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LEGISLATIVE HISTORY
OF THE

CURRENT TAX PAYMENT ACT OF 1943

1. Introductery

The main features of the Current Tax Payment Act of 1943 are
a combination of a Treasury plan for withholding and collecting at the
source of a portion of income taxes upon wage earners and salaried
persons, and the so-called “Ruml Pay-As-You-Go Tax Plan” for tran-
gition to complete currency in tax payment, effected by “skipping” the
taxable year 1942, simultaneously proposed by Mr. Beardsley Ruml
treasurer of R. H. Macy and Company, and chairman of the Federal
Reserve Bank of New York, modified in two respects, namely, first,
in re?ect of the inclusion of two so-called windfall provisions and,
second, in respect of limiting the cancellation of the 1042 tax liabilities
to 75 percent thereof. ' :

As regards the proposal for the withholding and collection of income
taxes at the source, particularly upon the wage earners and salaried
persons, this appears first to have been presented to both the Com-
mittee on Ways and Means of the House of Representatives and the
Committee on Finance of the United States Senate at hearings held
before these committees in 1941, by Dr. Albert G. Hart, associate
Professor of Economics, Iowa State College, Ames, Iowa. Dr. Hart
testified at length at these hearings with regard to the necessity for in-
stituting “withholding at the source” in order effectively to implement
the income tax as a means of curbing inflation.! Dr. Hart stated that
he not only spcke on behalf of himself, but also expressed the unani-
mous opinion of some 170 other economists who had signed a memo-
randum on defense taxation. At the hearings before the Finance
Committee, Dr. Hart introduced an article on withholding by a leading
En?lish student of finance, Mrs. Ursula H. Hicks, dealing primarily
with the British system, as well as one by Walter H. Heller, of the
University of Wisconsin, which dealt not only with the experiences
of withholding at the source of certain American states and munici-

alities, but also with those of British Columbia and Canadg, Also
* introduced at these hearings was a reproduction of Chupter X, relatin
to details of a proposal for prompt collection of income taxes, of “Fi-

1 Hearings entitled “Revenue Revizlon 6f 1841, before the Committee on Wnys and
Means, Houwe of Representatives, 77th Cong., 1st Bess, on Revenue Revislons of 1941,
revised April 24, 28, 20, 80, May 1,2, 5, 0, 7, 8, 9, 1941, Vol. I, p. 324, 333-334, 336-337,
848-349 ; and hearings entitled “Revenne Act of 1041,” before the Committee on Finance
United States Benate, 77th Congress, 1st Sess., on H, R. 5427, revised August 8, 11, 12, 18,
14, 15, 18, 19, 20, 21, 23, and 23, lNl.&. 387, 308440. It is to be noted that the general
withholding provieions of the Income Tax Act of 1918 and the Revenue Act of 1816 were,
on the recommendation of the Treasury, abandoned in 1917. See 8. Rep. No, 108, 65th
Cong., 1st Bess., p. 20. The War Revenue Act of 1017 and subsequent revenue acts retained
these provisions, generally :peaklnﬂ °"€f in respect of non-resident alien individuals
- deriving income from sources within the United States.

(1)
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nancing Defense,” written by Dr. Hart himself, and various with-
holding returns employed in British Columbia.

The Treasury’s plan for “withholding at the source” was first pre-
sented to the Ways and Means Comimittee of the House on March 3,
19422 and later deseribed.® It was informally the sense of the com-
mittee that the Treasury and Joint Committee * staffs should study
the suggestion and report back to the committee for its consideration
before the bill was reported;® and, in its final action, the committee
adopted the suggestion.®

Accordingly, Section 153 of the 1942 revenue bill as it was reported
to the House on July 14, 1942, contained eclaborate provisions for
collection at the source.’

However, the Finance Committee amended the bill by strikin% out
the withholding features thereof and substituting therefor the “vic-
tory tax™” with its withholding provisions, which the committee in its
report explained at Icngth.‘ The bill, as it passed the Senate, con-
tained the “victory tax” provisions proposed by the Finance Com-
mittee. In passing, it should be mentioned that the report of that
committee made no reference to Section 153 of the bill as it passed
the House or to its own action in striking it from the House bill. The
House receded from its disagreement to the amendmerit.?

Asregards Mr. Ruml’s “Pay-As-You-Go Tax Plan,” it is to be noted
that it is the only one ever submitted which was designed to make all
individual taxpayers fully current. Mr, Ruml revised it on July 20,
1942, and again on November 16, 1942, Originally. the plan entailed
the cancellation of the entire 1941 tax liabilities. for which the 1942
liabilities were later substituted. He first submitted his plan to the
‘Finance Committee of the Senate at hearings held before that com-
mittee on the Revenue Act of 1942, on July 27, 1942, and testified with
regard thereto at length.!° '

Mr. Ruml testified again at hearings entitled “Withholding Tax,?
held in executive session on August 13. 1942, before a subcommittee
of the Finance Committee on “Data Relating to Withholding Provi-
sions of the 1942 Revenue Act.” These hearings have since been
published.”

At the same hearings, the Treasury presented a memorandum show-
ing the results of field investigations into the employers' problems in
introducing collection-at the source for wages and salaries.'* It was
stated on behalf of the Treasury that the whole collection at the source

3 Hearlngs entitled ‘“‘Revenue Revision of 1942, before the Committee on Ways and

Mgalxﬁ.d Houses(;t 5;"55‘“““’“' 77th Cong., 2d Bess., p. §.
.+ PP. —04&y g

¢ Reference here is to the Joint Committee on Internal Revenue Taxation, created by
Bection 1203 of the Revenue Act of 1820, ¢. 27, 44 Btat. 9.

§ 8ee Treasury mimeograph '‘Committee Action on Revenue Bill of 1942, June 26, 1942,
Bec. B (4), Collection at the Source, p. 8. A copy of this mimeograph {8 included {n Vol'l
of the 1942 revenue bill in its various forms as compiled by the writer.

