomes
under $60,000, the House bill gives tax reductions of $586,000,000
to the larger corporations making a total tax liability loss of about
$646,000,000 in 1946.> This can be compared to the reduction of tax
liabilities in 1946 under the Finance Committee bill of $63,000,000.

TasLe 11,—Effect of House bill and Finance Commillee bill on corporate income
tazes of small corporations, comparison of bracket rates, tax burdens, and effective
rates with present law

Cumulative tax burden | Effective rate at top of
Net Income Bracket rates at top of income class income class

Finance Finance Finance

Exceed- | Notex- | Present | House | Com- [Present| House | Com- [Present| House | Com-

— | coeding— law bill mittee | law bill | mittee | law bill | mittee

bill bill bill

Percent | Percent | Percent . Percent | Percent | Percent
$0...cca.. $5,000. ... 25 21 } 2 $1,250 | $1,050 | $1,000 26.0 21.0 20.0
$5,000....| $10,000.. i 2,600 | 2,200 2, 000 26.0 22.0 20.0
$10,000. 15,000. .. n <] } o7 3,850 | 3,360 3,350 26.3 2.3 2.3
16,000. ..} $20,000.. 5,300 | 4,500 4,700 26. 5 22.8 2.8
,000...] $25,000. . ] 25 9] 6750 5750 6,150 27.0 2.0 ue
,000. .. ,000. . 9,400 | 8,200 | 8,700 31.3 27.3 20.0
,000. .. ,000. . 12,050 | 10,650 | 11,250 34.4 30.4 - 321
$35,000. .. ,000. . 53 49 14,700 | 13,100 | 13,800 36.8 82.8 34.5
$40,000. .. | $45,000. _ g1 | 17,350 | 13,650 [ 16,350 38.8 4.6 36.1
$45,000. .. igg,OOO... 20,000 { 18,000 | 18,900 40.0 38.0 37.8
$50,000. ,000. .. |]140%rate |)36%rate 22,000 | 19,800 | 321,450 40.0 36.0 39.0
,000...1 $60,000...|¢ on all on all 24,000 | 21,600 | 24,000 40.0 36.0 40.0

income |} income

$ This assumes the repesl of the excess-profits tax in 1946, If this tax were not repealed until 1047, the loss
in 1946 would be t:o&, 000. However, there would be an additional loss of $241,000,000 in 1947 when the
exceas-profits tax repenkd.
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Your committee believes it is especially desirable to stimulate the
starting and expansion of small husinesses, both because the postwar
economy must degend on them o supply a substantial portion of the
employment and because strong, vigorous stnall businesses are neces-
sary for the maintenance of competition. ,

8. Repealing the capital-stock and declared-value excess-profits tazes

Your committee concurs with the House in repealing the capital-
stock tax, beginning with the tax E:xable on July 31, 1946, and the
declared-valus excess-profits tax, beginning with respect to the tax
payable for the related years. The capital-stock tax is payable in
July of each year and is imposed on the value declared by the cor-
poration. It is presumably determined in accordance with estimates
of income to be earned in the current taxable year, since the declared-
value excess-profits tax is levied on the amount of income in excess
of specified ratios of the declared value of the capital stock. The
estimated loss in 1946 from the repeal of these two taxes will be
$228,000,000. o k

Your committee believes that these taxes should: be repealed for
the following reasons: o

(1) The taxes penalize corporations which cannot successfully
guess the size of their income 1 to 12 months ahead. This espe-
cially works a hardship on smaller firms, since they generally have
less stable incomes than larger corporations, o :

(2) Repeal of these taxes would simplify the corporate iax
structure, since one return would be eliminated and gl)xe preseant
income-tax return somewhat condenséd. S

Your committee believes that 1946 would be an especiallwg O~
priate time to repeal these taxes because the transition period will be a
more than usually difficult time in which to predict corporate income
and thus the operation of these taxes will result in unusual hardships -
in 1946. : ' : : > -

An additional amendment, dealin;; with these taxes, has been made
by your committee. Corporations which have recovered, in 1945, for-
eign {n'operties seized by the enemy are permitted by this bill to pay,
a declared-value cxcess-profits tax, equivalent to the capital-stock tax,
of 1.25 percent of the amount recovered. Under present law most
such corporations would have to pay the full declared-value excess-
groﬁts tax on Buch recoveries, since in most cases they would have

een unable to determine the value of the recoveries in sufficient time
to allow for them in their capital-stock declarations. Under your
committee’s bill these corporations are placed in the same position
as they would have been had they known the amount of the income
recovered at the timeé they made their capital-stock declarations. ..

A comparison of the changes in the present corporate tax structure
m%clle by your committee’s bill and the House bill are shown in
table 12. ' ' B
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TaBLp 12.—A comparison of the present corporale tax structure with changes made
by the House bill and the Finance Commiittee bill

A. INCOME TAX

Finanoe
Deseription of tax Present law | House bill Conll;i!lllitteo
1. Normasl tax:
(o) Corporations with normal-tax net Incomes of not
more than $50,000 under prevent Iaw and Honse
blg orntﬁo,%m under the Finance Committee bill: s . iy b
1 RSt $5,000. ... e e e i ceeeneanan percent... percent.. .
On amount over $5,000 but not over $10,000. .| 17 percent...{ 17 percent.. . }15 percent.
On amount over $10,000 but not over $20,000___] 17 percent...| 17 percent...| 18 percent,
On amount over $20,000 but not over $25,000. __{ 19 percent._.| 19 percent...| 19 percent.
On amount over $25,000 but not over $50,000. . .| 31 percent...] 31 percent...
On amount over $50,000 but not over $60,000. . .| Subject to | Bubject to
24 percent 24 percent 1129 peroent,
tax on all tax on all
income. income.
() Corporations with normal-tax net incomes over | 24 percent...| 24 percent...| 24 percent,
$50,000 under present law and House bill or $60,000 :
under the Finance Committee bill.
I1, Burtax:
(a) Corporations with surtax net incomes of not more
than $50,000 under present law and House bill or
$60,000 under the Finance Committee bill:
On first $10,000. ..o eaeenaaan 5 peroent,
On amount over $10,000 but not over $20,000.....1210 percent...| 6 percent._._[{0 percent.
On amount over $20,000 but not over $25,000.... - 10 percent.
On amount over $25,000 but not over $50,000....| 22 percent...| 18 percent...
On amount over $50,000 but not over $60,000....[ Subject to Subject to 22 peroent
16% rate on | 129, rate on pe *
all income income
(b) Corporations with surtax net incomes of over
$50,000 under present law and House bill or
$60,000 under the Finance Committee bill. ... ... 16 percent...| 12 percent...| 16 percent,
{¢) Consolidated returns; consolidated surtax incomes,
additlonal. ..o ieeeereca—a——- 2 percent....| 2 percent....[ 2 percent,
B. EXCESS-PROFITS TAX
(a) Netrate payable. . ... cooveeicrciencecoreneaaccacmanmann- 8514 percent.| 60
. per-
- cent. w};ﬁ;d Repealed
(b) Over-all income and excess-profits tax limited to._......... 80 percentof | No _‘,B‘n 1 Jan. 1,
surtax net | limi- 194'7 ’ 10486,
fncome, ta- .
tion.
0. CAPITAL-STOOK AND DECLARED-VALUE EXCESS8-PROFITS TAXES
7 N
(8) Capital-stock tax. .. ..o iceeaecaieaacacarcc e cceaaaee $1.25 for jRepealed.... | Repealed.
each $1,000.
(b) Declared-value excess-profits tax:
Port;on of net income from 10 to 18 percent of declared | 6.6 percent.. -
value.
Portllou of net income in excess of 16 percent of declared | 13.2 percent.|[Repeaied..... Repealed.
value.