$ Treasury mimeograph entitled ‘Committee Action on Revenue Bill of 1942" (revised
July 20, 1042, in accordance with H. R, 7378 and passed by the House of Representatives),
Sec. B, (4), p. 8. A copy of this mimeograph is also included in Vol. 1 of the 1042 revenue
bill in its various forms compiled by the rrlter.

T For a full exphggx_!losnﬁ of the provisions of Bection 133, see H. Rep. No. 2833, T7th

Cong.. 2d Bess., f&a 1
8 8. Rep. No. 1, same Congress and Sesslon, pp. 6-28, 162-174.

*H, Conf. Rep. No. 23886, pp. 1, B5-57.

3 8ee hearings entitled “"Revenue Act of 1942 before the Committee on Finance,
U. 8. Benate, 77th Cong., 24 Sess., on H. R. 7878, an act to provide revenue and for otber
pu 8, held In July and August, 1842, p. 178, et seq.

1 Hearings entitled "Withholding Tax,” before a sub-committee of the Committee on
Finance, U. 8. 8enate, 77th Cong., Bess., on data relating to withholding provisiona of
the 1942 Revenue Act, p. 2

18 I%{d., pp. 18-56.
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prgam had been carefully examined since the House bill was “en-
acted” (H. R. 7878, 77th Cong., 2d Sess.),'* with the idea of making
improvements, and that it was thought the objective had been very
definitely established.’* At thess hearings, however, the Treasury
indicated its ideas regarding the Ruml plan only very generally.'®

On August %4, 1942, the sub-committee unanimously.approved the
Ruml plan, rejecting certain suggested-modifications made by the
Treasury, and, in an oral report made to the Finance Committee on
that day, recommended the cancellation of the 1941 taxes and their
application to 1942 incomes.** But, on August 26, 1942, the Finance

mmittee rejected the Ruml plan by a vote of 13 to 3, as also an
amended version thereof to limit its benefits to persons receiving small
incomes, by a vote of 11 to 6.

In the period intervening between the close of the hearings held
before the sub-committee of the Finance Committee, which were con-
cluded on August 22, 1942, and the opening of the 78th Congress,
Mr. Rumi made repeated J)ui)]ic statements with regard to his position,
as did rlso the Treasury. .

After the opening of the 78th Congress the discussion continued,
others joining therein, including the President.”

Thereafter, between February 2 and 15, 1943, hearings were held be-
fore the Committee on Ways and Means, House of Representatives, on
4 proposal to place income tax of individuals on a pay-as-you-go
basis.® The Treasury presented a formal statement at these hearings
on February 3, 1945, and also adduced testimony with regard to 1its
position, both as regards its proposal for withholding at the source
and as regards various methods of transition, including the Ruml plan
of “skiﬁpm ? a year.!

Mr. Ruml also testified at length at these hearings on February 4
19432 submitting the same formal statement of the plan, dated
March 25, 1942,%

2. The first Ruml-Carlson bill (H. R. 2042)

Thereafter, vn March 2, 1943, Mr. Carlson introduced H. R. 2042,
which, like House Joint Resolution 17, introduced by him previously,
on January 6, 1943, contained the Ruml plan, but did not contain any

3 Revenue Act of 1842, ¢, 619, 56 Stat. 788.

M Hearings entitled ""Vuhholdlng Tax.” before a sub-committee of the Committee om
Pinance, U. .. Senate, T7th Cong., 2d Sess., on data relating to withholding provisions
of the 1942 levenue Aect, pp. 111, ef seq.

1 lb(d..Npp. 144-147,

3 The New York Times, August 25, 1942, p. 2, col. 2.

1 Ibid., August 27, 1942, p. 1, col. 1.

M Ree e. g, The Wublné:n Evening Star, August 25, 1942, p. 1, cols. 6-7; The New
York Times, gtember 1, 1842, p. 22, col. 1; fbid., Beptember 11, 1942, p. 11, col. 1; (bid.,
Reptember 15, 1842, P 20, col, 7 (bid., Beptember 26, 1942, p. 9, col. 8; {bld., Beptember
27, 1942, p. 24, col. 8 ‘bfd., October 2’5. 1042 1) 86, col. 7; {bid., October 28, 1942, p, 123,
col. 8; The Washington Post, December 17, 1942, p.' 18, col fbid., November 20, 1042,
R %_? ]c;(;. 4; (bd., January 7, 1943, p. 21, col. §; 89 Copg. Rec., Januery 14, 1943, pp.

3 The New York Times, January 9, 1943, g 1, col. 4: 88 Cong. Rec., January 12, 1948,
g& 130-181; (bid., Jlnuar; 25, 1843, p}). AB08-809; The New York Times, Januur{ 24

3, p. 81, col. 1; {dd., January 27, 1943, p. 12, col. 8; hearings entitled “Indiv dual
Income Tax," before the Committee on Ways and Means, House of Representatives, T8th
Coag. 1ot Bess., A Prog:l to Place Individual Income Taxes on a Pn;-As-Yon-Go Basis,
B 48, 244 ; 89 Cong. Rec,, January 26, 1948, pp. A823-824 ; The New York Times, March

1848, p. 22, col. 2: {bid., April 21, 1048, p. 1B, col. 1. :

# Hearingn entitled “Individual Tncome Tax,' hefore the Committee on Ways and Means,
Houxe of Representativer, 78th Cong., 1st 8es<, on a proposal to place income tax of
fndividuals on & pay-as-you-go basis.

nIbd., pp. 9-24, 26-107.

B IMd., pp. 155-244. .

B Ivid., pp. 168-182.
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withholding provisions. The bill did, however, contain what was |
afterwards, in modified form, to become the first of two anti-windfall h
rovisions,  To this end, Section 2 (b) provided a special rule for 1942
}or those having an income of $20,000 or more for a tuxable year be-
sinning in 1942 or in 1943, whichever was lower. In such cases, the
till provided that the lower liability should be discharged. No ex-
planation was given by Mr. Carlson of this bill, no doubt because it was
shortly to be displaced by unother (H. R. 2245), hereafter more par-
ticularly referred to.