GENERAL DiscussioNn o# RecomMeENDED Excise Tax REbpbucTtioNns

1. Effect of the Finance Committee bill on wartime excise taxes
The temporary excise “war tax rates’”’ imposed by title IIT of the

Revenue Act of 1943 provided that the additional wartime increases
would be removed approximately 6 months after the termination of
hostilities as proclaimed by the President or specified in a concurrent
resolution of Congress. The House bill removes this termination
date for the wartime excises and substitutes the specific date, June
30, 1946,



PHE REVENUE BILL OF 1945 23

Your committee did not change present law with respect to the
termination date of these excise war tax rates because it believes that
other tax reductions are more desirable for the economy, at this time,
and it is not believed that revenues should be lowered to the extent
that would permit the reduction in excise tax rates. Furthermore
there are many other excise taxes which were imposed or increased
during the war by the Revenue Acts of 1941 and 1942, Some of these
were imposed, or increased, specifically to limit the purchase by the
public of goods which the Government needed for defense or war pur-
poses. It is believed that consideration should also be given to these
taxes when excise rates are reduced. There is not sufficient time to
revise these excises in the present bill, however, and thus it is recom-
mended that general excise tax reductions await a future bill.

Your committee concurs with the House, however, in providing that
when the war tax rate reductions are made, refunds of the additional
wartime excise taxes be made on all floor stocks of distilled spirits,
wines, fermented malt liquors, and electric-light bulbs held for sale
or use in production at the effective date of the repeal, on which the
wartime rates have been paid. -

The Revenue Act of 1943 subjected floor stocks of alcoholic bev-
erages held for sale or use in production on the effective date of the
wartime excise tax rate increases to special taxes which were the
equivalent of the additional war rates. This bill now reverses the
process and provides refunds on floor stocks held at the time when
the wartime rates are repealed. In view of the substantial tax reduc-
tion, particularly in the case of distilled spirits, your committee be-
lieves that this 18 necessary to avoid subjecting retailers and manu-
facturers involved to an unfair tax burden. Not to do so might
result in substantial inequity, since those holding such floor stocks
on which the wartime rates had been paid might be forced to reduce
their prices on such stocks and thus absorb the war tax, if in com-
petition with others obtaining alcoholic beverages on which the addi-
tional wartime excise tax rate had not been paid. Therefore, refunds
are to be granted in those cases where such price reductions actually
are made.

Although no tax was imposed on floor stocks when the tax on
electric-light bulbs was increased, your committee believes that re-
funds on floor 8tocks of electric-light bulbs are justified by reason of
the differences in the trade practices of competitors.

2. Repealing the taz on the use of motor vehicles and boats

Your committee concurs with the Housk in repealing the tax on
the use of motor vehicles and boats, effective July 1, 1946, The next
use tax is due at that time. The-tax is an annual stamp tax ¢f $5
on the use of automobiles and a stamp tax of from $6 to $200 on the
use of certain boats, the tax in the latter case varying with the size
of the boat. The estimated revenue loss in,1946 from the repeal of
this tax is $140,000,000. B ‘ o

The use tax was enacted by the Revenue Act of 1941 and was
intended primarily as a.source of revenue during the emergency and
war period. With the war ended this reason for retaining the tax no
longgr exists, Therefore your committee believes that the tax should
be discontinued, o
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GEeNERAL DiscussioN oF REcoMMENDED EMPLOYMENT Tax
LEGISLATION

Your committee concurs with the House in continuing employment
taxes for the old-age and survivors insurance program through 1946
at the present rates of 1 percent on wages paid by employers and 1
percent on wages received by employees, nstead of increasing the
rates in 1946, as provided by present law, to 2} percent for each of
these groups. - :

It is believed that it is desirable to study further the financing of
the old-age and survivors insurance program before making any
changes in employment tax rates. -

GeNERAL DiscussioN or OrHER ProrosEp CHANGES

1. Determining effect of proposed tax reductions on individuals and cor-
porations using fiscal years

All of the proposed tax reductions in the individual ineome tax as
well as the repeal of the excess-profits tax and the reductions in the
corporate income tax require special legislation for individuals or
corporations on a fiscal-year rather than a calendar-year basis. This
bill provides that fiscal-year taxpayers be allowed a pro rata portion of
an{' tax reduction, determined by the portion of their taxable year
falling in the calendar year in which the tax reductions become effec--
tive. A similar pro rata basis would be used to determine any unused
excess-profits credit carry-back available to a fiscal-year taxpayer
with respect to any fiscal year beginning in calendar year 1946 and
ending in calendar year 1947. :

2. Extension of exclusion from gross income of income from discharge
of indebtedness

Your committee’s bill extends the application of section 22 (b) (9)
and (10) to include taxable years beginning in 1946, These provisions
provide for the exclusion from gross income of income realized by a
corporation by the purchase of its own bonds, debentures, or other
evidence of indebtedness and also in the case of railroads, the exclusion
from gross income of any gains realized from the cancellation of
indebtedness in bankruptcy proceedings. The application of the
Brovisions under existing law is limited to taxable years beginping

efore January 1, 1946, This bill continues the application of thése
provisions for another year, during which time the whole problem of
tls)he tm(ci tr(eiaatment of income from the cancellation of indebtedness will
e studied.

8. Extending Federal Government exemptions from certain Federal
" excise taxes - :

Your committee concurs with the House in providing for the con~.
tinuation of the authority granted by the Revenue Act of 1943 to the
Secretary of the Treasury to exempt from certain Federal excise taxes
any articles or services to be purchased for the exclusive use of the
United States, if the Secretary determines that the imposition of the:
tax with respect to such arficles or services will cause substantial
burden and expense which can be avoided by tax exemption. The
Secretary’s power, under present law, to make such exemptioha
expires 6 months after the cessation of hostilities. ‘



DETAILED DISCUSSION OF THE TECHNICAL PROVISIONS
OF THE BILL

TitLe I—INcoME AND Excess-Prorirs Tax
PART I—INDIVIDUAL INCOME TAXES
BECTION 101, REDUCTION IN NORMAL TAX AND SURTAX ON INDIVIDUALS

Section 101 of the bill with the amendments proposed by your com-
mittee provides reductions in the normal tax and surtax on individuals.
Subsection (a), for which there is no corresponding provision in the
House bill, amends section 11 of the code to provide for an over-all
reduction of 5 percent in the amount of the normal tax computed at
the 3-percent rate. The amendment, in effect, reduces the normal
tax rate from 3 to 2.85 percent. The reduction in the normal tax
reduces the tax effect of credits allowed for the normal tax, such as
t.h;a crgdétg for partially tax-exempt obligations under section 25 (a)
(1) and (2).

Under existing law the surtax rates on individuals range from 20
percent to 91 percent., The law also provides that the combined -
normal tax and surtax shall not, in the aggregate, exceed 90 percent
of the net income of the taxpayer for the taxable year. Section 101
(a) of the House bill amended section 12 (b) of the code to provide a
new schedule of surtax rates, ranging from 16 to 81% percent.

Under section 101 (b) of the bill as proposed by your committee the
surtax rates provided in section 12 (g) of existing law have been re-
duced by 3 percentage points in each bracket to provide a new sched-
ule of rates for a tentative surtax ranging from 17 to 88 percent. In
addition to these changes section 12 (b) of the code has been amended
to provide for a reduction of § percent in the amount of the tentative
surtax computed under the revised rates. Thus the surtax is 5 percent
less than the amount computed under the table.

The amendment made by section 101 (b) of the House bill to section
12 (g) of the code, reducing the limitation on the aggregate normal tax
and surtax from 90 to 81 percent has been eliminated by your com-
mittee. In lieu thereof, section 101 (¢) of your committee bill reduces
the 90-percent limitation to 85% percent.

Section 101 (d) of your committee bill is identical with section 101
(¢) of the House bilf7 and provides that the amendments made by
section 101 shall be applicable to taxable years beginning after Decem-
ber 31, 1945. Special provision for fiscal years beginning in 1945 and
ending in 1946 is made in section 131 (a) of the bill.