3. The first Ways and Means Committee bill (H. R. 2218) ,'

On March 15, 1943, there was printed a commnittee print of a bill

for introduction by Mr. Doughton as Chairman of the Way and Means
Committee, to provide a method for the pavment of individual income
taxes, and on Mareh 17, 1943, Committee, Print No. 2 of this bill was
printed. The bill was introduced by Mr, Doughton on March 17, 1943, !
as L R, 2218 Tt provided merely for the collection of taxes at the :
gource on wage earners and salaried persons, in general crediting the
amonnts ~o withheld on tax Habilities for the prior year. The bill did
not, however, contain any compulsory provisions for current tux pay- ;
ments.  Instead, it provided that any taxpayer might in any taxable i
year voluntarily put himself on a current tax payment basis by paying,. i
in addition to the tax for the previous year, the estimated tax for the
then current year. Tomake the plan attractive, a discount was allowed
on this advance payment.?*
"~ It is to be noted that Section 5 of the bill provided for an amend-
ment of Section 22 (b) (13) of the Internal Revenue Code, so as to
exclude from gross income of military and naval pemonncf without
distinction as to rank an amount not to exceed $3,500 over the personal
exemption claimed under Section 25 (b) ; and Section 6 provided for
the abatement of the tax for members of the armed forces who died
while in active service.

4, The House report on the first Ways and Means Commnittee bill
(H. R. 2218) ’

H. R. 2218 was reported to the House on March 19, 1943.% It ap-
pears from the report that the Ways and Means Committee had
rejected the Rumnl plan as outlined in the Ruml-Carlson bill (H, R.
2245). As stated in the report, the primary basis for such rejection
was that all of the 1942 tax of $10,000,000,000 was to be cancelled,
which it was said the Government could not afford to do. The report
also stressed the inequity of total cancellation, pointing out that tax-
payers with large windfalls in 1942 would entively escape the tax
thercon. For a smmary of the Treasury’s additional technical objec-
tions to the plan, see the minority report on the bill?

3 On March 25, 1943, Mr. Doughton stated to the House that H. R, 2218 had not been
written by the 'J‘reasurg. 89 Cong. Rec., p. 2487.

= H. Re{;. No. 268. nly the bills upon which action was taken, or those having & direct
relation thereto, are here discussed. any others were introduced, both In the lfonn and
the Senate, upon which no action was taken. A copy of each of these is, however, included
in the two volumes of the bills in their various forms relating to the Current Tax Payment
Act of 1943, as complled by the author.

» H. Rep. No. 268, I'art 2, p. 7.




5

5. The second Rumli-Carlson bill (H. R. 2245) and the House
ﬂgngiglreport on the first Ways and Means Committee bill
(H. 8)

On March 22, 1943. Mr. Cirlson advised the House that he.would
offer H. R. 2245, which he had that day introduced, as a substitute for
H. R. 2218, and that H. R, 2245 contained (1) the withholding pro-
visions of the Committee bill; (2) the “notch™ provisions in the anti-
windfall section of his first bill (H. R.2042), hereinafter again referred
to; (8) a further anti-windfall provision designed to recapture a por-
tion of the tax cancelled in respect of the taxpayer’s abnormal income
in 1942 or 1943 over 1941, und (4) the so-called Woodruff amendiment
relating to members of the armed forces, identical with those in
H. R. 22187

The minority report on H. R. 2218, which was made by nine Repub-
lican members of the Ways and Means Commttee,® already referred
to,® was also a report on the second Ruml-Carlson bill (H. R. 2245).
While this bill provided for the cancellation of the entire 1942 tax,
it contained two provisions intended to tax windfalls, first, in cases
where the 1942 income was higher than the 1948 income and, second,
where both the 1942 income and 1943 income were higher thun the
1941 income. As the minority report explained in respect of the first, -
an exception was made as regartﬁo cancellation of 1942 income in the
case of those taxpayers with more than $20,000 income in 1842 and
whose 1943 income was less than the 1942 income. These would, in
effect, be required to pay taxes in 1943 on the basis of their higher
1942 income, and the assessment against their 1943 income woul% be
abated instead. As rds the second, the report explained that,
in order to prevent windfalls in cases where both 1942 and 1843 incomes
were abnormally higher than 1841 income, a special tax was imposed
on the abnm-ma{portion of the income, in the place of the tax for 1942
or 1943, whichever was higher and abated. - In such cases, if the 1942
income was equal to or less than the 1043 income, a 25 percent tax was
imposed on the excess of 1942 income over $50,000 or over the 1941
income, whichever was greater, plus 25 per cent in addition to so inuch
of the excess as exceeded $500,000. Upon furnishing security, the tax-
payer was allowed an extension of not exceeding 18 months within
which to pay the tax, and in exceptional cases, an extension of an
additional 12 months.® For further detailed explanation of H. R. 2245,
see Mr. Carlson’s statement in the House, made on March 27, 1943.%

" 6. The Congressional debatés on the first Ways and Means
- "Committee bill (H. R, 2218)

The first Ways and Means Committee bill (H. R. 2218) was debated
in the Cpmmittee of the Whole House on the State of the Union on

o 89 Cog.e Rec., March 22, 1043, p. 2282,

# The other Republican member, Mr. Gearhart, of California, did got sign the report.
He op forgiveness. Bee, e g., his statements on the floor of the House on Mareh 24,
27 80, 1948. 89 Cong. Rec. pp. 2411, 2591-3893, 2752, 2768-2170.

:"“Rap. N&__m“ Part 2, cited In footnote 28, snpre, .

w89 Cong. Rec. March 27, 1948, pp. 75822585

702194—486—2 .
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March 2004 265 270 and 20.% 1943, wnd each time the committee
reported to the House that it had come to no conelusion thereon.  In
the conrse of these debates a number of amendments were offered, but
none was aceepted,

7. The House rejects both the first Ways and Means Commilttee
bill (H. R. 2218) and the second Ruml-Carlson hill (H. R. 2245)

On Mareh 300 19830 Mr. Doughton ngain moved that the Honse
resolve itself into the Committee of the Whole House on the State
of the Union for further consideration of the first Wavs and Means
Committee Il (H. RO 2218)0 The motion was sagrreed to, and there-
upon Mr, Carlson offeved an mmendment to the bill, in the natwe of
a substitute therefor, by striking ot all of the hill except the enacting
clanse and inserting the matter thereafter, <et forth in the Record m
ihe place thereof . which embodied the provisions of the second Ruml-
Carlson bill (H. R. 2245). ‘The motion was debated at length, The
amendment was adopted by the comniittee by a vote of 199 1o 188,
However, the committee thereupon rose and, being put to a vote of
the House, the amendment was rejected by a vote of 215 to 198 Buat,
immediately thereafter. on motion of Mr. Carlson, H. R. 2218 wag
recommitted to the Wavs and Means Committee by a vote of 248
to 168.% :

8. The second Ways and Means Committee bill (H. R, 2570) and
the report thereon

Theveafter. on April 22, 1943, Mr, Doughton introduced H. R. 2570,
and on April 30, 1943, he veported the bill to the House.® ‘The report
explained that, in meeting the criticism of the House implied in its
rejection of the first Ways and Means Conmmnittee bill (II. R. 2218),
that this did not go far enongh towards placing taxpayers an a current
busis. the committee had worked out a substitute which had the effect
of relieving approximately one-half of the total individual tax Linbility
for 1942 on the only basis which the committee deemed fair, namely,
by forgiving so much of the 1942 tax us represented the veduetion
personul exemptions and the increase in the vates made by the Revenue
Act of 1942.% Tables set out on pages 16 to 20 of the report show both
the nmomt of the tax forgiven and that unforgiven, Jm portion for-
given ranging from 100 per cent in the case of small incomes (of from
500 to $1.500, ag the ease might be) to 10 per cent in cases of the
largest incomes.  As regnrds the unforgiven portion of the 1042 tax,
it was provided that this was payable over a three-year period, one-
third on March 15, 1944, one-third on March 15, 1945, aud one-third
on March 15, 1946, Discountx were provided to encourage taxpayers
to liquidate the 1942 liability as quickly us possible anil thus to place
themselves on a current basis. The bill contained the identical relief

» 4., March 35, 19048, pp. 2487-2512. 3
”1hid., Mareh 26, 1043, pp. 36383364

% Ibid., March 37, 1843, pp. 2576-2600;

8 IMd,, March 29, 1848, pp. 2614-2687.

% I'bid., March 830, 1943, pp. 2742, 2748-2780.

™ Ivid., p. 2771.

®I4id., p. 2713,

® H, Rep. No. 401.

oI, p. 3.
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wovisions for members of the armed forves as the fint Ways and
feans Committee bill. H. R. 2218, :

9. The minority report on the second Ways and Means Commitlee
bill (H. R, 2570)

‘The minority report on Ho R. 2570, made contemporaneously with
the majority report on April 30, 1943, expressed the views of the nine
Repablican members of the committee who had made the minovity
report on the fist Ways and Means Committee bill (I, R, 2215) %
Aside from a criticism of H. R, 2570, the minority report contained
an explanation of a revised Runnl-Carlson plan.®

The revised plan provided for the discharge of 1942 tax liabilities
s of September 1, 1943, except in cases of fraud The two windfall
provisions of the second Ruml-Carlson bill (H, R. 2243) were changed
in certain important particulars.  As regards the first anti-windfull
provision, the revised plan provided, similarly as did H. R. 2245, that,
1f the 1942 tax was $1.050 (the tax on surtax net income of $5.000) or
more, and also more than the 1943 tax, the 1942 tax was abated. but
the tax for 1943 was increased by the amount which the 1942 tax
exceeded the 1943 tax, or by the umount which the 1942 tax exceeded
SLOM in cases where the 1943 tax was less than that amount. The
effect of the provision was to require such a taxpayer to pay in 1943
a tax equal to the higher of the two years with one exception, numely,
if the 143 tax was less than $1.050, the 1943 tax was increased only
hy the excess of the 1942 tax over $1.050. This is the so-called “notch”
provision. alrendy referred to. here applied to a taxpayer whose income
was slightly over $5.00 in 1942, instead of to one whose income was
over $20000, a8 provided in H. R, 2245.4

A substantial change was made by the revised plan in the second
anti-windfall provision contained in H. R. 2445, The revised plan

rovided that 1f both 1942 and 1943 incomes exceeded the 1941 income
i %3000, the tax for 1943 should be increased by an amount equal to
a tax computed as if the portion of the surtax net income for 1942
which (1) exceeded $5.000 plus the surtax net income for 1941 and
(2) did not exceed the surtax net income for 1943 constituted both
the surtax net income and the net income for the taxable year 194,
The minority report explained that the revised plan provided n special
rule in case both the 1942 and 1943 incomes were more than $3.000 in
excess of the 1941 income,**

The revised plan also, of course, contained the withholding provi-
stons of the second committee bill (H. R. 2570), as well as its relief
provisions for members of the aruied forces.

Theveafter. on May 3, 1943, the revised Ruml-Curlson plan was
incorporated in a committee print of a bill for introduction by Mr.
Cavlson, This was the third 'BumLCarIson bill. While the bill was
not introduced, its provisions, as hereinafter explﬁged, were thereafier
offered by Mr. Carlson as a substitute for H. R. 2670. " '

{8 N .