SECTION 102. ALLOWANCE OF SAME EXEMPTIONS FOR NORMAL
TAX AS FOR SURTAX

Section 102 of the bill as reported by your committee is substan-
tially the same as section 102 of the House bill. :

Under existing law, section 25 (a) (3) provides a single exemption. of
$500 for normal tax purposes, except that in the case of a joint return

8. Repts,, 79-1, vol. 3——45 1
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of a hushand and wife, each having adjusted gross income of $500 or
more, the normal tax exemption is $1,000. 1f a joint return is filed
by busband and wife, one of whom has an adjusted gross income of
less than $500, the normal tax exemption is $500 plus the adjusted
gross income of such spouse, For surtax purposes, the taxpayer is
entitled to exemptions in the amount of $500 for himself, $500 for his
spouse if a joint return is filed or if a separate return is filed and the
spouse has no gross income and is not the dependent of another, and
$500 for each dependent whose gross income is less than $500.

Subsection (a) of this section of the bill would revise section 25 (b)
of the code to make the present exemptions now allowable in com-
puting the surtax also available as credits against net income for the
purpose of the normal tax. Subsection (g) contains 10 technical
amendments necessitated by the change in the exemptions for normal
tax purposes. 1t is proposed to eliminate the first amendment con-
tained in subsection (b) of the House bill since the appropriate correc-
tion of section 11, relating to the normal tax on individuals, is made
in section 101 (a) of your committee bill. The 10 technical amend-
ments in your committée bill are the same as the remaining amend-
ments in the House bill.

The amendments made by this section shall be applicable to taxable
years beginning after December 31, 1945. Special provision is made
in section 131 (a) of the bill for taxable ycars beginning in 1945 and
ending in 1946. S

FECTION 108. INDIVIDUALS WITH ADJUSTED GROSS INCOME3 OF LESS
THAN $5,000 '

This section, like the corresponding section of the House bill, amends
the tax table contained in section 400 of the code, relating to the
optional tax on individuals with adjusted gross incomes of less than
$5,000. The tax table proposed in your committee bill gives effect
to the changes made in the normal tax and surtax under sections 101
and 102. The table has been computed by allowing the exemptions
against both normal tax and surtax and by taking into account the
reduced normal tax and surtax rates. Thus, the 5-percent reduction,
in addition to the other changes, has been taken into account in
preparing the table. ~

The new table of taxes would become effective for taxable years
beginning after December 31, 1945. Specinl provision is made in
section 131 (a) of the bill for taxable years beginning in 1945 and
ending in 1946.

SECTION 104, REDUCTION IN WITHHOLDING OF TAX AT SOURCE ON WAGES

This section is the same as section 104 of the House bill except for
the substitution of new tables for the tables in subscction (b) and the
additien of a new subsection (d).

Section 1622 (a) of existing law requires the use of three different
percentage rates in computing the amount of tax to be withheld at
the source, if the employer elects to use the percentage method in
lien of the wage-bracket tables provided in section 1622 (c¢). The
several rates are necessary in order to compute the appropriate
amount of tax to be withbeld in respect of the normal tax and the
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first and setond brackets of the surtax. The rates provided under
existing law for such purpose are 2.7, 18, and 19.8 percent, respectively.
The scparate rate for computing the amount of tax to be withheld
in respect of. the normal tax is occasioned by the difference in the
exemplions provided in section 25 for normal tax and for surtax
purposes. As a result of the amendment contained in section 102 of
the bill which makes the present surtax exemptions available for
normal tax purposes, it is possible to eliminate the 2.7-percent rate
entirely and to combine the normal tax with the surtax rates. The
two rates now corresponding to the first and second surtax bracket
rates are revised to reflect the amendments contained in section 101
of the bill reducing the normal tax and surtax rates. Accordingly,
subsection (a) of this section amends section 1622 (a) by eliminating
the 2.7-percent rate and by reducing the 18- and 19.8-percent rates
to 17 percent and 19 percent, respectively., These rates take into
consideration the standard deduction of approximately 10 percent.
A technical amendment is also made to conform the percentage
method withholding table to the new rate applicable to the first
surtax bracket. )

Subsection (b) of the House bill substitutes for the present with-
holding tax tables under section 1622 (¢) (1) new tax tables which
reflect the changes made with respect to the surtax rates in section 101
of such bill and with respect to the normal-tax exemptions in section 102
of such bill. Subsection (b) of your committee’s bill likewise provides
for new withholding tables which reflect the reduction made with
respect to the normal tax and the surtax.

Subsection (¢) is a technical amendment to section 1622 (h) (1) (C)
to conform the reference to exemptions in the case of dependents to
the changes made by section 102 of the bill. '

Subsection (d), for which there is no corresponding provision in the
House bill, would amend sections 1625 (a) and 1626 (a) and (b) of the
code.  Under section 1625 (a) of existing law every employer required
to deduct and withhold a tax in respect of the wages of an employee is
required to furnish to each such employee in respect of his employment
durin% the calendar year, a written statement showing the wages
paid by the employer to such employee during such calendar year
and thg amount of the tax deducted and withheld under subchapter D
of vhm&er 9 of the code in respect of such wages. The amendment to
section 1625 (a) would require an employer to furnish such a statement
to an employee, even though no tax is required to be deducted and
withheld with respect to such employee’s wages, if the wages paid to
such employee exceed the amount of one withholding exemption. For
example, if an employee is paid $15 per week, there may be no tax
required to be deducted and withheld inasmuch as the employee may
claim two or more withholding exemptions; nevertbeless, since the
wages exceed-the amount of one withholding exemption for a weekl
pay-roll period, a statement would be required to be furnished to sue
employee under the proposed amendment. Such statement (known
as Form W-2) is used as a simple tax-return form by millions of tax-
payers. Under the amendment such simple return form would be
made available to an employee who is required to make a return but
who has no tax dedu'cte&)‘ or withheld from his wages. The amend-
ments of section 1626 (a) and (b) ¢onsist of the omission of the expres-
sion “in respect of tax withheld pursuant to this subchapte?”’ and the
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gubstitution of “statement’’ for “receipt’ wherever appearing therein;
As a result of such amendments, the penalties for furnishing a fraud-
ulent receipt or failure to furnish a receipt would apply in cases where
no tax is required to be withheld but a statement is required under
section 1625 (a) as amended.

The amendments made by this section of the bill are made apphcable
to wages paid on or after January 1, 1946.

PART II—CORPORATION TAXES

BECTION 121. REDUCTION IN NORMAL TAX AND SURTAX OF
SPECIAL CLASSES OF CORPORATIONS

This section replaces section 121 of the House bill which was elimi-
nated by your committee. The House bill reduced the surtax of cor-
porations by 4 percent points, making related changes in the surtax
on corporations with surtax net incomes of less than $50,000 and on
certain particular classes of corporations. In lieu thereof section 121
of your committec bill reduces the aggregate normal tax and surtax
of smaller corporations (i. e., those with net incomes of less than
$60,000). The tax reductions are effected by adjustments in the nor-
mal tax and surtax rates and also in the brackets which effect the
transition to the regularly applicable rates to obviate the ‘‘notch”
which would otherwise exist. The general effcct of the amendments
is to provide relatively more relicf in the lower brackets of income and
proportionately less in the higher brackets until the tax reduction
entirely disappears in the case of net incomes of $60,000. Certain
classes of corporations which are subject to special tax provisions
under existing law are not affected.

Subsection (b) of section 121 amends section 14 (b) of the code re-
lating to the normal tax on corporations with net incomes of not more
than $25,000. Under the amendment the normal tax rate upon nor-
mal tax net incomes not in excess of $10,000 is fixed at 15 percent
upon normal tax net incomes in excess of $1O 000 and not in excess of.
$20,000 at 18 percent, and upon normal tax net incomes in excess of
$20, '000 and not in excess of $25,000 at 19 percent.

Subsection (a) of section 121 ‘amends subsection (b) (2) of section
13 of the code which at present provides for an alternative normal-tax
on corporations with normal tax net incomes over $25,000 and not
over $50,000. The amendment changes the rate from 31 to 29 per-
cent, and also extends the bracket from the present $50,000 up to
$60, 000. This provides a transition from the rates under the amend:
ments made by subsection (b) and (¢) of the section to the generally
applicable 24-percent normal tax rate imposed by section 13 (b) (1)'
of the code, which remains unchanged.