S H No, 401, Part 2

bt 1"’1"‘"

“Thid., pp. $-10. . o

“uy ‘&& Se0 also the committee print of the revieed Rem[-Carison plan. dated

Moy 108, orolaatine ﬂ"m”ﬁ‘m“ priat af the rviend Runl-Cariam. plam dad

May 3,1
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10. Mr. Doughton’s explanation ‘on the floor of the House of the
differences in the first Ways and Means Committee bill
(H. R. 2218), the second Ruml-Carlson bill (H. R. 2245) and
the second Ways and Means Committee bill (H. R, 2570)

On the same day, May 3, 1943, Mr. Doughton stated on the floor of
the House, similarly as in the House report on the bill. that, if he
understood the temper of the House, it congidered that the first Ways
and Means Committee bill (H, R. 2218) did not go far enough and
that the second Ruml-Carlson bill (H. R. 2245) went too far as regards
forgiveness of the 1942 tax. He explained that, since the second Ways
and Means Committee bill (H. R. 2570) relieved the taxpuyer of d):e
added burden of the 1942 Act resulting from the lowering of the
exemptions thereby and the increase in rates. the entire amount of the
1042 tax forgiven was $5,000,000,000. Thus, new taxpayers_were
entirely relievad from the tax and the old ones to the extent indicated.
Mr. Doughton explained, as has already been stated, that the uncan-
celled portion of the 1942 tax was to be spread over a three-year period
commencing on March 15,1944, He further asid that the withholdinﬁ
provisions of H. R. 2570 were identical with those of H. R. 2218 an

H. R. 2¢445.% _
11. The Robertson-Forand bills (H. R. 2277 and 2577)

On March 23, 1943, Mr. Forand (a Democratic member of the Ways
and Means Committee) had introduced H. R. 2277, known as the
Robertson-Forand bill, and on March 25, 1843, Mr. Forand had dis-
cussed the measure at some length.*' This bill contained withholding-
at-the-source provisions identical with those contained in the first
Ways and Means Committee bill (H. R. 2218). In addition, the bill
contained provisions for the current s)ayment, of basic liabilities
amounting approximately to the normal tax, the surtax at the first
bracket rate, and the net “victory tax.” The balance of tax liability for
any taxable year was to be collected in the year following the receipt
of income as under existing law. In addition, the bill contained a pro-
vision for the cancellation and discharge of an amount of the 1942 tax
equal to the normal tax of 6 percent and the surtax at the first bracket
rate of 13 percent. This proposal appears to have been made by Mr.
Robertson, another Democratic member of the committee, and it is
gn] lthis account that the bill came to be known as the Robertson-Forand

i .48 B ’ ’

On May 3, 1943, Mr. Forand introduced his second bill (H. R. 2577),
also known as the Robertson-Forand bill. This contained substantially
similar provisions to those of H. R. 2277. On the same day, Mr.
Robertson explained at length the provisions of this bill on the floor
of the House.** Mr. Forand explained them more briefly, and how
they worked. He stated that 99 percent of taxpayers wouljc’l,be put on
a 75 percent current basis and that the bill (1) forgave 19 units, 6 per-

« 80 Cong. Rec, May 3, 1948, pp. 8836.

ot Iid, March 43 and 25, 1943, pp. 2409, A1422-A1424.

“ 3ee H. Rep. No. 268, Part pp. 10-11. The suggestion that the percen to be
withheld n&proximte a percentage equal to the normal tax of 8 percent and the first
surtax bracket of 13 pemt-um{«n first to have been made by the Treasury., Bee hea
entitled “Withholding Tazx,” held In August, 1042, befare the Sabcommittee of the Co
tee on Finance, United Btates Benate, on data relative to withboMing provisions of
1942 Revenue Act,ﬁp. 57, 69.

® 89 Cong. Rec., May 8, 1943, pp. 2850-2853.
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cent normal tax and 18 percent surtax, (2) withheld 20 percent, i. e.,
8 percent “victory tax” and 17 percent income tax, (3) increased ex-
emptions for members of our armed forces to $3,500, less personal
exemptions on compensation received for military service, and (4)
abated all taxes owed by members of our armed forces who died while
in active service,*

12, The House re jects $he second Ways and Means Commiltee bill
(H. R. 2570), as well as the revised Ruml-Carlson plan, and
substitutes for the committee bill the provisions of the
second Robertson-Forand bill (H. R. 2577) as H. R. 2570

The second Ways and Means Committee bill (H. R. 2570) came on
for consideration by the Comumnittee of the Whole House on May 4, 1943,
In the course of the debate,® Mr. Carlson offered his revised Ruml-
Carlson plan as contained in the committee print of his bill dated
March 38, 1943, heretofore referred te, as an amendment to H. R. 2570
and in the nature of u substitute Uwrefor, by striking out all of H. R,
2570 after the enacting clause and inserting the provisions of the com-
mittee print of the Ruml-Caxlson bill in the pluce thereof.®*  An amend-
ment to the Carlson amendment, offered by Mr. Andresen, of Minne-
«ota, striking out 1941 as the base year used for comparison with 1942
or 1§43, as the case might be, and substituting therefor 1940 as the base
year, was agreed to.** A number of other amendments to the Carlson
amendment were rejected.”* The amendment as thus amended was
agreed to in the Committee of the Whole House by a vote of 197 to
166,* but was rejected by the House itself by a vote of 206 to 202.t

'flxereupon. Mr. Kunutson (a8 Republican member of the Ways and
Means Committee) moved ¥ to recommit H. R. 2570 with instructions
to the committee to report the same back to the House forthwith with
the following amendment, namely, striking out all of the bill excepting
the enacting clause and inserting thereafter the provisions of the
second Robertson-Forand bill (H. R. 2577).% The motion was agreed
to by g vote of 230 to 180. M. Doughton forthwith reported H. K.
9570 back as so amended.” In answer to an inquivy from the floor,
Mr. Cooper (a Democratic member of the Ways and Means Com-
mittee) stated that the amendment was H. R. 2577, the bill which had
been introduced by Mr. Forand (May 3, 1943). The bill as thus
amended was adopted by a vote of 313 to 95.% A motion to reconsider
the vote by which the amendment was adopted was laid on the table.*

13. Hearings held on H. R. 2570, as amended (the second Robert-
son-Forand bill), before the Finance Committee of the Senate
on May 6, and 7, 1943

H. R. 2570, as it passed the House (that is, the Robertson-Forar -}
bill), was introduced in the Senate and referred to its Committes on

»1bid,, A 3860-3861.

# Ibid., May 4 m% pp. 3915-3056.

@ 1bid., pp. 3029-3987.

 [bid., pp. 8945-3946.

:;Nd., P 395’1-3942. 3942-3043, 8943-8944, 3044-3045.
D .

w 15id. Bod7-8848.

* Jbid., p. 3948,

% Idid., pp. 3948-3957.

® Ihid., p. 8957

® Ibid., pp. 3957-3958. .

“ Ibid., p. 3938.
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Finance on May 5, 1943.% On May 6 and 7, 1843, that committee held
hearings on the bill. Only representatives of the Treasury and of the
staﬂh of the Joint Committee on Internal Revenue Taxation testified
at them.®

14. The Finance Comnmittee rejects the House bill (H. R. 2570),
and by an amendment substitutes its own measure therefor
which embodies the Ruml plan

On the day the hearinfs were concluded, May 7, 1043, the Finance
Committee, by a vote of 13 to 7, voted to adopt the Rumi plan.*¢
Accordiniljy, it rejected the House bill in toto. It did so by an amend-
ment striking out the whole of it and substituting its own measure
therefor, which it explained in its report dated May 10, 1943.%

The bill as thus amended contained provisions for (13 current pay-
ment of individual income taxes for 1943 and subsequent years, (2)
treatment of the 1942 tax, (3) soldiers’ and sailors’ re\ief, and (4) an
extension of time in connection with the release of powers of
appointment. . '

he withholding provisions were correlated with the social security
tax withholding provisions instead of with those pertaining to the
“victory tax,” of which they were made an amendment by the bill as
it passed the House. Thesé provisions were similar to those in the
House bill and applied only to wages. The amount to be deducted
was 20 percent, 3 (Fercent representing the “victory tax,” and 17 per-
cent the estimated amount of the normal tax and the surtax at the
first bracket rate. Withholding was to commence July 1, 1943. Pro-
vision was also made to place non-wage earners upon a current basis,
as well as for the payment currently of the liability of wage earners
in excess of the amount withheld at the source. There wem‘zﬁso provi-
sions for the current paymeu of tax not collected at the source.

As regards cancellation of the 1942 tax, the bill provided, as did the
final Ruml-Carlson bill, for the discharge of such liability in its
entirety as of September 1, 1943, and that all individual taxpayers
were to be pluced upon a current basis for the year 1943. By way of
the first anti-windfall provision, the bill provided that where the 1942
tax was greater than the 1943 tax, the latter should 'be increased by
such excess, except in the case of taxpayers who had entered upon
active military or naval service in 1942 or 1943, in which case the tax
for 1943 should not be increased by any portion of such excess which
was attributable to earned income as defined by Section 25 (a) (4) of
the Internal Revenue Code. There was a second windfall provision
designed to limit the discharge of the 1942 tax in cases where the
surtax income for 1942 or 1943, whichever was less, was greater than
the surtax income in one of the base years 1938, 1939 or 1940, which
the taxpayer might choose, plus the sum of $10,000. In such case, the

@ Prior thereto, oh February 1R 1043, there was laid before the Benate a joint resolution
of the assembly of the State of Nevada memorislising Congress to amend the law on
collection of fncome tax to & pay‘a‘se-jou-go basis. 89 Cong. Rec., pp. 1082-1083. And on
Mareh 28, 1943, there was presen to the Senate a joint me of the legislature of
the Btate of Washington addressed to the Finance Committee to put into effect some plan
of collecting income taxes each month as the monei is actually earned. Jbid,, p. 2816,

€ Hearings, entitled ‘Current Payment Tax Act of 1943 before the Committee on
Finance, United States Renate, 75th Cong., 1st Ness., on H. R. 2570, an aet 10 provide for
the current payment of the individual fucome tax, and for ofher puarposes.

# The New York Times, May 8, 19438, p. 1, ¢col. 2.

® 8, Rep. No. 221,
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discharge was limited to the amount of the tax computed upon the
income for such year plus $10,000. The provision was designed so
as not to forgive the tax on substantial increases of income in the
current year over the income of pre-war years.® The bill, as reported
to the Senate, also provided for the payment of the increase in the
1943 tax, made by the anti-windfall provisions, in four equal annual
installments, commencing March 15, 1945.

As regards the relief provisions for members of the armed forces,
Section 22 (b) (13) of the Internal Revenue Code was amended so
as to exclude from income so much of their compensation as did not
- exceed $1,500, and the provisions relating to abatement of tax at death
were made more specific than those contained in the bill as it passed
the House.*' o

And, finally, the bill provided for an extension of time in connection
with the release of powers of appointment for estate and gift tax pur-
poses from July 1, 1043, to March 1, 1944, .

15, Senator La Follette’s individual views,

There was no minority report, but Senator La Folletté of Wis-
consin, on May 11, 1943, presented his individual views in a se}mrate
report.® Senator La Follette disapproved cancellation of 1942 liabili-
ties and suggested a plan for the commencement of current collection

inst the 1943 income on July 1 without cancelling 1942 liqbilitﬁ',
owing the individual taxpayer the right to pay in quarterly install
ments in the calendar year 1944 that part of the 1943 liability not met
in the current collections from July to December, 1943, ‘and thereby
increasing the revenue for the fiscal year 1944 by approximately
$8,000,000,000. L '

16. Action in the Senate on H. R. 2570 as amended by the Senate
Finance Committee - co

2

On May 12, 1943, Mr. George explained to the Senate at considerable
length the amendment made by the Senate, Finance Committee to
H. R. 2570 as it passed the House, dparticularly as to the treatment

“of the 1942 liability.® On the same day a nuiaber of technical amend-
ments to the bill, offered by Senator George, were adopted.® Senator
George also offered an amendment reducing the amount of cancellation
of the tax liabilities for the year 1942 to 75 percent.™ As hereinafter
noted, this amendment, togetger with a number of others, was rejected.