Subsection (c¢) of section 121 amends section 15 (b) of the codel
relatmg to the corporation surtax. The amendment breaks thej
existing first bracket of surtax net incomes not over $25,000 into three
brackets and imposes rates running from 5 percent on the first $10,000
of surtax net income, to 9 percent on the portion of surtax net moome':
over $10,000 and not over $20,000 and to 10 percent upon the portlon,.
of surtax net income over $20 000 and not over $25,000. As in theii
case of the normal tax, the amendment also cxtends the existinj
bracket provision, which runs from $25,000 to $50,000, up to $60,000;
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The rate in this bracket remains at 22 percent as under existing law.
This adjustment provides a more satisfactory and equitable transition
to the generally applicable 16-percent surtax rate, which remains
unchanged.

Subsection (d) of section 121 amends section 207 (a) (1) (B) of the
code relating to mutual insurance companies other than life or marine.
Under existing law the alternative surtax rate under section 207 (a) (1)
(B) is 20 percent and applies on surtax net incomes over $3,000 and
not over $6,000. In order to maintain the point at which this alter-
native surtax ceagses to apply at $6,000, as under existing law, the 20-
percent rate is reduced to 10 percent. This change is correlated with
the reduction of the surtax rate on surtax net incomes not over $10,000
to 5 percent, under the amendment made by subsection (b).

Subsection (e) of section 121 makes the amendments made by the
section applicable with respect to taxable years beginning after
December 31, 1945.  Under section 131 of the bill special treatment is
prescribed in the case of taxalle years beginning in 1945 and ending in
1946. This latter provision, however, has no apolication to the mu-
tual insurance companies to which the amendment made by sub-
section (d) applies.

SKCTION 122. REPEAL OF EXCESS-PROFITS TAX IN 1946

Section 122 of the House bill continued the excess-profits tax
through 1946, but provided that the rate of tax should be 60 percent,
for taxable years beginning after December 31, 1945. Section 123
(a) of the House bill repealed the excess-profits tax with respect to
taxable years.beginning after December 31, 1946. Your committee
has climinated section 122 of the House bill and has renumbered
section 123 as section 122 and amended it to provide, in subsection
(a), that the excess-profits tax shall not be applicable with respect
to any taxable year beginning after December 31, 1945. Provision
has been made b your committee under section 131 (b) of the bill
for taxable ycars %e inning in 1945 and ending in 1946.

Your committee, however, has provided in section 122 (b) of the
bill that the provisions of subchapter E of chapter 2, which relate to
the excess-profits tax, shall remain in force for putrposes of the deter-
mination of excess-Proﬁts taxes for taxable years beginning prior to
January 1, 1946. The determination of such taxes is to be made with
the application of the amendments made by sec¢tions 122 (¢) and 131
of the bill. Section 131 relates to fiscal-year taxpayers. Subsection
(c) of section 122 amends section 710 (¢) (2) of the code to pro-
vide that there shall be no unused excess-profits-tax credit for any
taxable year beginning after December 31, 1946, There is, how-
ever, to be an unused excess-profits credit for a taxable year be-
ginning 1n 1946. In the case of a taxable year which begins in 1946
and ends in 1947, the unused excess-profits credit will be an amount
which is such part of the unused excess-profits credit otherwise de-
termined as the number of days in such taxable year l;)n'ior to January
1, 1947, is of the total number of days in such taxable year. Thus,
even though no excess-profits tax will be imposed for a taxable year
beginning in 1946, there may be an unused excess-profits credit for
such taxable year, and such unused excess-profits credit miay be
carried back and may affect the excess-profits tax otherwise imposed
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for taxable years beginning in 1944 or 1945, All provisions of law
necessary to compute the excess-profits credit, the excess-profits net
income, and the unused excess-profits credit for a taxable year begin-
ning in 1946, and the unused excess-profits credit carry-back from
such taxable year, shall be taken into account in determining the
unused excess-profits credit and the resulting carry-back in the same
manner as if an excess-profits tax were imposed for such taxable year.
In determining the unused excess-profits credit adjustment for taxable
years beginning prior to January 1, 1946, the unused excess-profits
credit for a taxable year beginning in 1946 may be computed by
taking into account a constructive average base period neb income
determined under section 722 of the code. A taxable year beginning
in 1946 for purposes of the excess-profits tax shall be the same taxable
year as that for purposes of the tax-imposed by chapter 1 of the code.

There is danger that the operation of the unused excess-profits credit
carry-back provision, particularly in 1946, may make possible certain
abuses. These potential abuses might arise through various devices
or transactions entered into wholly or in large part for the purpose of
obtaining refunds of wartime excess-profits taxes through unused credit
carry-backs, or through transactions having the apparent effect of
creating carry-back refunds in situations unrelated to the purpose
and intent of the provisions allowing carry-backs. While various tax-
avoidance schemes are already dealt with either by express provision
in the internal-revenue laws or through court decisions, your commit-
tee will give further consideration to the necessity or desirability of
retroactive legislation in this connection, .

Subsection (d) of section 122 applies with respect to an affiliated
group of, corporations making consolidated returns.  Unused excess-
rofits eredit carry-backs from taxable years subsequent to 1945 may
{mcome a factor in the case of such corporations. The consolidated
return involved may be a consolidated income-tax return made for a
taxable year beginning in 1946; or it may be a consolidated income- or
excess-profits-tax return made for the taxable year 1944 or 1945; or
consolidated returns may be made for the several taxable years in-
volved. Section 122 (d) provides that, in all such cases, the carry-
backs from a subsequent taxable year, whether or not a consolidated
return is made for such year, shall be given effect in such munner as
the Commissioner, with the approval of the Secretary, shall have
preseribed by regulations prior to the last day prescribed by law for
the making of the return for such ycar, which date includes the last
day of any extension of time granted by the Commissioner.

Subsection (e) of section 122 of the bill, for which there is no corre-
sponding provision in the House bill, amends section 322 (b) (6) of the
code which provides a special period of limitation in the case of
credits or refunds of overpayments which are attributable to net
operating loss carry-backs or to unused excess-profits credit carrKJ
backs. In general, section 322 (b) (6), added by section 5 (b) of the’
Tax Adiustment Act of 1045, provides that if an overpayment of tax
is attributable to a net operating loss carry-back or to an unused excess:
profits credit carry-back, the period within which a claim for credit:
or refund of such overpayment may be filed, or credit or refund al-
lowed or made, shall Ee coextensive with the period within which®
claim for credit or refund may be filed, or credit or refund allowed or’
made, with respect to the taxable year of the net operating loss of’
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the unused excess-profits credit which resulted in the carry-back.
Innsmuch as the period within which claim for credit or refund may
be filed, or credit or refund allowed or made, with respect to the tax-
able year of the net operatin% loss or the unused excess-profits credit
depends, under section 322 (b) (1) of the code, on the date on which
the return for such taxable year is filed and 1masmuch as no excess
profits tax return will be filed for a taxable year beginning in 1946, it is
necessary to amend section 322 (b) (6) to provide a satistactory period
of limitation. Section 322 (b) (6) is accordingly amendedr{)y sub-
cection (e) of section 122 of the bill to provide that in the case of an
overpayment attributable to a net operating loss carry-back or to an
unused excess-profits credit carry-back the 3-year period specified in
section 322 (b) (1) of the code within which a clsim for credit or
refund may be filed, or credit or refund allowed or made, shall be (1)
that period which ends with the expiration of the 15th day of the
thirty-ninth month following the end of the taxable year of the net
operating loss or the unused excess-profits credit which resulted in
the carry-back, or (2) the period specified in section 322 (b) (3),
relating to waivers, whichever expires later. The amendment is to be
applicable with respect to all taxable years beginning after December
31, 1940, i. e., to all taxable years which may be affecied vy a carry-
back and to which the original provisions of section 322 (b) (6) were
made applicable. ;
Subsection (f) of section 122 of the bill, to which there is no corre-
sponding provision in the House bill, amends section 276 (d) of the
code, relating to deficiencies attributable to net operating loss carry-
backs and to unused excess-profits credit carry-backs. Section
276 (d) of the code, which was added by section 5 (e) of the Tax
Adjustment Act of 1945 and which is correlative of section 322 (b)
(6) of the code, provides in general that a deficiency attributable to
a net operating loss carry-back or to an unused excess-profits credit
carry-back may be assessed at any time prior to the expiration of
the period within which a deficiency may be assessed with respect
to the taxable year of the net operating loss or the unused excess-
profits credit which resulted in the carry-back. Inasmuch as no
excess-profits tax return will be filed for a taxable year beginning in
1946, it is necessary to provide a proper period of limitation for
assessing & deficiency where such deficiency is attributable to ‘an
unused excess-profits credit carry-back from a taxable year beginning
in 1946. Moreover, there is likewise some doubt under the present
provisions of section 276 (d) as to the proper period of limitation in
certain types of cases for assessing a deficiency attributable to a
carry-back. For example, it is not clear whether a deficiency attrib-
utable to an unused excess-profits credit carry-back which itself was
produced by a net operating loss carry-back may be ssed at any
time prior to the expiration of the period within which a deficiency
may be assessed with respect to the tax imposed under chapter 1 of
the code for the taxable year of the net operating loss or at any time
prior to the expiration of the period within which a deficiency may be
nssessed with respect to the excess-profits tax for the taxable year of
the net operating loss. Subsection (f) of section 122 of the bill accord-
ingly amends section 276 (d) of the code to provide a rule to take care
of the special situation arising out of deficiencies attributable to
unused excess-profits credit carry-backs from taxable years beginning
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in 1946, and to remove any ambiguity in the existing provisions of
law. The amendment made by subsection (1) of section 122 of the
bill is to be applicable to all taxable years beginning after December 31,
1940, i. e., to all taxable years which may be affected by a carry-back
and to which the original provisions of section 276 (d) were made
applicable.