On May 13, 1943, Senator Ellender offered an amendment providing
that the payment of the 1942 tax should be payable in ten installments,
one payable every six months for five years,”® and on May 14, 1943,
Senator Connally offered H. R. 2570, as reported to the House April 80,
IQggt_ gutle&%‘ is, the second Ways and Means Committee bill), as a
substitute.

* Idid., pp. 12-18,

1 Idid., pg& 18-14.

. gﬁ %’p' fie%zlitp'r} 22'1943 4268-427
ong. ., M8 , , PD. 1.

» Ibid., pp. 42854256, PP

" Ibid. 7 usa-ﬁ 7.

u Idid., May 13, 1943, p. 4846,

n Idid., May 14, 1948, pp. 43984407,
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On May 14, 1943, Senator Ellender stated that his amendment pro-
vided that the 1942 tax should be spread over a period of five years.™
The amendment was rejected by a vote of 57 to 21.™

On the same day, Senator Cf;rk, of Missouri, offered an amendinent
whose purpose was to clarify one of the provisions intended to relieve
persons who died while serving in the armed forces. 'The amend-
mend was rejected.”

On the same day, Senator George’s amendment, corrected as to
form,™ limiting cancellation of the 1942 tax liabilities to 75 percent
thereof, was defeated by a vote of 50 to 32, but certain further per-
fecting amendments offered by him were agreed to.®

Also on the same day, an amendment by Senator O’Daniel intended
to substitute for the Finance Committee amendment the provisions of
H. R. 2£18 (the original Ways and Means Committee bill), which the
House had, as stated, rejected,®* was mf'ectod by a vote of 48 to 29.%*
And on the same day, Senator Connally’s amendment to substitute
H. R. 2570 as reported to the House April 30, 1943, was rejected by a
vote of 50 to 20.* And, finally, on the same day, Senator Bankhead
offered an amendment,* the effect of which was to substitute the bill
ag it passed the House, i. e., the Robertson-Forand bill (H. R. 2577).%*
The amendment was rejected by a vote of 52 to 27.%

Thereafter, still on the same day, the Finance Committee amend-
ment, as amended, was agreed to by a vote of 48 to 31.* The bill
passed the Senate by a vote of 49 to 30.% The text of the bill as it

assed the Senate was then read into the Record® All but two

epublicans with 18 Democrats voted for full abatement of the 1942
tax liabilities.® Thereupon Senator George mcved the Senate to
insist upon its amendment ; that it request a conference with the House
thereon, and that the chairman appoint the conferees on the part of
the Senate. The motion was agreed to, and the presiding officer ap-
pointed Mr, George, Mr. Walsh, Mr. Connally (for whom Mr. Byrd
was later substituted), Mr. Clark, of Missouri, Mr. Danaher, Mr.
Vandenberg, and Mr. Davis conferees on the part of the Senate.”

17. The President’s identieal letters of May 17, 1943, adressed
respectively to Senator George and Mr. Doughton

On May 17,1943, the President addressed identical letters to Senator
George and ‘Mr. Doughton hinting that he would veto the bill in the
form passed by th:%enate, because he could not acquiesce in the
elimination of a whele year’s tax burden.®

™ Ibid., pp. 4392-4393.
395,

T Ibid., p. 4

™ Ibid., p. 4421,
% Idid., pp. 44264427, 4441,
b Idid., . 4427,

» P .
8 7bid., pp. 4441-4442,
S Idid., pp. 44424443,
% 7bid., p. 4443

. 8.
®1bid., pp. 4448-4458.
: g;'(’?o \orkn'gmei.‘ Mﬁ llﬂmﬂs. &51‘1 col. 1,
Dg. .y ) U v
® New Yo‘rk Times, &u 18,1 g. p. 1, col. 1; p. 28, col. 8.
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18. The bill as amended in the Senate is defeated in the House

On May 18, 1953, Mi. Knutson nmade @ motion that the managers
on the part of the House at the conference on the disagrecing votes of
the two Houses on the bill 1L R, 2570 beinstrueted to agree to the
amendment of the Senate™  ‘The motion was wejected by a vote of
202 to 142 The speaker thereupon appointed the following con-
ferves: Messex, Doughton, Cooper, &)isnvy‘ Dingell, Knutson, Reed of
New Yok, and denkins,

19, The action in conference

The conference renmnined in deadlock until May 26, 1943, On that
day. the vote &tood 11 (s8ic) to 4, for comprom.se on 75 percent can-
cellation, four Demociats opposing®  The seven Senate members of
the Conference Committee and three of the seven House members
thereof voted to sustain the comptomise. That this vote 1epresented
a Joadlock resulted from the fuet that the unit rule prevails in con-
ference committees, g0 that it required the votes of four of the seven
House members {o break it But on that day Mr. Doughton broke
the deadlock by a change in position, when there appeared no cther
way ocut. The other three Democratic House conferees, Messrs,
Cooper, Dist.ey, and Dingell did not change their votes;® nor did they
sign either the conference report or the statement of the managers on
the part of the House annexed ther:to.*

As appears from the statement of the managers on the pait of the
House, the withholding Broviaions of the Senate bill were retained
with minor amendments.® As regards the current tax payment pro-
visions, however, t;;o c&xferenc(;;g}ree)d tfo su}mtitgée 8 75 pegcent dis-
cha roposed nator , for the 1 rcent dischar,
in tl;.g: éfr.ate bill gased on the logveer of the liabilities for 1942 %:
1943. except in cases where the lower liability was $50 or less, in which
event the entire liability was discharged.® Of the 25 percent of the
1942 tax liabilities not discharged, one-half was payable May 15,
1b44, and the balance March 1%, 1945, The windfall provisions of the
Senate bill were retained with certain modifications, among which is
to be mentioned that the year 1937 was added to the years from which
the taxpayer might select his base year, and in addition it was pro-
vided tE:t $20,000, instead of $10,000, was to be added to the surtax
income of the base year in computing the tentative tax which is the
limit of discharge of tax liability for 2%  The conference also
made some chatiges with respect to the time [ the payment of amounts
added to the 1943 liability.}* :

20, The House agrees to the conferencx report

On May 28, 1943, Mr. Doughton submitted the conference report to
the House, together with the statement of the managers on the part

:qu‘(‘ou.‘lec.. May 18, 1942, p. ““.
., p. 4580, ,
n 1M Bisy 28, 1048, p. 1, eal. 0.