The period within which a deficiency attributable to a carry-back
may be assessed, under section 276 (d) of the code as amended by sec-
tion 122 (f) of the bill, will depend on whether an excess-profits tax
return was required for the taxable year of the net operating loss or
the unused excess-profits credit whicﬁ resulted in the carry-back. If
an excess-profits tax return was required to be filed for such taxable
year, a deficiency in any tax attributable to such carry-back may be
assessed at any time prior to the expiration of the period within which
(under the provisions of section 275 or-276 (a) or (b) of the code) a
deficiency may be assessed with respect to the 'same or any other tax
imposed by chapter 1 or by subchapter B or E of chapter 2 for such
taxable year. It is immaterial whether an excess-profits tax return
in fact was filed for the taxable year of the net operating loss or the
unused excess-profits credit, whether the deficiency is attributable to
a net operating loss carry-back or to an unused excess-profits credit
carry-back, or whether the deficiency is in respect of the excess-profits
tax or some other tax. If the period within which a deficiency may
be assessed under any other applicable provision of law is longer than
the period provided in section 276 (d), a deficiency attributable to a
carry-back may be assessed at any time prior to the expiration of such
longer period.

If no excess-profits-tax return was required to be filed for the taxable
year of the net operating loss or the unused excess-profits credit, a
deficiency in any tax attributable to a carry-back which resulted from
such loss or unused credit may be assessed at any time prior to the
expiration of the period within which (under the provisions of section
275 or 27 (&) or (b) of the code) a deficiency may be assessed with
respect to vive same or any other tax imposed by chapter 1 or by sub-
chapter A or B of chapter 2 for such taxable year. 1If a ionger period
of time is provided under some other applicable provision of law than
that specified in section 276 (d) of the code, a deficiency attributable
to a carry-back may be assessed, as in the case where an excess-profits-
tax_relt,um is required, at any time prior to the expiration of the longer
period.

Subsection (g) of section 122 of the bill, which corresponds to sub-
section (b) of section 123 of the House bill, makes certain technical
amendments with respect to taxable years beginning after December
31, 1945, to conform the provisions of the code to the amendment
made by section 122 (a). :

Subsection (h) of section 122 of the bill, which corresponds to sub-
section (c¢) of section 123 of the House bill and which relates to taxable
years beginning in 1945 and ending in 1946, is a cross reference to
section 131 of the bill which relates to fiscal year taxpayers.
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PART III—<=FISCAL YEAR TAXPAYERS
SECTION 181. FISCAL YEAR TAXPAYERS

Section 108 of the code contains special rules for the computation
of the tax in the case of taxpayers making returns on a fiscal-year
basis. Section 131 (a) of the House bill amended section 108 of the
code by adding two new subsections to provide for the computation
of the tax imposed by sections 11, 12, 13, 14, 15, and 400 in the case
of taxuble years beginning in 1945 and ending in 1946, and for the
computation of the tax imposed by sections 13, 14, and 15 for taxable
years beginning in 1946 and ending in 1947, The computations pro-
vided by these amendments are similar to the computation provided
under existing law with respect to fiscal years beginning in 1943 and
ending in 1944, Under the House bill the rule prescribed for the
computation of the tax imposed by sections 13, 14, and 15 for taxable
vears beginning in 1946 and ending in 1947 was necessitated by the
fact that the excess-profits tax was continued at a lower rate for 1946
and was repealed for 1947 by sections 122 and 123 of the House bill.
These provisions wero inserted as subsections (c) and (d) of section
108 of the code, and subsection (¢) was redesignated subsection (e).

The bill, as reported by your committee, retains the provision of
the House bill respecting the computation of the tax for fiscal years
beginning in 1945 and ending in 1946 but strikes out the provision of
section 108 (d) relative to the computation of the tax imposed by
sections 13, 14, and 15 for taxable years beginuing in 1946 and ending
in 1947, since under your committee bill there is no difference in the
law applicable to 1946 and 1947 with respect to such tax. :

Section 131 (b) of the House bill added new paragraphs (7) and (8)
to section 710 (a) of the code to provide for tBe computation of the
excess-profits tax for taxable years beginning in 1945 and ending in
1946 and for taxable years beginning in 1946 and ending in 1947,
respectively. The rule provided for taxable years beginning in 1945
and ending in 1946 is similar to that provided in section 710 (a) (6)
of the code for taxable years beginning in 1943 and ending in 1944,
Since the House hill provided for repeal of the excess-profits tax with
respect to taxable years beginning after December 31, 1946, paragraph
(8) added to section 710 (a) by the House bill provided that the excess-
l)mms tax for fiscal years beginning in 1946 and ending in 1947 should
e an amount equal to that portion of a tentative tax, computed as if
the law a.pplica}ﬂe to taxable years beginning on January 1, 1946, were
applicable to such taxable year, which the number of days in such
taxable year prior to January 1, 1947, bears to the total number of
days in such taxable year. _

Under the bill reported by your committee the excess-profiis tax
is made inapplicable with respect to taxable years beginning aftar
December 31, 1945. Hence, paragraph (7), added to section 710 (a)
of the code by the House bill, to provide for the computation of the.
tax for fiscal years beginning in 1945 and ending in 1946, is eliminated
and in lieu thereof there is inserted & new paragraph (7) to prescribe
for the computation of the tax for such fiscal years a rule similar to
that provided under the House bill for fiscal years beginning in 1946
and ending in 1947, '
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The Tax Adjustment Act of 1945 increased the excess-profits tax
specific exemption from $10,000 to $25,000 for taxable years beginning
after December 31, 1945, and provided a special rule for computing
the exemption for taxable years beginning in 1945 and ending in 1946.
Because of the amendment made by section 131 (b) of the House bill
to provide for the computation of the tax for such fiscal years, the
House bill contained technical amendments eliminating the special
rule for computation of the exemption foK such fiscal years. Sub-
section (b) of this section of the House bill ‘also amended section 710
(¢) (2) of the code to provide a special rule for the computation of the
unused excess-profits credit for a taxable year beginning in 1946 and
ending in 1947, Under your committee bill the excess-profits tax is
not applicable to taxable years beginning after December 31, 1945,
Hence, section 131 (b) of the bill restores section 710 (b) (1) of the
code to read as it did immediately prior to its amendment by the
Tax Adjustment Act of 1945,

This subsection of your committee bill also strikes out the amend-
ment made by section 131 (b) (3) of the House bill to section 710 (c)
(2) of the code to provide for the computation of the unused excess-
profits credit for a taxable year beginning in 1946 and ending in 1947,
Appropriate provisions for the computation of the unused excess-
profits credit for taxable years beginning after December 31, 1945,
are contained in section 122 (¢) of the b'ﬁl as reported by your com-
mittee, and a discussion of these provisions appears elsewhere in the
report.

PART IV—VETERANS’ AND SERVICEMEN’S PROVISIONS ‘

BECTION 141, ADDITIONAL ALLOWANCE FOR MILITARY AND NAVAL
PERSONNEL

This section, for which there is no corresponding provision in the
House bill, would amend section 22 (b) (13) of the code, relating to
the exclusion from gross income for military and naval personnel, and
would provide for certain credits and refunds. '

Under section 22 (b) (13) of existing law, a $1,500 exclusion from
gross income is provided in the case of military and naval personnel
with respect to the compensation received during any taxable year
and before the termination of the present war as proclaimed by the
President for active service in the armed forces of the United States
(or of any of the other United Nations, if the taxpayer is a citizen or
resident of the United States) durinﬁ such war. This provision applies
(mlqy with respect to taxable years boeginning after December 31, 1942,

Subsection (a) of this scction of the bill would amend section 22
(b) (13) so as to provide for the exclusion from gross income of the
entire amount of the compensation received during any taxable year
and before the termination of the present war as proclaimed by the
President, for active service as a member below the grade of com-
missioned officer or commissioned warrant officer in tge military or
naval forces of the United States, during such war. The $1,500
exclusion would, under the amendment, be continued with respect
to the compensation received during any taxable year and before
the termination of the present war as proclaimed by the President,
for active service as a commissioned officer (or a commissioned war-
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rant officer) in the military or naval forces of the United States dur-
ing such war, or, in the case of a citizen or resident of the United
~ States, as a member of the military or naval forces of any of the other
United Nations during such war. The parenthetical expression relat-
ing to a commissioned warrant officer is intended to be declaratory
of the law with respect to “personnel below the grade of commis-
sioned officer’” for the purposes of section 22 (b) (13) prior to its
amendment by section 7 of the Current Tux Payment Act of 1943,
Under the amendment, if the compensation pertains to active service
rendered during the present war and if it is received before the termi-
nation of the present war as proclaimed by the President, the exclusion
applies regardless of whether such compensation is received in one
lump sum or in periodic amounts and regardless of whether received
hefore or after discharge or release from such service. With respect
to the $1,500 exclusion for commissioned officers, only one such exclu-
sion shall be allowable in respect of the compensation of each such
“oflicer during any taxable ycar.

Subsection (b) of this section provides that the exclusion with
respect to compensation for active service as a commissioned officer
shall be applicable with respect. to taxable years beginning after
December 31, 1942, and that the exclusion with respect to compensa-
tion for active service as a member below the grade of commissioned
officer shall be applicable with respect to taxable years beginning
after December 31, 1940. '

Subsection (c) of this section provides that a credit or refund of
any overpayment of the tax for any taxable year beginning after
December 31, 1940, and before January 1, 1943, to the extent that the
overpayment is attributable to the enactment of this section may be
allowed or made if a claim therefor is filed before January 1, 1947,
even though at any time prior to such date the allowance of a credit
or refund of the overpayment for any such taxable year is otherwise
prevented by the operation of any law or rule of law other than section
3761 of the code, relating to compromises.

SECTION 142. DEFERMENT OF CERTAIN TAXES OF VETERANS AND
SERVICEMEN

This section, for which there is no corresponding provision in the
House bill, adds a new section 3808 to chapter 38 of the code to pre-
scribe, in the case of certain members of the military or naval forces
of the United States, the time for payment of the tax attributable to
service pay and the tax attributable to pre-service-earned income for
the war years. ~ The time for payment is prescribed in subsection (b)
of section 3808. Definitions of the terms used in subsection (b) are
contained in section 3808 (a). o

Section 3808 (b) provides, in general, that the tax attributable te
service pay for any war year and the tax attributable to preservice
earned income for any war year shall, in lieu of the time otherwise
prescribed by law, be paid in 12 equal installments spread ower ‘a
period of 3 years begi xrxlg with the “first installment date” as defined
In section 3808 (a) :4).‘ he benefits of section 3808 (b) are allowable
only upon application made, under regulations prescribed by the
Commissioner with the approval of the Secretary, prior to the first
installment date. In the case of taxpayers who have been released
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from active duty in the military duty or naval forces prior to Decem-.
ber 1, 1945, the term “first installment date” means May 15, 1946,
In other cases the term ‘first installment date’’ means June 15, 1947,
or the fifteenth day of the sixth month which begins after the date
of the taxpayer’s release from active duty in such forces, whichever is
the earlier. It is provided, however, that if the first installment date
with respect to any war year would otherwise occur befor- the fifteenth
day of the third month following the close of such year, or before the
end of the period of time disregarded under section 3804 with respect
to the tax for such year, the first installment date with respect to
such year shall be the fiftcenth day of such third month or the day
following the end of the period disregarded under section 3804, as
the case may be. Thus, in the case of a taxpayer who is discharged
in December 1945, the “first installment date’” with respect to that
portion of the tax attributable to service pay for a war year would be
June 15, 1946, which is the fifteenth day of the sixth month beginning
after the month of the taxpayer’s release from active duty. If, how-
ever, the taxpayer is released from active duty in the armed forces in
the month of June 1946, the fifteenth day of the sixth month which
begins after the taxpayer’s release wouﬁi be the fifteenth day of
December 1946. Since such date falls before the fifteenth day of the
third month following the close of such year the fifteenth day of such
third month, or March 15, 1947, would bé the first installment date
for the payment of the tax attributable to that portion of the service
pay received in 1946. If appropriate application is made and pay-
ment of the tax is deferred in accordance with the provisions of section
3808 (b), one-twelfth of the tax in respect of which the deferment is
authorized is payable on the first installment date, one-twelfth thereof
on the fifteenth dey of the third month following the first installment
date and ‘one-twelfth on the fifteenth day of each succeeding third
gnon@l(i after the preceding installment until the full amount of tax
is paid.

Inasmuch as the effect of section 3808 (b) is to prescribe the time
for payment of the tax in lieu of the time otherwise prescribed by
law, no interest shall be charged or paid if the tax is paid at the time
prescribed in such section. Interest at the rate of 6 percent per annum
shall be charged on installments not paid at the time prescribed in
such section from the date the installment became due until the install-
ment is paid. If the taxpayer fails to pay an installment of the tax
at the time prescribed in section 3808 (b), such failure shall not
accelerate the due date of the remaining installments.

The extension of time provided in section 3808 (b) relates to “tax
attributable to service pay”’ and ‘“tax attributable to preservice
earned income’’ for war years. The term ‘“war year” as defined in
section 3808 (a) (2) means, in the case of the tax attributable to service
gay, any taxable year beginning after December 31, 1939, and before

anuary 1, 1947. In the case of the tax attributable to preservice
earned income, the term means taxable year beginning after De¢ember
31, 1939, but before January 1, 1942, and before the taxpayer entered
upon active service as a member of the armed forces of the United:
States, but does not include any year unless part of the tax imposed:
by chaé)ter 1 for such year became due and payable after the taxpayer
entered upon such active service. g

If the taxpayer had no gross income for ‘“‘a war year’” other thau:
compensation for active service as a member of the military or naval;
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forces of the United States, the term “tax attributable to service
pay” means the tax imposed under chapter 1 for such year. If the
taxpayer had gross income for ‘‘a war year’’ in addition to the com-
pensation for active service as & member of the military or naval
forces of the United States, the term “tax attributable to service pay”’
means the excess of the tax imposed under chapter 1 for such year
over the tax which would have been imposed if the compensation for
such service had been excluded from gross income. Under the terms
of the definition an exception is provided with respect to the service
pay of commissioned officers of the regular component of the Army,
Navy, Marine Corps, or Coast Guard. Thus, in the case of a regular
officer of these services the term does not apply to the service com-
pensation for a war year unless such officer by reason of service on
sca duty or outside the continental United States is entitled to the
benefits of section 3804 of the Internal Revenue Code with respect to
the tax under chapter 1 for such year.