"H, No. 31v, pp. 27, 10,

.I“"n”*' ““‘! “n u -
»w. “.M A

16, Dy, Go-47.

g
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of the House, the report and statement being printed in-the record
in full* Thereafter, on June 1, 1843, Mr. ton explained the
action in conference at considerable length .. Doughton there-
upon yielded to Mr. Robertson, co-author of the Robertaon-Forand bill,
who said that the conference report met every definition of a com-
promise, which he intended to support. Iinmediately thereafter, the
conference report was agreed to by the House by a vote of 257 to 114.%

2]1. The Senate agrees to the conference report

On June 2, 1943, Senator Geo;ge presented the conference report
to the Senate and briefly explained it,’ and after a short debate, the
report was adopted in the Senate by a vote of 62 to 19.

22, The President approves the Act

The bill was signed by the Speaker of the House on June 3, 1943,%
and by the Vice President on June 4, 1943 It was presented to the
President on the same day,'® and was approved and signed by him on
June 9, 19481

23. The nature of the Act

While, as has already been stated, the Act imposes no new taxes,
it was-estimated that the measure would add about $3,000,000,000
to federal resources in the next 12 months. Furthermore, its with-
holdinf provisions, as well as those relating to transition, were made
to apply only to individuals; estates, trusts and corporations being
expressly excepted therefrom. ’

SUMMARY

The steps in the passsge of the “Current Tax Payment Act of 1943”
may be summarized as follows: :

1. In 1942 the Treasury proposed a plan for withholding and col-
lecting at the source 10.per cent of income derived from wages, bond
interest, and dividends. " The House included provisions therefor in
the 1942 revenue bill, but the Senate substituted the Victory Tax and
its withholding provisions therefor, - S

2. In the meantimne, Mr. Ruml had proposed his “skip® a year plan
in order to put individuals upon a so-called “pay-as-you-go” basis,
which the Treasury opposed. «

8. The first Ways and Means Committes bill, H. R. 2218, contained
only provisiens for withholding 20 percent of the tax at'the source
ui)on wage earners. This would, however, have placed a large majority
of the taxpayers upon a current basis. ‘It did not contain any provi-

_sions designed to carry the Ruml plan into effect. Transition was
::;ilx:el . ltn(i be effected by & postponement of the payment of the 1942
1ability. '

943, pp. 5085, 5125-5101.
151-5188.

&g

7 ' sr
:;:{:, Jmag‘ 1948, p. 5388,
™ 1bid., June 9, 1048, p. 5726.
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4. The scond RBuml-Carlson hill, for which the minority of the
. Wayn and Means Committos stood sponsor, contained the commitioe’s
withholding provisions plus provisions for the cancellution of the 1048
tax liability zllm Ruml plan) as a mesns of effecting iminediate transi- -
tion Lo n curront basis for all individual taxpayers.

5. Both bills were rejocted by the House,

6. The Ways and Means Committee then reported H. R, 2570 (the -
second Ways and Manns Committee bill), which contained the with- -
holding provisions of H. R. 2218, ug well as provisions for the dischurge
of the tax labilities, represented by the increase in rates over 194)
resulting from w reduction of exemptions made by the Revenue Act of
1942 and by an increase in rates.  Payment of the unforgiven part of
the 1,42 tax was spread over u three-year period commencing in 1944,
An cffort to substitute u revised (third) Ruml-Carlson bill was de-
feated, but the committes bill was recommitted with instructions to
return an amended bill which, in the place of the provisions of H. R.
2570 (the second Ways und Means éommittee bill) as it had been
reported, incorporuted the Ymvisibns of the second Robertson-Forand
biﬁ‘(H. it op ). This bill contained withholding provisions limited
to 20 percent of the tax, the balunce being payable in the followinﬁ :
year. In addition, the bill contained a provision for cancellation an
discharge of the 1942 normal tax und first bracket surtax liabilities.
Mr. Doughton forthwith reported H. R. 2570 as thus amended and
the House passed it by an overwhelming vote.

7. The Senate, however, rejected the hill us it passed the House
in toto, and substituted therefor the revised Ruml-Carlson measure
(third Rum!-Carlson bill), amended by it in relatively minor par-
ticulars. The amended measure retained the 100 percent forgiveness
of the 1942 tax liabilities with exceptions in respect of certain anti-
windfall provisions. The withholding provisions were correlated
with thoss pertaining to social security taxes instead of with those
pertaining to the Victory Tax, with which they had been correlated
1 the biil as it passed the House. )

8. ¥n conference, the bill as it passed the Senate was amended in -
several a. Both Houses accepted the conference report. ' The -
major conference change was to limit the amount of tax cancellation
to ’;5 percent of one year’s tax, 1214 percent of the unforgiven portion
of the tax being payable on March 15, 1944, and the bmnce of 1214
percent on March 15, 1045. ) ‘ V

9. The President signed the bill on June 9, 1843.

10. The bill imposes no new taxes, and applies only to individuals,

R Cazurox Fox, _
Special Assistant to the Attorney General, -
Sedremexx 1, 1943 - :

o

[y & ‘_ °
e wh .

A