“If the taxable year constitutes a war year within the scope of the
definition, the “tax attributable to preservice earned income’ in
respect of such taxable year is the excess of the tax imposed under
chapter 1 for such yecar over the tax that would have been imposed if
there had been excluded from the net incomeé the amount of the
“carned net income” for such taxable year. As used in this section
the term “‘carned net income’” means the earned net income as defined
in section 25 (a) (4) of the Internal Revenue Code applicable in
respect of such taxable year, except that in computing the earned
net income under the definition contained in section 25 (a) (4) com-
pensation for active service in the armed forces shall not be taken into
account. For the purposes of computations under section 3808 the
term “tax imposed under chapter 1’ means a tax computed without
regard to the credit provided in section 31 of the code relating to taxes
of foreign countries and possessions of the United States, and the
credit provided in section 32 relating to the tax withheld at the source.

Section 3808 (¢) provides for the suspension of the period of limita~
tions under section 276 (¢) of the code on the collection of the tax in
respect of any tax the time for the payment of which is prescribed
under secgion 3808 (h). The period.-of suspension so provided is the
period beginning with the date of the filing of the application under
section 3808 (b) and ending 6 months after the date prescribed in such
scetion for the payment of the last installment of such tax.

Subsection (b) of section 142 provides for the refund of interest
paid on that portion of the tax for any taxable year in respect of which
a new payment date is authorized by section 3808, as added by section
142 (a) and (b) of the bill. The subséction provides that any such
interest paid prior to the date of the enactment of the Revenue Act
of 1945 shall be credited or refunded to the taxpayer if claim therefor
is filed with the Commissioner priot to January 1, 1947.

PART V—-MISCELLANEOUS

SECTION 1561. REPORTS OF REFUNDS AND CREDITS TO JOINT COMMITTED
ON INTERNAL REVENUE TAXATION

With the end of the emergency perio‘d‘ specified in section 124, a
large volume of applications for tentative adjustments under section
124 (§) of the eode will be filed. Under section 124 (k) the Commiis-



38 THE REVENUE BILL OF 19045

sioner is required to make the appropriate credits and refunds within
a 90-day period. Section 3777 (c) provides that.carry-back refunds
and credits, similarly made within a 90-day period, under section
3780 (b), do not require prior report to the Joint Committee on
Internal Revenue Taxation. In order that the refunds arising
through amortization adjustments may not be delayed, this section,
for which there is no corresponding provision in the House bill, pro-
vides that the same exception to the requirement of a report required
by section 3777 (a) as was provided by the Tax Adjustment Act with
respect to carry-backs should be made with respect to refunds or
credits under section 124 (k).

SECTION -162. EXTENSION OF TREATMENT OF INCOME RESULTING FROM
DISCHARGE OF INDEBTEDNESS

Section 22 (b) (9) of the code provides, in the case of corporations,
for the exclusion from gross income of the amount of income attrib-
utable to the discharge of indebtedness during the taxable year, pro-
vided that the taxpayer consents to the provisions of the regulations
prescribed under section 113 (b) (3), relating to the adjustment of
basis of property of the corporation by the amount excluded from gross
income. By its terms section 22 (b) (9) has no application to tax-
able years beginning after December 31, 1945. Section 22 (b) (10)
of the code provides for the-exclusion {rom gross income of the amount
of income attributable to the discharge of indebtedness of a railroad
corporation, as defined in section 77m of the National Bankruptcy
Act, pursuant to an order of a court in a receivership proceeding or
in a proceeding under section 77 of the Bankruptcy Act, as amended.
Section 22 (b) (10) has no application to taxable years beginning -
after December 31, 1945.  Section 152 of your committee bill woul
amend section 22 (b) (9) and (10) to extend the application of such
sections to taxable years heginning before January 1, 1947. There
is no corresponding provision in the House bill.

SECTION 1563. LOST POSTWAR CREDIT BONDS

This section, for which there is no corresponding provision in the
House bill, amends section 8 (¢) of the Government Losses in Shipment
Act to confer authority for the issuance of new certificates to replace
lost, stolen, or destroyed excess-profits-tax refund bonds. Under the

resent provisions of the Government Losses in Shipment Act, such
{:onds cannot be replaced since section 8 of that act applies only to
interest-bearing obligations or those issued on a discount basis. This
amendment would make section 8 of that act applicable to bonds
issued under section 780 of the Internal Revenue Code and would
obviate the necessity for obtaining special legislation in cases where
such bonds have been lost, stolen, or destroyed.

TitLe I1.--REpeAL or CariTAL-STock TaAx AND DEcrLArEp Varu
Excess-Prorirs Tax :

BECTION 201. REPEAL OF CAPITAL S8TOCK TAX:

This section, which is the same as section 201 of the House bill;
%eraais chapter 6 of the code, which imposes the capital stock tax.
his tax is applicable with respect to years ending June 30, and. the
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repeal is effective with respect to years ending after June 30, 1945;
in other words, the repeal is effective with respect to the year ending
June 30, 1946, and succeeding years,

SECTION 202, REPEAL OF DECLARED VALUE EXCESS PROFITS TAX

This section, which is identical with section 202 of the House bill,
repeals subchapter B of chapter 2 of the Internal Revenue Code, which
imposes the declared value excess-profits tax. The repeal is technical,
since the tax applies only to corporations subject to capital stock tax,
which tax is repealed by section 201. The declared value excess-
profits tax is due with respect to the income tax taxable years ending
after the close of the capital stock tax taxable year. 'Igi'xe repeal of
_subchapter B is accordingly made effective with respect to income
tax taxahle years ending after June 30, 1946, the first year with respect
to which the repeal of the capital stock tax is effective.

SECTION 203. ALTERNATIVE TAX WHERE WAR LOSS RECOVERIES
INCLUDED IN NET INCOMBE

Section 203, which has been added to the bill as passed by the
House, amends section 600 of the code by adding thereto a new sub-
section (b) to impose an alternative declared value excess-profits tax.
This tax is applicable only in cases where the taxpayer’s net income
includes any amount on account of war loss recoveries under section
127 (c) of the code. It is limited to taxable years ending after June
30, 1945, and of course to years ending before July 1, 1946, since the
tax is repealed with respect to years ending after June 30, 1946.

Section 600 (b) provides that where the net income of the taxpayer
for purposes of the declared value excess-profits tax includes any
amount on account of war loss recoveries under section 127 (c), then,
in licu of the tax computed under section 600 (a) (the regular tax)
the tax shall be the amount computed under section 600 (a), after
exclusion from net income of the amount of the war loss recoveries,
plus the lesser of the following amounts: 1% percent of the amount of
the war loss recoveries included in the net income or 1% percent of
such portion of the net income which would be subject to tax under
section 600 (a) in the absence of this amendment.

Tirve III—Excise Taxes
SECTION 301. REPEAL OF USE TAX ON MOTOR VEHICLES AND BOATS

This section, which, except for numbering, is the same as section
302 of the House bili, repeals chapter 33A, added to the Internal
Revenue Code by section 557 of the Revenue Act of 1941, taxing the
use of motor vehicles and boats. The repeal is effective with respect
to the period after June 30, 1946, so that the tax will be inapplicable
with respett to the use of motor vehicles and boats on and after
July 1, 1946. Section 301 of the House bill terminating war tax rates

o

alter June 30, 1946, was eliminated.

SECTION 902, FLOOR BTOCKS REFUND AND TECHNICAL PROVISIONS
RELATING TO. REDUCTION OF COMMUNICATIONS TAX
This section corresponds to section 304 of the House bill, which
added to chapter 9A of the code two new sections numbered 1656 and
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1657. Section 302 of your committee bill further adds sections 1658
and 1659,

Section 1656, as added by section 304 of the House bill, covers
alcoholic liquors, including distilled spirits, imported perfumes con-
taining distilled spirits, wines, including liqueurs and cordials, and
fermented malt liquors. It provides for refund or credit (without
interest) of the excess of the taxes (including floor stocks taxes) paid
with respect to such liquors on account of the war tax rates over the
taxes that would have been payable in the absence of the war tax rates,
To be entitled to credit or refund, the liquor must, on July 1, 1946, be
held for sale or use in the manufacture or production of an article
intended for sale; the person so holding it must, prior to August 1,
1946, file claim for credit or refund; and he must also make, keep, and
file records as required, and must establish to the satisfaction of the
Commissioner, with respect to each kind of article for which credit or
refund is claimed by him under this section, that after June 30, 1946
and before October 1, 1946, the price at which articles of such kind
wore sold (until a number equal at least to the number on hand on
July 1, 1946, were sold) reflected, in such manner as the Commissioner
may by regulations prescribe with the approval of the Secretary, the
amount of the tax reduction. The Commissioner will be authorized
under regulations, to establish a system for making credit or refund
where the benetit of the tax reduction is passed on to the consumer.
The regulations may prescribe the method of arriving at the price
at which the article was sold before the tax reduction. The regula-
tions may also prescribe the method of ascertaining the reduced price
reflecting the tax reduction, if a credit or refund is to be allowed.
Credit or refund is not to be allowed under this section with respeect
to any article unless, with respect to all the articles of ‘all the kinds
as to which credit refund is claimed, the requirements of the section
and the regulations are satisfied. The word ‘““article,” as thus used,
may under regulations, mean a general class, such as distilled spirits,
wine, etc., or a subclass such as whisky, rum, etc., or rye whisky,
bourbon whisky, ete., or liquor sold under a special brand of a partic-
ular manufacturer. -

Under the amendment of code section 1656 made by your com-
mittee the liquor must be intended for sale or use in the manufacture or
production of an article held for sale on the rate-reduction date, the
claim for credit or refund must be filed ““30 days after the rate-reduc-
tion date;” records must be made, kept, and filed as required both
before and after the rate-reduction date (but not extending beyond 1
year thereafter) ; and tax reduction must be passed on, on and after the
rate-reduction date and before the expiration of 3 months thereafter
(until a number equal at least to the number on hand on the tax reduc-
tion rate has been sold). The term ‘“rate-reduction date’’ is defined in
section 1659. .

Under the Heuse bill section 1657 provides for credit or refund of tax
with respect to electric light bulbs held in floor stocks on July 1, 1946,
and with respect to which the mnanufacturers’ tax under section 3406 (a)
(10) was paid at the war tax rate. The amount of the credit or refund
is determined by the difference between the war tax rate and the tax
that would have been payable in the absence of the war tax rate; in
other words, the new tax rate. The credit or refund is to be allowed
only to the extent that the manufacturer has reimbursed the person
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holding the article in floor stocks for the amount of war tax passed on
to such person. The provision for credit or refund applies both to
electric light bulbs held for sale on the effective date of the change in
rate and bulbs held for use in the manufacture or production of an
article intended for sale. No interest is allowable on such credit or
refund, and claims are required to be filed prior to October 1, 1946.
The Commissioner is authorized to Frescribe necessary regulations
and no manufacturer or producer will be entitled to credit or refun
unless he has in his possession such evidence respecting inventories of
articles as to which he has made reimbursement of tax as the regula- .
tions prescribe, :

Under the amendment made by your committee, section 1657 is
applicable to electric light bulbs held on the rate-reduction date, and
claim must be filed prior to the expiration of 3 months after such
date.

Section 302 of the bill, as amended by your committee, also adds
code section 1658, which corresponds to section 301 (¢) (2) of the
House bill, establishing effective dates for the reductions in rates
of the tax imposed by section 3465 (a) (1), (2), and (3) with respect
to telegraph, telephone, radio, and cable facilities. Under section
301 (c) (2) of the House bill the reduction in the tax imposed by
section 3465 (a) (1) with respect to telephone toll calls, and telegraph,.
cable, or radio dispatches or messages is applicable as of one date,
July 1, 1946, with a different date applicable with respect to services
taxable under subsections-(2) and (3). The reduction in the taxes
imposed by section 3465 (a) (2) and (3) with respect to leased wires,
wire-equipment service, and local telephone service for which no
previous:bill was rendered was to be applicable with respect to amounts
paid pursuant to bills rendered on or after August 1, 1946.

As added by section 302 of your committee bill, section 1658 pro-
vides that with respect to section 3465 (a) (1), (2), and (3) the war
rates shall apply in the case of amounts paid pursuant to bills rendered
prior to the rate reduction date, and in the case of amounts paid pur-
suant to bills rendered on or after the rate reduction date for services
for which no previous bill was rendered, the decreased rates shall apply
except with respect to such services as were rendered more than 2
months before such date. In the case of services rendered more than
2 months before the rate reduction date, the provisions of sections 1650
and 3465 in effect at the time the services were rendered are to be
ap}q)licable to the amounts paid for such services.

Section 302 of your committee bill also adds to the code section 1659.
This section defines the term ‘‘rate reduction date,” used in other
sections of chapter 9A as ‘amended by your committee, to mean
the first day of the first month which begins 6 months or more after
the date of the termination of hostilities 1n the present war.

BECTION 303. CONTINUATION OF POWER OF SECRETARY OF THE TREASUR&
TO AUTHORIZE GOVERNMENT EXEMPTION FROM CERTAIN EXCISE
TAXES

This section is the same as section 305 of the House bill. The
section deals with the authority -conferred by section 307 (c) of the
Revenue Act of 1943 upon the Secretary of the Treasury to author-
ize exemption from the taxes imposed by chapter 19 of the Internal

8. Repts., 78-1, vol, 3——46



42 THE REVENUE BILL OF 1045

Revenue Code relating to retailers’ excise taxes, chapter 29 relating
to manufacturers’ excise and import taxes, and chapter 30 relating to.
transportation and communications taxes, notwitgstandinv amend-
ments of the Internal Revenue Code made by section 307 of such act
rendering certain exemptions for benefit of the United States,
States, etc., inapplicable with respect to the United States. To make
permanent the authority thus conferred upon the Secretary, section
305 of the bill strikes out the last sentence of section.307 (¢) which
now makes the Secretary’s authority inapplicable to any contract
entered into on or after the first day of the first month which begins
6 months or more after the date of termination of hostilities in the

resent war. It was believed that administrative processes would

e simplified if the person selling articles or rendering service to
the United States paid over to the collector of internal revenue the
taxes on such sales. The Secretary has authorized exemption in
several exceptional situations where exemption was found to be ad-
ministratively more efficient. It is administratively desirable that
the authority granted to the Secretary be continued. The authority,
as continued, would also enable continued .exemption to be granted,
should it appear desirable, in the case of other governmental excise
tax exemptions which will terminate at some period after the termina-
tion of hostilities, for example, the exemption from the tax imposed
by section 3404.

TirLre IV—SociaL Skcuriry Taxes
BECTION 401. AUTOMATIC INCREABE IN 1946 RATE NOT TO APPLY

This section, which is the same as section 401 of the House bill
postpones the increase in the rates of the taxes imposed by the Federal
Insurance Contributions Act (subchapter A of chapter 9 of the code).
Under existing law, the rate of the income tax on employees imposed
by section 1400 increases from 1 to 2% percent on January 1, 1946, and
the rate of the excise tax on employers of one or more employees im-

osed by section 1410 also increases from 1 to 2% percent on such date.

n the case of each such tax the amendment provides that the 1-per-
cent rate shall remain in force through the calendar yecar 1946, and
that the 2%-percent rate shiall be applicable to wages paid and received
during the calendar years '947 and 1948.
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